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Disclaimer
This presentation was prepared by KGHM Polska Miedź S.A. (KGHM). The presentation is strictly of an informational nature and should not be construed as containing investment advice.
The users of this presentation are solely responsible for their own analysis and assessment of the market situation and of the potential future results of KGHM based on the information
contained in this presentation. The presentation is not, and should not be construed to be, an offer to sell, or to submit an offer to purchase, any of the securities of KGHM. The presentation
is also neither in whole nor in part the basis for concluding any agreement or contract whatsoever or for undertaking any liabilities whatsoever. Moreover, this presentation does not
represent a recommendation to invest in the securities of KGHM.
Neither KGHM nor any of its subsidiaries shall be held liable for the results of any decisions taken based on or utilising the information contained in this presentation or arising from
its contents. The market-related information contained within this presentation was partially prepared on the basis of data arising from those third parties mentioned in this presentation.
Furthermore, certain declarations contained in this presentation may be of a foward-looking nature – in particular, such declarations may be in the nature of projections, developed based
on actual assumptions, reflecting known and unknown types of risk as well as a certain level of uncertainty. The actual results, achievements and events which occur in future may
significantly differ from the data directly contained or understood to be contained within this presentation.
In no case whatsoever should the information contained within this presentation be considered as a clear or understood declaration, or as any type of assertion whatsoever by KGHM
or persons acting in its behalf. Neither KGHM nor any of its subsidiaries are required or obligated to update this presentation or to provide its users with any additional information
whatsoever. KGHM furthermore hereby notifies the users of this presentation, that the sole reliable source of data on its financial results, forecasts, events and company indicators are the
current and periodic reports published by KGHM in performance of the informational obligations arising from Polish law.

1

Executive Summary
• KGHM Polska Miedź S.A. successfully implemented its strategy from 2009 delivering
exceptional returns to its shareholders

• Continuing its growth strategy KGHM has set a new goal – mine production of over 1 million tonnes
of copper equivalent by 2020

• KGHM’s new strategy will be based on three main pillars:
– Resource base development (an extensive exploration program in Poland and worldwide
combined with potential acquisition of pre-production assets)

– Assets development (an investment program of PLN 27 billion focused on developing existing
assets)

– Optimizing production (reducing C1 production cost for the KGHM Capital Group by ~10%
by 2020)

• KGHM is developing innovative mining and processing technologies that will build sustainable
competitive advantage and will ensure long-term value growth for shareholders

• KGHM is an attractive investment in view of the promising outlook for the copper market, the
Company’s large resource base, its diversified portfolio of world-class projects, experienced staff and
stable dividend policy (up to 1/3 of net profit)
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In 2009 KGHM Polska Miedź S.A. adopted a growth strategy aimed at
ensuring a strong position among global copper producers
KGHM vision
Join the group of large global copper producers
with copper production of around 700 thousand tonnes per year

1 Efficiency
improvement

Reverse trend
of rising costs

5

2 Resource base
development

Increase copper
production to 700
thousand tonnes per
year

Diversification
3 of revenue
sources and
independence
from energy
prices
~30% of revenue
generated from
non-core activities

4 Supporting
local
communities

750 new jobs,
development of
corporate social
responsibility activities

Developing skills and organizational efficiency

• Management by goals
• Information and data transparency

• Employee development
• Creating a holding structure
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KGHM Polska Miedź S.A. successfully achieved its strategic goals from 2009

1 The rising costs trend was reversed
– From 2012 average yearly cost of production per tonne dropped 2% per year1

2 KGHM grew its resource base and significantly increased copper production
–

In 2012 Quadra FNX was acquired at a favorable price

–

In 2014 Sierra Gorda, a world-class project, was commissioned

–

The total resource base grew by 12 million tonnes of copper, over 40% growth

3 By growing its resource base KGHM’s operations were diversified
– KGHM owns production assets in Europe, North America and Chile
– Production was extended to other non-ferrous metals (molybdenum, gold)

4 KGHM remains an important partner for the local region generating 40% of local taxes and
directly employing almost 40 thousand people

5 KGHM introduced management by goals for key managers and created numerous programs
promoting knowledge transfer and developing talented employees

1

The pre-precious metals credit unit cost of electrolytic copper production excluding the metals extraction tax in KGHM Polska Miedź S.A.
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Successful implementation of KGHM’s strategy provided exceptional returns
to its shareholders compared with the mining sector
Total Shareholder Return1
Indexed, January 1st 2009 = 100.
1 300

CAGR, Jan 2009 – Jan 2015
%

1 200

33

KGHM

31

Grupo México

26

Hindustan Zinc

20

Norilsk Nickel

20

Teck

600

16

Rio Tinto

500

15

Antofagasta

400

15

Southern Copper

300

12

Freeport-McMoRan

200

4

BHP Billiton

100

0

Vale

-3

Anglo American
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900
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01.15

07.14

01.14

07.13

01.13

07.12

01.12

07.11

01.11

07.10

01.10

07.09

01.09

0

-172

Glencore

1 Total shareholder return – return from share price appreciation plus dividend payout, calculated on a USD basis
2 Glencore IPO'd in May of 2011. It is therefore indexed to 100 on May 18, 2011
SOURCE: S&P Capital IQ
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KGHM’s new strategy for the years 2015-2020 with an outlook to 2040
focuses on continuing growth and maximizing shareholder value
Build the shareholder value of
the KGHM Group based on a
clear path of global growth …

Produce over 1 million tonnes of copper
equivalent and enhance efficiencies

Resource Base Development

… by building a stable portfolio
of production assets …

•
•
•
•

Increase resources
Search for low cost assets
Ensure long-term
operational stability

• Develop mining projects
• Efficient investments
• Replicate successes
• Capitalise on results

Diversify activities

Copper replacement
ratio of 3:1
… with on-going improvement
in operational execution …
… along with integration of the
supporting foundations of the
KGHM Group.

Assets Development

On time and budget

Optimizing Production

•
•
•
•

Optimise production costs
Increase production capacity
Ensure zero harm
Improve position on the cost
curve

Stable production
results

Efficiency and Innovation
Financial Stability

Corporate Social Responsibility

Global Organization and Talent Development

Energy Security
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To ensure a stable resource base, KGHM plans to launch an exploration
program and to set the replacement ratio at 3:1
To ensure balanced resource base growth KGHM
plans to augment its plan to acquire low cost
assets with an exploration program
Resource acquisition by the 23 largest copper
mining companies1
Acquisitions of Exploration1
new resources1

Newly documented deposits have tended to exceed copper production by a
3:1 ratio – KGHM plans to follow market standards and set its own
replacement ratio at the level of 3:1
Production and documented reserves of the 23 largest copper mining
companies1
29,9
29,7
In millions of tonnes
Production

21,0

42%

Acquisition cost
0.34 USD/lb

21,0

20,9
18,6

18,3

58%

16,6

8,1

8,3

9,0

2003

2004

2005

10,0

11,1
11,0
10,8

11,2

10,8

10,9

11,2

Acquisition cost
0.015 USD/lb

Average acquisition cost
of a pound of copper was
0.15 USD/lb

1 SOURCE:

Documented reserves
23,1

SNL Metals Economics Group

2006

2007

2008

2009

2010

2011

2012

In the years 2003-2012 every extracted tonne of copper was
replaced on average by almost 3 tonnes of copper in documented
reserves (~3:1 ratio)

9

KGHM will carry out an exploration program both in Poland and world-wide
for optimal resource base diversification
Greenland
• Malmbjerg (Mo)
Canada, Ontario
• Victoria (Cu, Ni, Pt, Pd, Au)
• Sudbury region exploration

Canada, B.C.
• Ajax (Cu, Au)

USA, Nevada
• Robinson (Cu, Au, Mo)

Chile
• Franke-Pelusa (Cu)
• Sierra Gorda (Cu, Mo, Au)
• Atacama region exploration

10

KGHM plans within 6 years to invest around PLN 27 billion in the
development of its existing assets

Investment Program
Type of investment

65%

Geographical distribution
of investments
55%

Key facts

•

Largest investment
program in the
60-year history
of KGHM Polska
Miedź S.A.

•

Focused on
development of
low-cost production
assets

45%
35%

Sustaining /
maintaining

Growth

World

Poland
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Under its investment program KGHM will supplement its portfolio with worldclass mining and smelting projects
Main investments

Deep Głogów
Ensuring continuity of
production

Pyrometallurgy
Modernization Program
Improving global smelting
competiveness

Sierra Gorda

Victoria

Afton Ajax

Commencement of phase II and
processing of the oxide ore

Building an underground mine
(copper, nickel and platinum group
metals)

Open pit mine (copper and gold)
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KGHM will continuously improve asset productivity
The productivity improvement initiatives of the Value Creation Plan will improve
the cost position of the KGHM Group

•

OEE (Overall Equipment Effectiveness)
improvement – program to optimize underground
equipment management

•
•

Reduction of underground equipment

•
•

Production line automation

•

Sierra Gorda mine: geotechnical optimization
and increasing output beyond initial design
capacity

•

Energy efficiency program in the KGHM Group

KGHM Group C1 costs

Maintenance optimization by implementing IT
tools to track utilization of machines and
equipment along with usage costs

-10%

Production of high quality concentrate while
maximizing recovery of copper and associated
metals and optimising costs

2014

2020
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KGHM’s operations are based on a 60-year-long mining tradition

As a result of M&A activities, capped
by the acquisition of Quadra FNX,
KGHM became one of the world’s
global copper producers

Discovery of the copper deposit brought
about a fundamental change in the region’s
economy thanks to the growth of KGHM
Polska Miedź S.A.

1957

Discovery of
the copper
deposit by Jan
Wyżykowski

1960

Founding of the
Lubin mine

1970

1980

1990

Start of
Construction of
construction of
Sieroszowice
Głogów
mine
smelter/refineries
Start of
precious metals
plant

2000

IPO - KGHM
joins the
Warsaw Stock
Exchange

2010

2014

Acquisition of the
Canadian mining
company Quadra
FNX
Acquisition of shares
in the Afton Ajax project
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Development of new technologies combined with optimal assets
management will grant KGHM a leading position in the industry

International expansion enables
the company to grow in value
based on know-how and skills

2015

2025

Development of Sierra
Gorda pahse II and
processing of oxide
ore

Development and implementation
of new technologies positions
KGHM as a global leader setting
new trends in the industry

2035

Integrated mine
monitoring system

Longwall mining system

2045

2057+

Intelligent mines
based on neural
networks

Commencement of
Afton Ajax and Victoria
mine operations

100 years of KGHM’s continuous growth
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KGHM participates in a wide variety of research programs
• KGHM has a leading role in this international consortium of
•
KIC Raw
Materials

•
•
•

over 100 organizations from 22 EU countries
Winner of Knowledge and Innovation Community
competition (EU program)
The program’s goal is to develop new solutions for the
sustainable exploration for and extraction, processing, and
recycling of natural resources
Establishing in Wrocław of one of the program’s 6 main
locations
Close cooperation between companies, universities and
scientific institutions

• Joint Venture with The National Center for Research and
•
•
Joint Venture
CuBR

•

Development (NCBiR)
Research and development for the non-ferrous metals industry
Main areas of support:
– Geology and Mining
– Ore processing
– Metallurgy, processing, new materials
– Environmental protection, risk management, efficiency in
business
Project budget of PLN 200 million
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KGHM also supports numerous R&D projects focused on innovative
technologies for natural resources extraction

Development of an intelligent production line based on artificial intelligence, artificial neural networks and
Big Data
 Innovative systems to access and explore deposits – automated technologies, biometallurgy and hydrometallurgy
that will allow previously unmined deposits to be reached
 Minimizing human presence in hazardous areas
 Automation of production processes. Usage of artificial intelligence and Big Data

 Online mineralogical and chemical analysis in production processes
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Financial outlook in 2015-2020

Base production and macroeconomic assumption for the Group (with a 55% share in the
Sierra Gorda project) for the years 2015 – 20201:
 Production – mined production of over 1 million tonnes of copper equivalent by 2020
 Share in copper equivalent production from international assets – an increase from 17%
to 40% in 2020
 CAPEX – a total of PLN 27 billion in total capital expenditures, of which around 70% will be
allocated for development projects, and over half of the capital expenditures will be invested
in Poland
 EBITDA – expected increase by 2020 of 70% as compared to 2014
 C1 cost – planned decrease by 2020 of C1 cash cost of around 10% as compared to 2014
 Net Debt/EBITDA will be maintained at a safe level in the range of 1-2
1The Strategy was developed under the following macroeconomic assumptions:





average copper price in 2015 – 2020 of 7 600 USD/t (2015 - 6 800 USD/t);
average silver and molybdenum prices in 2015 – 2020 respectively: 21 USD/troz (2015 – 18 USD/troz) and 12 USD/lb (2015 – 12 USD/lb)
average USD exchange rate in 2015 – 2020: 1 USD = 3 PLN (2015 – 1 USD = 3.30 PLN)
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Key milestones to 2020

Sierra Gorda
phase I reaches
full production
capacity
2015

Commencement
of Sierra Gorda
phase II

2016

Completion of
Pyrometallurgy
Modernisation
Program

2017

Copper
production
from Sierra
Gorda oxide
ore

Completion of
Żelazny Most
tailings pond
expansion
2018

Completion of

Smelting
Development
Program

Production
from Sierra
Gorda phase II

2019

Start of
production
from Ajax
mine

2020

Start of
production
from Victoria
mine

If appropriate financing is available and market conditions are favorable, KGHM expects further
involvement in new mining projects
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Key themes of KGHM’s new strategy for the years 2015-2020 with an outlook
to 2040

• Production of over 1 million tonnes of copper equivalent – TOP 7 among global mining companies
• Investment of PLN 27 billion in the development of existing assets – largest investment program in
KGHM’s 60-year history

• Securing some of the largest copper deposits in the world – the largest exploration program in Polish
history

• A world-class innovation program in the mining sector – a longwall mining system in the next
5-10 years and the creation of intelligent mines in the next 10-15 years

• Cost reduction thanks to innovation and efficiency improvement programs – a 10% decrease in the
KGHM Group’s C1 cash cost by 2020

• Further development of geological, mining and technological skills that are necessary to achieve
sustainable competitive advantage based on innovation

• Actions aimed at redefining the minerals extraction tax formula in Poland
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KGHM is an excellent choice for investors looking for stable returns with
a mid- and long-term upside potential

1 Good copper market outlook in the mid- and long-term
–

Forecasted global copper balance indicates a trend toward higher prices

2 Diversified projects portfolio and stable resource base
–

Mining projects in politically and economically stable countries (Poland, Canada, USA, Chile)

–

The current resource base enables continuous production for the next 40 years

3 Reverse of tendency towards growing production costs (a 2%1 yearly decrease in 20122014) combined with further focus on cost efficiency

4 Stable dividend policy – up to 1/3 of the Company’s net profit
5 Experienced team who successfully commenced new mining projects
6 Stable organization with strong values acting responsibly

1 The

pre-precious metals credit unit cost of electrolytic copper production excluding the metals extraction tax in KGHM Polska Miedź S.A.
22

