
Additional pricing pressures continue to mount, with the recession 
in Europe, declining natural gas prices in North America, and 
growing competition from mines in Indonesia, Mongolia and 
Africa causing stress on Australia’s mining industry. Likewise, 
drying debt and equity markets have left miners with few options 
for financing. 

As a result, the past year has seen a number of miners fall into 
varying degrees of financial distress and the larger mining houses 
virtually cease their M&A activity. This is creating opportunities 
to acquire mining and mining services related debt assets, as 
well as non-core business units from larger industry players 
seeking to rationalise their asset books, focussing on projects 
with scale and delaying greenfield projects. 

Distressed investors eye the mining space
Banking on a new wave of distress among mining and mining 
services companies, and with relatively few debt traders in the 
market, hedge funds, private equity firms, and distressed debt 
funds are turning their attention to Australia’s mining space. 
Acquiring distressed debt in ailing companies and using this 
as a lever to complete turnarounds of the business are proven 
tools among hedge funds and PE firms in yielding value for 
their shareholders. Contributing management expertise has 
been another value-adding technique. The key will be whether 
these techniques can be successfully applied to the mining 
industry, or whether a lack of in-depth specialized industry 
knowledge will prove too difficult to overcome.  

Hedge funds and private equity firms are also looking to use 
financing structures not traditionally seen in the Australian 

Australia’s decade-long mining boom has come to an abrupt close. An increasingly difficult operating 
environment has added to miners’ woes as a combination of falling prices, rising costs, higher taxes,  
reduced levels of demand from China and India, and a relatively strong Australian dollar create an ominous 
outlook.  This has been reflected in the equity markets, where all but established low cost producers have 
struggled and new debt and capital has been near nonexistent for junior miners and explorers.  

Australian mining M&A by volume (Figure 1)

N
um

be
r 

of
 d

ea
ls

0

5

10

15

20

Q4Q3Q2Q1Q4Q3Q2Q1Q4Q3Q2Q1Q4Q3Q2Q1

2010 2011 2012 2013

mining sector, in an attempt to obtain debt style protections 
whilst retaining access to equity style upside.

Some industry analysts contend the lull in commodity prices and 
the current capital squeeze may be temporary. For those eying 
stressed or distressed asset opportunities, the challenge is to 
discern underlying value amongst the opportunities to purchase 
such assets at steep discounts to face value. 

Junior miners: Struggling to survive
Sensitive to market swings in commodity prices, Australia’s  
junior miners have been amongst the hardest hit by the resources 
downturn. It is estimated that on average, junior miners listed on 
ASX, TSX and the London AIM are currently tracking at an average 
of 85% off their previous highs.
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Private equity firms and hedge funds are taking note of the 
potential counter-cyclical opportunity these businesses present. 
While the investment class has traditionally favored deals into 
Australian retail and manufacturing – two soft target sectors that 
often present fewer risks and higher returns – a preponderance of 
opportunities to make resource acquisitions has proved irresistible. 
According to news reports, more than US$6bn in private equity 
capital is gearing up to invest in distressed Australian junior 
miners, with experts predicting this figure to rise in the next  
several months. 

The proof is in PE activity. Last year Hong Kong-based Spring 
Capital injected US$36m in equity and zero-coupon convertible 
notes for a 25% stake in Stanmore Coal. Likewise, New York-based 
resource Capital Funds, Boston-based Denham Capital and others 
are said to be exploring further deals and investment opportunities 
with Australian junior miners. Sundance resource in November 
2013 received US$40m from an investor consortium including 
Blackstone Alternative Solutions and Noble resources. More 
recently, guildford Coal completed a US$65m financing facility with 
alternative investment fund manager oCP Asia to fund working 
capital for its Mongolian mining assets. Similarly, sovereign wealth 
funds, such as China Investment Corp, are stepping in to take 
advantage of depressed valuations in the mining sector.  

Major miners: In sell mode
While operating costs and fluctuating resource prices may  
be having a greater impact on small-cap miners, the majors 
have not been spared. Sector giants are closely examining  
their marginal investments and looking for ways to exit them. 
The result has seen a wave of high-quality mining assets  
come onto the market through divestments of non-core assets. 

Since 2012, mining majors such as BHP Billiton, rio Tinto  
and Anglo American have announced a series of asset sales.  
An example is the BHP divestments adding US$7bn to its balance 
sheet following sales of mining operations in the United States 
and Western Australia.  And in 2013, rio Tinto sold its controlling 
stake in the Northparkes copper mine in New South Wales for 
US$820m through a sale to China Molybdenum and its controlling 
stake in the Clemont coal mine in Queensland for just over 
US$1bn through a sale to renowned value buyers Sumitomo 
Corporation and glencore Xstrata. 

Chinese interest in Australian mining assets has blossomed 
in recent years. Since 2010, Chinese controlled investors have 
completed 32 transactions in Australian mining and energy 
companies worth US$14bn, the largest of any single geography 
for that period of time. Chinese investment into Australian 
mining helped maintain sector M&A momentum, which has 
seen deal volume remain largely flat and directionless over  
the past four years (Figure 1). Value figures, however, have  
trended downward over the past two years as the sector 
undergoes a shift from a seller’s to a buyer’s market (Figure 2). 

The year ahead: Slow, not stopped
The Australian mining industry finds itself at a crossroads. 
The “construction and exploration phase” is easing, whilst the 
“production phase” is kicking in, following a decade of new mine 
development and existing mine expansion. 

Historical data shows a dramatic increase in the industry’s value 
over the past decade, from US$24bn in 2003 to US$147bn in 2012. 
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CHInA
Chinese coal miner Hidili’s credit rating was downgraded to Caa1 
in August 2013, the result of persistent disruptions by regulatory 
actions and safety inspections. The company is currently in discussions 
to sell mining assets in Sichuan and guizhou province to raise cash 
since much of its coal production has been frozen over the past year 
for mine safety checks. Even if these sales bring in the anticipated 
millions as expected, the proceeds would only be a drop in the 
bucket relative to Hidili’s precarious debt load. 

MongolIA
Mongolia Mining Corporation (MMC), the country’s largest privately 
owned coal mine, received a ratings downgrade from Caa2 to Caa1  
in November 2013 after several months of uncertainty. The downgrade 
reflects MMC's inadequate liquidity profile against the backdrop of 
operational setbacks.

Without a recovery in coking coal prices or a significant restructuring, 
MMC's debt structure is unsustainable as large debt servicing 
requirements loom in the next 12-18 months, says a Moody’s Investors 
Service official. The official went on to say that as of November 2013, 
MMC’s cash on hand was insufficient to address debt-servicing 
requirements for the second half of 2013 and fiscal year 2014. 

THe PHIlIPPIneS
In early September 2013, Philex Petroleum announced the closure  
of coal mining operations in Mindanao, citing high operating costs 
and low commodity prices. Philex Petroleum reported a net loss  
of US$5m in the first half of 2013 compared to US$1.8m in H1 2012, 
according to reports. Likewise, glencore Xstrata announced its 
US$5.9bn copper mine in the Philippines was slashing costs  
by reducing its workforce. The mining giant cited regulatory  
delays as affecting the mine’s profitability.

While boasting some of the largest untapped resource reserves in the 
world, regulatory uncertainty, civil unrest, and resistance from local 
church and political leaders continue to plague miners operating 
in the Philippines. Volatile commodity prices add to the mix of 
uncertainties.

InDoneSIA
In August 2013, Bumi resources managed to avoid a near-crippling 
default by refinancing a maturing US$150m loan at the last minute. 
Bumi faces a heavy refinancing burden in the year ahead, this 
coming as it faces falling coal prices and questions surrounding  
its corporate governance. 

Australian mining M&A by value (Figure 2)



What are the major risks when investing in junior explorers 
 or major miners? What legal or structural issues emerged  
in distressed debt trading in 2013?

Michael Ryan: Technology or technical issues often come into play 
when investing in these mining groups. Technology is changing  
and it’s important not to get caught up in redundancies or  
sub-standard operating structures. 

Maybe more importantly, the feasibility of planned projects or 
those already underway must be thoroughly scrutinized. Aside 
from the resource deposits being mined, who has ownership 
over the surrounding land and infrastructure networks linking 
the assets to ports and other processing facilities?

For junior miners and explorers, a considerable amount of due 
diligence must also be spent looking at the balance sheet and 
internal structures as some companies in this mining group 
lack financial and governance skills. 

When looking at the legal and structural issues that emerge, often 
the first task to be dealt with is whether the issuing instrument 
allows debt trading to occur. If it doesn’t then renegotiation of 
terms will be required.  We also note that Schemes of Arrangement 
are being considered to structure debt for equity transactions 
where such agreement cannot be achieved bilaterally.

Have Australia’s miners been able to achieve meaningful 
turnarounds, or are these mainly short-term efforts to  
prolong the inevitable? 

Andrew Bantock: Essentially, mining in Australia is undergoing 
an industry wide turnaround. As we’ve seen, the core emphasis of 
companies restructuring operations is being spent reducing costs, 
and in many instances these efforts have been successful. Amid 
the continuing environment of low commodity prices, the high 
Australian dollar, and the relative poor availability of equity, further 
restructuring efforts will be aimed at revamping the balance sheet 
to reduce debt levels. They will also look to provide additional 
funding during the current subdued environment in anticipation  
of a recovery of the fundamentals.

To a small extent, hedge funds and distressed debt funds have 
influenced some of these corporate restructuring efforts. 
These funds are still assessing the mining sector as a viable 
investment space. Some specialist funds, however, are getting 
involved and offering dilutive equity styled funding to restructure 
debt and provide additional funding.

InSIgHTS on AuSTrAlIAn MInIng

While opportunities in distressed mining assets are becoming more abundant, investors 
must be wary of risks inherent to the industry. FTI Senior Managing Directors Michael 
ryan and Andrew bantock discuss these issues and restructuring events.

For distressed investors looking to developed economies, Australia stands out due  
to its relatively robust legal and regulatory frameworks. However, investment figures 
fail to live up to expectations. Clifford Chance Partners Scott bache and Mark Pistilli 
discuss these trends and the outlook going forward. 

Why haven’t we seen more distressed debt sales in the 
mining sector? 

Mark Pistilli: Fundamentally, mining is different to other 
businesses. A key difference is the certainty of income. This is in 
contrast to the consumer sector, where income flows and pricing, 
and therefore asset valuations, can be more easily understood and 
valued. For miners there is added complexity as investors need to 
estimate price per unit as well as the number of units. This means 
that investors looking at the sector need to be equipped with a 
wealth of industry knowledge in addition to the usual financial 
turnaround skills. 

There is also a shortage of debt in the mining sector, as mining 
has traditionally been financed by equity investment. greenfield 
developers and exploration companies have no income stream 
to service debt financing, unless and until an asset is found and 
developed, so banks are understandably reluctant to loan to 
them.  Larger mining companies, with diverse assets across large 
geographies, have been strategically disposing of assets which 
are high cost or offer them no economies of scale, but these asset 
sales have not triggered corresponding sales of the loans made  
to these mining companies. 

Where is the Australian distressed debt and insolvency  
market headed in 2014 and beyond?

Scott Bache: Aside from mining, there will be opportunities but 
we think these will be event driven rather than systemic – unless 
the Australian banks change their attitude to actively managing 
their balance sheet through the secondary markets. 

In the mining sector, we are starting to see companies look to 
funds that operate across the fixed income spectrum to provide 
the capital required to develop their green field projects. The deal 
structures that are creeping into the Australian market are similar 
to those used historically in Asia, often as a pre-cursor to an IPo. 
We have recently worked on financings to mining companies which 
have provided relatively flexible debt (often with security) with equity 
upside through either a convertible note or a detached warrant. 
For the miners these deals are attractive as it provides them with 
the flexible capital they need to bridge them through to the projects 
becoming more bankable by the traditional debt markets. For the 
fixed income investors they get the benefit of equity type returns 
if the greenfield project reaches or exceeds expectations with the 
downside protection that comes with being a creditor. 



Expectations hold that the Australian mining sector will continue 
this drive, albeit at a more moderate pace, to reach US$181bn by 
2017. Forecasted annual average growth for that same period sits 
at 4.3%, impressive given market conditions but a far cry from the 
average rate of 23.3% over the past decade. 

Some industry analysts forecast that an upswing is possible 
in the year ahead, although any improvements are likely to be 
far more modest than in the past. They cite continuing strong 
growth (albeit at a reduced rate) in the power-house developing 
countries such as China and India, whilst growth is finally being 
recorded in the developed USA and EU economies. 

Australia boasts abundant and diverse resources, assets that 
will prove beneficial when commodity prices rebound. Industry 
consolidation is expected to be a feature in 2014, as will the 
current round of divestments to private investors as mining 
companies trim to raise efficiency and stay afloat. 
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Distress and asset sales in the mining sector

Disclaimer
The information contained herein is based on currently available sources 
and should be understood to be information of a general nature only. 
The information is not intended to be taken as advice with respect to any 
individual situation and cannot be relied upon as such. This document 
is owned by Clifford Chance, FTI, and The Mergermarket group, and its 
contents or any portion thereof, may not be copied or reproduced in any 
form without permission of Clifford Chance, FTI, or The Mergermarket 
group. Clients may distribute for their own internal purposes only.

All deal details and M&A figures quoted are proprietary Mergermarket data 
unless otherwise stated. M&A figures may include deals that fall outside 
Mergermarket’s official inclusion criteria.  All $ symbols refer to US dollar

BHP Billiton
January – November

Non-core asset sales

Midwest Vanadium
February 

Missed production targets 
requiring renegotiation of 
bond covenants

Allmine Group
June

Placed into administration

Rio Tinto
July

Control stake sale in 
Northparkes copper 
-gold mine to China 
Molybdenum

Aston Metals Group
September

Receivers coordinating 
an asset sale of tenement 
holdings in Mount Isa region

October
Rio Tinto

Mine stake sale to 
Sumitomo Corporation 
and Glencore Xstrata

November
Sundance Resources

Received US$40m from 
investor consortium to 
fund working capital and 
meet pre-development 
capital expenditures

Mirabela Nickel
November

Risk of default on
US dollar bond 

Guildford Coal
January

Received US$65m from 
alternative investment fund 
OCP Asia to repay existing 
debt and for working 
capital purposes

2014

2013

The following includes 
notable deals or 
investments in the 
distressed mining space. 


