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Managing our Risks continued

Impact of global macroeconomic developments
Risk description Response/mitigation Risk appetite Link to strategy
There could be an adverse impact on our 
sales and profit, and potentially the 
economic viability of projects, from 
macroeconomic developments such as:

 > A decrease in precious metal prices 
(primary driver of the risk); this was the 
case for silver and gold in 2015, with a 
decline of 16.5% and 8.5% respectively, 
in their annual average price over the 
previous year.

 > Gold and silver prices continued to show 
high volatility in 2015.

 > Most currencies suffered a devaluation vs 
US dollar, including the Mexican peso, in 
2015.

 > General inflation in Mexico was 2.06% in 
Mexican pesos in 2015; the specific 
deflation affecting the Company was 
8.4% in US dollar terms.

 > A decrease in the price of by-products. 
This was the case for lead with a decline 
of 13.6% and for zinc with a decline of 
15.2% in the annual average price over 
the previous year. 

Fresnillo’s hedging policy remains guided by the 
principle of providing shareholders with full 
exposure to gold and silver prices. However, 
following shareholder approval for the acquisition 
of 44% of Penmont (and associated companies) in 
2014, we initiated a specific hedging programme to 
protect the value of the investment made in the 
acquisition, using a collar structure to allow partial 
continued exposure to gold prices. The volume 
associated with this phased hedging programme 
was strictly limited to up to the 44% of production 
associated with the acquired Penmont assets and 
will not be extended to other assets in the Group.  
The total volume hedged was 1,559,689 oz of 
which 266,760 oz matured in 2015 with a profit of 
US$1.0 million. (For more details, see Financial 
Review on pages 89 and 93)

Fresnillo is not precluded from entering into 
derivatives to minimise its exposure to changes in 
the prices of lead and zinc by-products. As in 
previous years, the Group entered into a hedging 
structure in 2015 to mitigate the risk related to the 
sale of lead and zinc. See note 31 in the Financial 
Statements on page 192. 

Furthermore, we have hedging policies in place for 
foreign exchange risk, including those associated 
with capex related to projects. The Company 
entered into a number of foreign exchange 
contracts of euros and Swedish kronas 
denominated forward contracts. See note 31 in the 
Financial Statements on page 191.

In response to a reduction in the price of certain of 
our main inputs due to a deflationary environment, 
we have started to renegotiate long-term 
conditions for our contracts in order to benefit from 
the current low prices. 
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Key risk indicators
 > Gross profit sensitivity 

to percentage change 
in metals price and to 
Mexican peso/US dollar 
exchange rate

 > EBITDA sensitivity to 
percentage change in 
metals price and to 
Mexican peso/US dollar 
exchange rate

Risk rating (relative position)
2015: Very high (1) 
2014: Very high (1)

Change in heat map: 
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Description of risk change
Most industry and financial 
analysts who follow metal 
prices continue to foresee 
lower average silver and gold 
prices for 2016 and high 
volatility in their long-term 
forecasts.

Change in heat map: 

 Vertical movement indicates impact 

 Horizontal movement indicates likelihood


