1. Introduction

      Lonmin Plc is the world's third largest primary platinum producer, with a primary listing on the London stock exchange. They have four mines located in South Africa, three in the Marikana area and one in Limpopo province. Lonmin process the concentrate from their mines through their Smelter and Refineries to deliver finished metal to market.



2. Financial Summary



  

1

§ Operating profit for the year amounted to $353 million an increase of 20% on the prior year.
§ Gross profit for the year was $373 million
§ Turnover increased by $98 million to $1128 million.
§ Cost of sales for the period was $755 million.
§ 17% increase in the average price realized for basket of metals sold.
§ Sales volumes of PGMs decreased from 1,761,171 ounces to 1,692,517 ounces
§ Underlying earnings per share increased from 96.9 cents per share to 124.9 cents per share.
§ Net cash inflow from operating activities was $377 million during 2005, a 6% decrease on the previous year's figure of $400million.

§ The graph shows the value, at 30th September 2005, of $100 invested in Lonmin's shares five years previously, compared with the current value of the same amount invested at the same date in the FTSE All Share index, assuming dividends are reinvested in each case. 

3. Marketing Audit


3.1 8 P's

3.1a Product

§ Lonmin mines and refines five Platinum group metals (PGMs): 
- Platinum
- Palladium
- Rhodium
- Ruthenium 
- Iridium. 

§ Lonmin produces

over 900,000 ounces of Platinum (1,700,000 ounces of total PGMs) per year
§ PGMs lend themselves to a myriad of   different applications, these includes; fountain pens, aircraft turbines, anti-cancer drugs, mobile phones, catalytic converters for automobiles, ceramic glazes. It is estimated that about one in four things we use daily owes its existence to PGMs.

3.1b Place
§ The company has four mines located in South Africa
- three in the Marikana area
- one in Limpopo province
§ Lonmin sells PGMs into all of the major markets in Europe, the US and Asia.
3.1c Price 
§ The Platinum market remains very strong with prices reaching record levels, increasing by some 16% since the beginning of October 2005. 

3.1d Promotion
§ Lonmin Plc is a member of the International Platinum Association, dedicated to the promotion of PGMs and fostering a better understanding of the metals' utilities and diverse roles.

3.1e Profit
§ Gross profit for the year was $373 million (refer to financial summary)
3.1f People
§ Diversity- Lonmin subscribes to the principle of equal opportunity for all and has implemented a number of procedures to ensure compliance with the requirements of the South African Employment Equity Act. 
§ Training and Skills Development- $9.7 million was invested in training, skills development and competence training during 2005.
§ An Era Labour Agreement was signed in June, which gives the company five years to develop their relationship with employees. 

3.1g Process
§ 

The three main processes involved in PGM production are:
- Extraction 
- Concentration
- Refining
§ Refer to appendix B
3.1h Physical Evidence
§ Safety- While Lonmin is committed to zero harm at all their operations, they have reported a lost of six lives as a result of work related accidents.

3.2 McKinsey's 7 S'

3.2a Structure
§ No information was disclosed on Lonmin's structure 
3.2b Style
§ Historically Lonmin's relationship with its employees was in the command and control style; however they are committed to addressing this by creating team base structures with employees, as this was having an effect on productivity and cost.

3.2c Staff
§ Lonmin employs 28 people in its London head office and around 21,000 in their South African operations.
§ Average personnel turnover in 2005 was 15.9%.
§ 75% of workforce is South African, 25% represents migrant workers 
§ 86.6% of employees are represented by a labour organization of their choice.

3.2d Skills 
§ A five-year Adult Basic Education and Training strategy has been approved, providing every employee the opportunity to undertake literacy and numeracy courses.
§ A variety of comprehensive skills programmes, bursary and scholarships schemes, learnerships and study assistance programmes, is provided to address the need for vocational, functional, multi-skilled and future critical skills.

3.2e Systems
§ During 2005 a Shared Business Services function was introduced to provide services such as human resources,

finance, ore transportation and security.

3.2f Sustainable Competitive Advantage
§ The management team is transforming the Lonmin businesses into a model of operational excellence in areas such as safety, productivity and costs.

3.2g Strategy
§ Lonmin had set out at the beginning of the year to develop strategies for growth. The strategies implemented were:
- The acquisition of   the shares of Southern Platinum Corp. which added to their portfolio a resource base in excess of 20 million ounces to a depth of 1000 metres
- The development of their Marikana operations.

3.3 PEST

3.3a Political
Lonmin has to abide by the following policies employed in South Africa:
- Employment Equity Act
- Mining Character
3.3b Economical
§ The strength of the market for PGMs continued unabated, particularly for platinum and rhodium.
§ Dollar revenues per platinum ounce sold rose by 35%, while rand revenues were 38% higher owing to the depreciation of the rand.
§ In the last few years the Rand has strengthened against the US dollar at the same time as costs in South Africa have been steadily rising.
§ The average rand:dollar exchange rate was R6.37/$ for the year, with the closing rand:dollar exchange rate at R7.16/$.
§ There has been a reduction in the South African corporate tax rate over the period.

3.3c Social
§ Spread of HIV/AIDS- In South Africa there is an HIV/AIDS epidemic. Despite the Voluntary Counseling and Testing (VCT) programme employed by Lonmin the challenge remains

to get each individual to know their status. As a result, in 2005 only 8% of staff agreed to be tested and 37% of those tested were positive.

3.3d Technology
§ Mechanisation- Lonmin is presently in the process of introducing appropriate mechanisation into conventional mining area.

3.4 SPICC

3.4a Suppliers 
§ Lonmin is part of the South African Mining Preferential Procurement Forum (SAMPPF) whose main objective is to expose Historically Disadvantaged South African (HDSA) suppliers to the mining industry, increase HDSA spend for the mining industry and to encourage non-HDSA suppliers to transform.
§ All Lonmin's suppliers are expected and encouraged to operate within the principles of the ISO 14001 management system.
§ In line with their vision to reduce waste material Lonmin have formed partnerships with selected suppliers to reduce the amount of packaging material entering the property

3.4b Public
§ The South African Mining Charter- this was designed to create a mining industry that will reflect the promise of a non-racial South Africa. The Mining Charter assess companies in nine key socio-economic areas: Employment equity, human resources, migrant labour, community development, housing and living conditions, procurement, ownership and joint ventures and beneficiation.
§ Black Economic Empowerment- the South African Government is involved in a process to address legacy issues in terms of the uneven distribution of wealth and opportunity.

3.4c Customers
§ Lonmin has

a total of 15 Business to Business customers
§ They maintain long-term relationships that are stable and mutually beneficial
§ The primary markets for PGM's are for use in autocatalysts and jewellery. In addition they have a number of other industrial uses including use in flat glass manufacture and petrochemical refining.
Platinum: While demand is continuously growing research has shown that the market for platinum currently oversupplied.
- Jewellery- High precious metal prices have negatively affected the jewellery trade particularly in China and the record platinum price has encouraged manufacturers and retailers to examine the use of other metals.
- Autocatalysts- Demand for platinum in autocatalysts increased by 9 per cent in 2005 to 3.82 million oz. The diesel light vehicle sector in Europe continued to be the main driver of growth in platinum demand, with purchases by auto makers in the region climbing by 280,000 oz to reach 1.96 million oz.
- Industrial Applications- purchases of platinum for industrial applications climbed to a new high of 1.675 million oz in 2005, up by 140,000 oz on the previous year.
Palladium:
- Autocatalysts- Purchases of palladium for autocatalysts increased by less than 1 per cent to 3.81 million oz in 2005.
- Electronic Applications- Purchases of palladium for electronic applications improved to 965,000 oz from 920,000 oz the year before.
- Dental- The mature market for palladium in dental alloys was relatively stable, demand softening slightly

to 845,000 oz.
- Other applications- purchases of palladium for use in other applications rose by 3 per cent to 620,000 oz.
Rhodium: 
- Purchases of rhodium expanded by 11 per cent to 812,000 oz in 2005

Ruthenium and Iridium:
- Strong demand from the electronics sector was the driving force behind a substantial increase in ruthenium demand, up 17 per cent.

3.4d Competitors
§ Lonmin's two major competitors are:
- Anglo Platinum
- Impala Platinum

3.4di Anglo Platinum
§ The world's largest primary producer of platinum.
§ Accounts for about 38% of the world's newly mined platinum production.
§ It also produces other PGMs- palladium, rhodium, ruthenium, iridium and osmium. Nickel, copper and other base metal products are byproducts of PGM operations.
§ Turnover increased from $29billion to $36billion 
§ Net profits increased from $3.8billion to $7billion

3.4dii Impala Platinum
§ Impala Platinum is the world second largest PGM producer in the world 
§ Implats has five mine-to-market operations:
- Impala Platinum
- Marula Platinum 
- Two Rivers Platinum project (in South Africa) and 
- Zimplats (in Zimbabwe)
§ Supplies approximately 25% of global platinum output and around 20% of total global PGM output.
§ Produces six PGMs- platinum, palladium, rhodium, osmium, ruthenium and iridium
§ Sales revenue reached a record R17.5 billion ($2.7 billion), up by 40% on the previous financial year as a result of strong metal prices
§ Profit decreased year-on-year by 17% to R4.4

billion ($693 million) due to the impact of the once-off profit from the Lonplats sale in the previous year.
§ Cost of sales rose by 22% to R10.2 billion as a result of a significant increase in the cost of metals purchased due to higher metal prices and the greater volumes of metals purchased.


3.4diii Competitors SWOT Analysis
Strengths Weaknesses
Anglo Platinum§ Production-Accounts for 38% of the world's platinum production. They have been able to maintain a high production level, over this period they produced 2.45 million oz of platinum.§ Close connections with customers afford the Group an intimate relationship with end-markets.§ An agency relationship with Johnson Matthey provides the intelligence and research essential to successful marketing and operational strategies.§ Persistent rise in profitability. This period there was almost 100% increase in profits. Impala Platinum§ Supplies approximately 25% of global platinum§ One of the most efficient and lowest cost primary platinum producers in the world.§ A persistent rise in the level of sales year over year, sales for the period increased by 40% Anglo Platinum§ There has been no reduction in the number of fatalities over the past three years. 24 employees were killed in 2005, due to mine-related accidents. Impala Platinum§ There has been an increase in the number of fatalities, 7 were reported during the course of the year.
Opportunities Threats
Anglo Platinum§ continues to invest in mechanisation, which provides oppertuinty

to increase production.§ The strength of their products provide oppertunities for growth in existing and new markets. Impala Platinum§ From FY2004 to FY2006, R135 million was invested on new technology, this creates an opportunity to enhanced safety, improved productivity and reduced cost.§ The strength of their products provide oppertunities for growth in existing and new markets. Anglo Platinum§ fall in demand for platinum as a result of the negative impact of rising platinum, on jewelry trade.§ Weakning of the Rand against the US dollar. Impala Platinum§ fall in demand for platinum as a result of the negative impact of rising platinum, on jewelry trade§ Weakning of the Rand against the US dollar.


3.5 Lonmin's SWOT Analysis

3.5a Strengths
§ The product it self which Lonmin produces (i.e. PGMs) is a strength, as it plays a vital role in man's day to day living, thus demand for these products are persistently rising.
§ Lonmin has always been the lowest cost primary platinum producer.
§ Lonmin persistently maintain increasing rates of profitability year over year.
§ Large investment in the training and development of staff.
§ An effective leadership style which has a positive impact on the motivation and by extension productivity of staff. (This helps to meet the objective of increasing productivity while controlling cost.)
§ Lonmin maintains long term, stable relationships with their customers.

3.5b Weaknesses
§ In comparison to their major competitors Lonmin's production

level is low. A target was set to produce 930000 ounces of platinum in the year 2005 however only 916,420 ounces were produced.
§ As a company they are facing a continuing challenge to engrain safe working practices and procedures into their business to achieve there commitment of zero harm to people.

3.5c Opportunities
§ The fact that PGMs play a vital role in society is a great opportunity to expand in existing markets and even enter new markets.
§ Implementation of mechanisation provides an opportunity to increase production, reduce mining cost and allows more women to participate in mining, this helps achieve the requirements of the Mining Charter to have 10% women participating in mining.

3.5d Threats
§ High precious metal prices have negatively affected the jewellery trade and the record platinum price has encouraged manufacturers and retailers to examine the use of other metals. This is having a direct impact on sales.
§ Cost of metals is persistently rising, thus making it difficult to minimize cost of sales.
§ Movements in exchange rates- most of Lonmin's operations are based in South Africa and the majority of revenue stream in US dollars, therefore changes in exchange rate particularly the US dollar against the South African rand will affect their net revenues. It was reported that over the last few years the Rand was very weak against the US dollar, this may make more challenging to keep cost down while increasing productivity.


4. Mission Statement

Ø To

grow and build a portfolio of high quality assets.

Ø To deliver the requirements of the South African broad based socio-economic Mining Charter and we welcome the opportunity to transform our business.

Ø To build a value-based culture, which is founded on safe work, continuous improvement, common standards and procedures, community involvement and one that rewards employees for high performance.


5. Marketing Research
§ Timeliness- Marketing research is going to be done at the beginning of each quarter to closely monitor variations in sales.   
§ Both primary and secondary methods of research will be employed.

6. Assumptions
§ Adequate information was provided; there was no need to make assumptions.

7. Corporate Objectives
§ Increase Productivity- In comparison to its major competitors Anglo Platinum and Impala Platinum who produced 2.45 million ounces and 1.158 million ounces respectively, while Lonmin still have not met the mark of 1 million ounces. Thus the objective for 2006 will be to increase production to 1 million ounces.
§ Safety- While both competitors reported a higher number of work related fatalities than Lonmin, no number other than zero serious injuries and fatalities is acceptable. The aim for 2006 will be to come as close as possible to the target of zero harm.
§ Cost- Although Lonmin has always been the lowest cost primary Platinum produce, as mentioned earlier in this report the weakening of the Rand against the US dollar makes this increasingly

more difficult. Thus the objective for 2006 is to maintain low production cost.
§ Profits- to increase profits by 20 % year over year.

8. Marketing Objectives
§ Sales � The aim is to increase platinum sales by 13% over the next year. This objective was chosen because of the present decline in platinum sales in China.
§ To Target a new Market- this objective was chosen because of the fact that the existing platinum market is currently over supplied.


9. Gap Analysis 

The figures above represent targets sales and profits for the next three years. Profits are targeted to increase by 25% in the first two years and by 20% in the final year. While sales are expected to increase at a rate of 13%, 32% and 18% in years one to three respectively.


10. Marketing Strategies
10.1 Strategy 1 (Short Term)
10.1a Market Penetration- this strategy was chosen to regain sales of platinum in China. (i.e. an existing product in an existing market) This is one of Lonmin's most important markets as it accounts for a high percentage of platinum sales especially for the use of jewellery.

10.1b Target Market- as mentioned above the target market for this strategy is China. 

10.1c Marketing Mix- For this strategy focus is going to be on the P of promotion. The only aspect of promotion (that was mentioned in their report) done my is by means of their membership with the International Platinum Association, who is dedicated to the promotion of PGMs. Thus in order to boost sales in China it

was found that more emphasis needs to be placed on promotion to create awareness of the wide use of and vital role of platinum. This is going to be done by forming an agency relationship with Johnson Matthey who is an expertise in the field of platinum and other PGMs.

10.2 Strategy 2 (Middle Term)
10.2a Market Development- this strategy was selected because of the strength of platinum as it as many applications. Therefore the use of platinum has no association with culture, creed or race; this indicates that there is great opportunity for expansion on the global scale.

10.2b Target Market- Developing countries; research has shown that most developing countries import the end product of platinum (in the form of jewellery in most cases) from developed countries. Thus these products are sold at high prices, if however the raw material platinum is sold to industrial customers who will produce platinum based products locally and as a result sell it at a lower price it will increase demand for platinum products and by extension increase demand for platinum.

10.2c Marketing Mix- For this strategy the focus is going to be on the P of Price and the P of Promotion.
Price- a price penetration strategy is going to be implemented, i.e. platinum is going to be offered at a low price to encourage industrial consumer to enter the market of producing platinum based products.

Promotion- emphasis is going to be placed on promotion to create awareness of the usefulness of platinum. Heavy emphasis

is going to be placed on this aspect of the marketing mix as it will be a fairly new product in these developed countries. 

11. Forecast and Implementation
11.1 Budget (all figures in US millions)
ACTIVITIES 2006$ 2007$ 2008$
Production Cost 565 661 782
Marketing research 75 100 104
Seminars (to promote uses of platinum) - 95 90
Advertising 75 105 125
Distribution 100 175 225
Training and development 10 12 20

11.2 Forecast (all figures in US millions)
2006$ 2007$ 2008$
Sales 1273 1686 1992
Cost Of Sales 825 1148 1346
Profit 448 538 646

11.3 Timescale of Activities
2006 2007 2008
Activities Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Marketing research √ √ √ √ √ √ √ √ √ √ √ √
Seminars √ √ √ √ √ √ √ 
Advertising √ √ √ √ √ √ √ √ √ √ √ √
Distribution √ √ √ √ √ √ √ √ √ √ √ √
Training and development √ √ √ √ √ √ 

11.4 Control
Performance will be measured by means of the following:
§ Measuring sales
§ Preparing interim report at the end of each quarter to compare actual with budgeted
§ If   deviations occur the marketing mix will then be modify

11.5 Contingency Planning
§ If sales continue to fall we are going to work side by side with our customers with the aim

of increasing demand for platinum products, so that our customers will in turn increase their demand for platinum.


12. Conclusion
    The company is in a good financial position and has opportunity to continue improving profits; however sales needs to be monitored closely, as recent trends have shown a fall in sales. To address this issue over the next three years objectives have been set to increase sales particularly in China and to attract new markets, particularly in developing countries. Strategies to achieve these objectives include market penetration and market development. Progress is going to me monitored closely throughout the period and whenever problems and performance variations are identified corrective action will be taken by means of editing the marketing mix.


13. Appendices


13.1 Appendix A (Uses of Products)
Products

JewelleryHaving its roots in the turn of the century Art Nouveau movement, this has become a very important market for Platinum. The metal's purity, rarity and value are prized in high price niche markets where it is often set with the world's most precious stones or in more simple pieces for the higher volume markets. It forms the keystone of the Japanese and US bridal markets and has seen dramatic growth in China during the last 5 years where sales of fashion pieces have now made this the world's largest Platinum jewellery market. Lonmin is a sponsor of the Platinum Guild International's (PGI) world wide promotional campaign and now supports

further investment in the developing markets of India, Korea and Taiwan.Control of Motor Vehicle PollutionAs the world strives to clean up the pollution from vehicle emissions, it looks to Platinum, in conjunction with Palladium and Rhodium. Ever-tightening global legislation has led to the development of these unique pgm automobile catalysts which are first coated on a ceramic substrate, mounted in a stainless steel canister and installed in the exhaust system of the vehicle. These catalysts in petrol engines convert over 90% of an automobile's hydrocarbons, carbon monoxide and nitrogen oxide from the engine into the more environmentally friendly carbon dioxide, nitrogen and water vapour. It is estimated that to obtain this result, the uncleaned exhaust gases pass over an area of approximately 10,000 square meters as they weave through the coated honeycomb of the catalytic converter.Enhancement of Computer Data StorageOne of the computer industry's challenges is to maximise the amount of data stored on hard discs while seeking to miniaturise the size of the hardware. Some computer hard discs now use the unique catalytic properties of Platinum to enhance the magnetic field created in those discs facilitating higher density data storage and more rapid data access by the user.Glass ProductionPlatinum crucibles and equipment are used extensively in the production of glass fibre and high quality optical glass for liquid crystal displays where the particularly aggressive nature of the molten

product is tamed by Platinum's operating efficacy in such high temperature oxidising environments.Fuel CellsPlatinum is at the forefront of pioneering development work currently underway by many of the world's automobile companies to bring fuel cell powered vehicles to commercial viability by 2005. The fuel cell uses Platinum to promote the reaction of hydrogen and oxygen to produce water while in the process creating sufficient electrical power to drive a vehicle. Pollutants from this process are negligible. Parallel programme are being carried out to examine the viability of stationery applications such as supplying power for domestic households and various portable applications where the use of conventional battery power would be diminished.The diversity of Platinum usage is further demonstrated by the range of industrial and biomedical applications; whether it is in the production of high octane petroleum, the conversion of ammonia to nitric acid or as a key ingredient in anti-cancer drugs and medical implants.PalladiumThe metal displays many of the same properties as Platinum and has its dominant use in the autocatalyst field where up until the 2000 its relative cheapness to Platinum led to ever increasing demand from the automobile manufacturers. Recent price volatility and concerns over it's reliable supply have made the automobile companies nervous but it is still feted for it's unique cold-start attributes and it's ability to reduce hydrocarbons.It is used extensively in the electronics

industry in capacitors, as a dental alloy and in the chemical and jewellery industries.Rhodium Rhodium, with its excellent catalytic properties tends to be used in conjunction with the other pgm's, notably Platinum and Palladium. Invaluable for the reduction of nitrous oxides in vehicle emissions, it has seen its demand in the autocatalyst field increase in the last year as the latest generation of diesel and lean burn engines came to market.Ruthenium and Iridium The more exotic metals of the PGM suite tend to be used as compounds or as alloys with the other PGMs. Extremely hard and inert, both Ruthenium and Iridium are used to coat electrodes used in chemical processes, while Ruthenium acts as a catalyst in the production of ammonia from natural gas. Iridium is an important complement to Platinum and Rhodium in the crucibles used by the high quality optical glass manufacturers.


13.2 Appendix B (Process)
§ PGM ore is mined underground and less usually in open-cast pits.
§ It is blasted out of the ground before being crushed and milled into smaller rock particles which are mixed with water and reagents and pumped through with air to form a "froth flotation".
§ They are then removed at the surface and the remaining material is put through the process a second time.
§ When dried, the flotation concentrate is smelted at temperatures that may be over 1500 °C and a mixture of the metals is separated from unwanted minerals such as iron and sulphur by air being blown through.
§ Nickel,

copper and cobalt are separated and refined using electrolytic techniques leaving rich residues which require the separation and purification of the remaining PGMs, gold and silver. This part of the process is an intricate combination of solvent extraction, distillation and ion-exchange techniques.Finally, the soluble metals, which dissolve in hydrochloric acid and chlorine gas, are obtained: first gold and then palladium and platinum. The insoluble PGMs (rhodium, iridium, ruthenium and osmium) are the last to be extracted.
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