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Unallocated	Gold	
The	best	way	to	think	about	gold	is	as	a	currency	with	XAU	unallocated	accounts	being	the	same	as	USD	call	or	current	
accounts	and	on	the	balance	sheet	of	the	company.	The	client	is	an	unsecured	creditor	with	balances	being	available	to	
use	within	the	company’s	 liquidity	rules	and	ratios.	Typically	a	conservative	company	would	hold	+/-15%	of	aggregate	
unallocated	gold	balances	 in	physical	bars	 in	 its	vaults	with	the	remainder	being	held	either	as	product	 in	the	refining	
system,	in	transit	for	delivery	or	on	consignment	with	credit	worthy	clients.		
Allocated	Gold	
Allocated	gold	accounts	are	segregated	from	the	company’s	balance	sheet	with	the	client	having	no	credit	exposure	to	
the	company.	These	accounts	are	100%	backed	by	physical	gold,	which	is	held	securely	in	outsourced	vaults	with	a	major	
secure	 logistics	service	provider	such	as	Brinks	Global	Services	that	also	provides	comprehensive	 insurance	cover.	The	
costs	of	this	service	are	passed	on	the	company’s	clients	plus	a	margin	for	the	company.		
Physical	Gold	Trading																																																																																																																																																														 									
The	sale	and	purchase	of	physical	gold	is	a	staple	business	of	the	Global	Gold	industry.	It	includes	the	sourcing	of	primary	
mine	production	(large	scale	and	artisanal)	and	secondary	scrap	supply,	i.e.	bullion	bars,	doré	bars	and	scrap	jewellery,	
for	refining	and	on-selling	in	a	wide	range	of	gold	bars	and	coins.	
Cash	Backed	OTC	Spot,	Forwards,	Options	and	Swaps	
The	most	popular	form	of	hedging	for	physical	traders	and	investors	is	Cash	backed	or	margin	trading	using	the	Over	The	
Counter	(OTC)	spot,	forwards	and	options	markets.	UBUNTU	needs	to	offer	this	facility	on	a	“matched	principal	basis”,	
i.e.	back	to	back	dealing	with	zero	proprietary	market	risk	taken	and	will	be	subject	to	the	company’s	trading	policy.	This	
ensures	best	execution	for	clients	and	minimizes	exposure	to	volatile	gold	markets.	
Shari’ah	Compliant	Gold	
The	World	 Gold	 Council	worked	 closely	with	 leading	 scholars	 and	market	 experts	 to	 develop	 a	 Shari'ah	 Standard	 on	
Gold,	which	provides	guidance,	or	a	 ‘Rule	Book”,	 from	the	Shari'ah	perspective,	on	 the	usage	of	gold	 in	 financial	and	
investment	transactions	for	Islamic	financial	institutions	and	participants.	As	a	result	Gold	has	become	acceptable	as	an	
investment	in	Islamic	finance	after	the	group	that	sets	standards	for	the	industry	adopted	Shari’ah-compliant	rules	for	
trading	the	metal.	These	products,	which	must	be	100%	backed	by	immediately	available	physical	gold,	could	result	in	a	
paradigm	increase	in	gold	demand	and	become	a	key	focus	for	the	global	gold	industry	and	is	a	key	market	segment	to	
focus	on.	
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What	does	UBUNTU	need	to	get	started?	

Liquidity	
• Having	sufficient	dedicated	liquidity	at	‘the	right	price’	to	ensure	consistency	of	service	to	physical	gold	clients.	It	is	

vitally	 important	to	‘be	there’	as	either	a	supplier	or	buyer	of	physical	gold	on	a	‘day	in,	day	out’	basis	so	that	the	
clients	can	rely	on	UBUNTU	for	all	of	its	physical	needs.	To	start	with	this	liquidity	capital	needs	to	be	in	the	region	of	
$10	Mio	 growing	 to	 $100	Mio	 over	 time.	 It	 is	 expected	 that	 this	 capital	 will	 be	 augmented	 by	 client	 funds	 and	
rotated	on	a	high	frequency	basis	–	the	faster	the	turnaround	of	physical	deals,	the	better	the	return	on	capital.		
Logistics	

• The	physical	gold	business	can	accurately	be	described	as	a	global	physical	arbitrage	whereby	gold	in	one	form	in	a	
certain	geography	can	be	at	a	different	value	to	gold	in	another	form	in	a	different	part	of	the	world,	and	the	key	to	
success	is	the	ability	to	seamlessly	join	these	logistical	dots	in	a	commercially	positive	way.	Therefore	it	is	essential	
for	UBUNTU	to	become	experts	in	the	logistics	of	the	gold	business,	working	closely	with	the	major	global	high	value	
security	 firms	 such	 as	 Brinks,	 Loomis,	 and	 possibly	 AVA	 Capital.	We	 need	 to	 open	 an	 account	with	 one	 of	 these	
companies	ASAP.	Brinks	is	the	best	but	AVA	Global	could	be	a	decent	alternative,	JDR	knows	them	well.	

• In	order	 to	attract	clients	and	provide	a	competitive	service	 in	physical	gold,	UBUNTU	needs	 to	be	able	 to	source	
supply,	store	and	insure,	and	make	delivery	in	a	fast,	efficient,	reliable	and	cost	effective	manner.	While	some	of	the	
larger	bullion	banks	in	London,	New	York	and	Zurich	have	their	own	vaulting	facilities,	the	majority	of	active	players	
in	the	global	physical	gold	industry	outsource	these	services	to	Brinks	etc.	We	need	to	do	the	same	ASAP.	
Sources	of	Supply	

• UBUNTU	needs	to	ensure	that	it	has	access	to	an	uninterrupted	flow	of	physical	gold	supplies	and	so	it	is	essential	to	
develop	 close	 working	 relationships	 with	 accredited	 gold	 refineries	 (e.g.	 Valcambi,	 Rand	 Refinery,	 Emirates	 Gold	
Refinery),	 the	 major	 bullion	 banks	 that	 hold	 inventories	 of	 gold	 bars,	 and	 the	 larger	 wholesale	 physical	 gold	
merchants	that	actively	trade	large	volume	on	a	daily	basis	to	supplement	dore	gold	flows	from	Africa	if	required.	
Hedging	and	Clearing	

• In	order	to	efficiently	hedge	XAU	(unallocated	paper	gold)	and	physical	gold	flows	from	clients	it	is	essential	to	have	
up	to	3	competitive	gold	price	service	providers.	Moreover	 it	 is	highly	beneficial	 if	 the	service	providers	supplying	
competitive	XAU	pricing	are	also	active	and	competitive	 in	physical	so	that	sourcing	of	metal	and	hedging	of	price	
risk	can	be	streamlined,	mitigating	settlement	risk.	We	need	at	least		one	account	to	get	started.	
OTC	Clearing	

• In	order	to	settle	OTC	Loco	London	gold	transactions	(either	XAU	or	physical)	 it	 is	essential	to	have	an	unallocated	
gold	account	with	either	one	of	the	major	gold	clearing	banks	 in	London.	Either	JP	Morgan	or	 ICBC	Standard	Bank	
would	the	preferred	choices,	or	 the	next	 level	of	service	providers	such	as	StonEX,	or	another	second	 line	choice.	
This	is	essential	to	start	the	business.	
Physical	Flows	

• It	is	expected	that	physical	flows	from	Africa	will	be	routed	to	Aurum	Monaco	as	per	the	signed	MOU,	however	it	is	
important	to	have	a	back	up	account	in	Dubai	with	a	Dubai	Good	Delivery	accredited	refnery	such	as	Emirates	Gold,	
Al	Etihad	or	IPMR.	We	must	be	able	to	turn	dore	bar	supplies	into	kg	bars	or	bank	transfers	ASAP	to	rotate	capital.	

• The	global	physical	arbitrage	business	has	a	typical	trade	cycle	of	between	5	and	10	days	with	tight	margins,	and	so		
seamless	physical	logistics	is	the	key	to	success.	An	example	would	be	sourcing	Dore	gold	(semi-fabricated	bars	with	
a	gold	content	typically	less	than	95%)	from	an	aggregator	in	Africa,	ensuring	its’	provenance	(supply	chain	review)	
and	gold	purity	content	 (local	assay),	shipping	to	Monaco	or	Dubai	with	a	major	secure	 logistics	provider	 (such	as	
Brinks)	for	refining	into	kilo	bars	and	selling	the	out-turn	into	the	market.	
Market	Risk	versus	Basis	Risk	

• It	 is	very	 important	to	note	that	UBUNTU	will	not	 take	any	outright	market	risk	on	the	gold	price	as	physical	gold	
purchased	or	sold	is	hedged	exactly	versus	OTC	loco	London,	with	this	hedge	lifted	once	the	physical	gold	has	been	
sold	or	bought.	UBUNTU	 is,	however,	 taking	basis	 risk	on	 the	premium/discount	 for	physical	 gold	versus	 the	OTC	
Loco	London	price	as	a	key	part	of	its	day-to-day	activities.		
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Personnel	

• The	major	cost	of	any	business	is	Human	Resources	and	the	suggested	front	to	back	office	ratio	is	three	front	versus	
two	back	and	at	the	outset	we	need	to	have	this	structure	in	place,	I.e.	we	need	to	have	three	business	and	revenue	
generators	 backed	 up	 by	 two	 dedicated	 and	 experienced	 operations	 professionals	 one	 dedictated	 compliance	
resource.	
Systems	

• It	 is	 essential	 to	 have	 robust	 accounting,	 settlement,	 real	 time	 risk	management	 and	 physical	 inventory	 systems,	
controls	and	procedures	in	place	as	the	key	exposure	in	the	physical	gold	business	is	operational	risk.	
Compliance	

• All	clients	will	be	subject	to	UBUNTU’s	standard	AML,	CFT	and	KYC	policies	and	procedures.	
• Further	 it	 is	 a	 pre-requisite	 to	 develop	 and	 strictly	 implement	 formal,	 written	 AML,	 CFT	 and	 Responsible	 Supply	

Chain	Policies.	This	has	been	done	and	provided	by	JDR/GS	and	we	have	Aissa	as	our	Compliance	Officer.	
	
JDR	
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