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Our strategy

OUR OPERATING CONTEXT AND STRATEGY: OUR OPERATING CONTEXT

OUR OPERATING CONTEXT

This year we have identified the following seven issues in our operating 
context that have important implications for our business model.

■ Bottoming out of the iron ore price
■ Flattening of the cost curve globally
■ Anglo American portfolio restructuring of Kumba
■ Operational excellence and company restructuring
■ Changing regulatory environment and continuing policy uncertainty
■ Heightened stakeholder expectations 
■ Nature of iron ore reserves and life of asset

BOTTOMING OUT OF THE IRON ORE PRICE

Bottoming out of low iron ore prices due to global supply and demand dynamics 
Iron ore prices declined significantly from 2013 to 2015, from an annual average price of US$135/tonne CFR in 2013, down to 
US$56 tonne CFR over 2015 declining to a low of US$38.50 in December 2015. This price deterioration has been driven mainly 
by an oversupply of low-cost ore from Brazil and Australia, coupled with falling Chinese demand as the economy shifts from 
infrastructure-led growth (requiring early cycle commodities, such as iron ore and steel), to consumer-led growth (requiring late-cycle 
commodities, such as copper and platinum). During 2016 the iron ore price appears to have bottomed out, with an annual average 
price of US$58/tonne CFR, improving to US$79.65/tonne by the end of 2016. Indications are, however, that prices will remain 
under pressure for the foreseeable future as iron ore supply ramps up by an additional ~77 Mt by 2018, driven mainly by low-cost 
expansions in Brazil and Australia. Chinese crude steel production is seen to have peaked in light of the changing drivers to economic 
growth. While India will lead steel capacity expansions outside of China, iron ore import opportunities will be limited as government 
policies remain conducive to local iron ore and steel producers. In response to these conditions, we have structured our operations to 
ensure sustainability in a worst-case scenario. Our all-in breakeven price for 2016 was US$29/tonne, at the lower end of our market 
guidance of US$32 to US$40/tonne.
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Implications for value Our strategic response
The volatile iron ore price has significant negative 
impact on revenues. We are a price-taker in the global 
iron ore market, and have a much smaller impact on 
supply dynamics than the larger producers in Australia 
and Brazil.

How to win:
■■ Operate mines at lower unit costs
■■  Redesign mine pits

Where to play:
■■ Compete through premium products
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FLATTENING OF THE COST CURVE GLOBALLY

A flattening of the global cost curve across the sector has shifted Kumba’s position on the 
cost curve 
The fall and flattening of the iron ore price has been accompanied by a flattening of the production cost curve across the sector as a 
result of new low-cost supply, new efficiencies across the sector, lower freight rates and weaker currencies in key producer markets. 
With major producers bringing low-cost production on line, Kumba has moved from the second quartile on the cost curve in 2014 
to the third quartile, necessitating a robust review of our business. Our potential for cost differentiation is constrained by a higher 
strip ratio, higher freight costs due to the distance to the main market in China. We also face challenges associated with increasing 
electricity costs. To remain competitive, we have shifted our strategic focus off volume to minimising unit cost, rightsizing capital 
expenditure and maximising cash generation. During 2016 we implemented numerous measures to conserve cash, targeting 
immediate cost savings and achieved a competitive cash breakeven at a price of US$29/tonne. We have made substantial progress 
this year in reducing costs through our strong focus on operational excellence measures. 

2016 AVERAGE FE CONTENT, PEER COMPARISON

Peer 1 Peer 2 Peer 3 Peer 4 Kumba

63.9 60.6 60.4
64.1

57.7

% 2016 ACHIEVED PRICE, PEER COMPARISON
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51 54 54
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47
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Implications for value Our strategic response
To remain competitive, Kumba has successfully reduced 
costs. Our superior product portfolio also enables 
Kumba to realise a superior FOB price compared to our 
peers. Our unparalleled lump to fine ratio is a key 
enabler to create additional value in a low price 
environment.

How to win:
■■ Operate mines at lower unit costs
■■  Redesign mine pits

Where to play:
■■ Compete through premium products

OUR OPERATING CONTEXT AND STRATEGY: OUR OPERATING CONTEXT

OUR OPERATING CONTEXT CONTINUED
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ANGLO AMERICAN PORTFOLIO RESTRUCTURING OF KUMBA IRON ORE

Uncertainty pending clarity on the outcome of Anglo American’s portfolio restructure
In February 2016, Anglo American announced its intention to restructure its portfolio, including Kumba Iron Ore, and the group 
had initiated a review to consider options to exit from Kumba at the appropriate time. We will be further strengthening our focus on 
driving value (rather than volume) to ensure that we remain competitive, and sustainable, notwithstanding the outcome of the Anglo 
American restructuring decision.

Implications for value Our strategic response
Continuing uncertainty regarding the nature of the 
portfolio restructure in the Anglo American group. 
This also raises potential challenges in terms of 
employee morale.

How to win:
■■ Operate mines at lower unit costs
■■  Redesign mine pits
■■  Implement the Operating Model
■■ Ad hoc sub-committee on the Board to oversee 

potential portfolio restructuring

Where to play:
■■ Compete through premium products

How to win:
■■ Extensive employee and contractor support 

OPERATIONAL EXCELLENCE AND COMPANY RESTRUCTURING

Driving sustained efficiency improvements and organisational restructuring across the Company
As a result of the sustained period of depressed mineral and metal prices, mining companies globally have been exploring 
opportunities for systematic and sustainable cost reductions and productivity improvements. Our parent company, Anglo American, 
has been driving a radical restructuring of its portfolio. Kumba has similarly been driving an ambitious organisational restructuring 
programme, reducing staff headcount from 11,790 in 2015, to 8,332 as at 30 December 2016. This has been accompanied by a 
sustained drive to improve efficiencies through our operational excellence initiatives.

Implications for value Our strategic response
Our strong focus on operational excellence has 
delivered significant financial benefits, ensuring our 
continuing viability in a low commodity price 
environment. While effective organisational 
restructuring has positive implications in terms of 
immediate cost reductions and efficiency 
improvements, it also has negative implications, 
affecting employee morale, raising the potential for 
industrial unrest, and potentially leading to a loss of 
the critical skills needed for longer-term productivity.

How to win:
■■ Operate mines at lower unit costs
■■  Redesign mine pits
■■  Implement the Operating Model
■■ Improve equipment efficiencies

Where to play:
■■ Compete through premium products

How to win:
■■ Extensive employee support
■■ Change management

REGULATORY MEASURES AND CONTINUING POLICY UNCERTAINTY

More stringent regulatory measures accompanied by continuing high levels of policy uncertainty
In recent years there has been new legislation relating to resource extraction, company and tax law, labour relations, environmental, health 
and safety performance, and the delivery of social objectives such as housing, preferential procurement and transformation. Recent high-
profile corporate incidents internationally (such as the VW emissions scandal and the Bento Rodrigues dam disaster in Brazil) have impacted 
negatively on trust in companies, and prompted increased regulatory action. In South Africa, regulatory and policy uncertainty remains a 
concern, including in particular with the Department of Mineral Resources’ proposed revisions to the Mining Charter and the Mineral and 
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OUR OPERATING CONTEXT AND STRATEGY: OUR OPERATING CONTEXT

OUR OPERATING CONTEXT CONTINUED

Petroleum Resources Development Act Amendment Bill of 2013. There are challenges regarding the timely processing of applications 
for certain permits. It is also anticipated that the unwind of Exxaro’s existing BEE transaction during 2017 will impact SIOC’s empowerment 
status.

Implications for value Our strategic response
A stable, competitive and predictable regulatory 
framework is key for encouraging longer-term investment 
decisions. Increasing regulatory measures and uncertainty 
in the interpretation and application of legal requirements 
may impact the way we mine, result in greater 
compliance-related costs, and affect the quality of the 
critical relationship between business and government. 

Key enablers:
■■ Proactively engage with stakeholders
■■  Responsible citizenship

HEIGHTENED STAKEHOLDER EXPECTATIONS

Increasing socio-political pressures, and heightened stakeholder expectations 
Globally, mining companies are facing growing demands from more vocal stakeholder groups, often with competing interests: shareholders 
and investors are calling for improved financial performance, more transparency on executive compensation and sustainability performance; 
governments of most resource-dependent economies are seeking greater benefits from mining, and expect companies to assist in delivering 
on the expectations of their electorates; neighbouring communities are increasingly looking to mining companies to provide economic 
opportunities, infrastructure and social services that are traditionally the role of government; NGOs are becoming more active in holding 
companies to account on their performance; and employees and unions are increasingly expecting different power dynamics between 
employer and employee, as well as increased benefits.

Implications for value Our strategic response
Heightened stakeholder expectations and the 
increasingly vocal nature of their demands is testing the 
quality of the relationships that we rely on to create 
value. Maintaining these critical relationships, and 
finding the right balance between competing 
stakeholder interests, requires proactive engagement 
and response strategies. 

Key enablers:
■■ Proactively engage with stakeholders
■■  Responsible citizenship

NATURE OF IRON ORE RESERVES AND LIFE OF ASSET

Nature of iron ore reserves and life of asset
In October 2016, the Department of Mineral Resources (DMR) notified Kumba that it had granted the residual 21.4% undivided share of the 
mining right for the Sishen Mine to Kumba’s subsidiary, Sishen Iron Ore Company (Pty) Ltd (SIOC), following the completion of an internal 
appeal process. SIOC is accordingly the exclusive holder of the mining rights at Sishen mine, Kolomela mine and Thabazimbi mine, as well as 
100% of the relevant prospecting rights adjacent to Sishen mine and the Zandrivierspoort prospecting right. As of 31 December 2016, Kumba 
Iron Ore, from a 100% ownership reporting perspective, had access to an estimated haematite Ore Reserve of 744 million tonnes at an 
average unbeneficiated or feed grade of 59.7% Fe from its two mining operations: Kolomela (191.8 Mt @ 64.4% Fe, against a 50% Fe cut-off 
grade) and Sishen (552.2 Mt @ 58.0% Fe, against a 40% Fe cut-off grade). A 16% net decrease of 141.6 Mt (lower compared to the 150 Mt 
guided in 2015) is noted for the total Kumba Ore Reserve compared to 2015. 

Implications for value Our strategic response
Access to quality iron ore reserves, forms the 
foundation for our ability to generate revenue through 
the production and subsequent sale of high-quality 
iron ore.

How to win:
■■ Operate mines at lower unit costs
■■  Redesign mine pits

Where to play:
■■ Compete through premium products

CSR

CSR

Further details are provided in the Ore Reserves and Mineral Resources review (pages 70 – 77).
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OUR OPERATING CONTEXT AND STRATEGY: CREATING VALUE FOR STAKEHOLDERS

CREATING VALUE 
FOR STAKEHOLDERS
FOR THE YEAR ENDED 31 DECEMBER 2016

SHAREHOLDERS  
AND INVESTORS

RECOVERY IN KUMBA SHARE PRICE 
from R41 per share at 31 December 2015 to

 R159 per share
at 31 December 2016

TOTAL DIVIDENDS PAID TO SHAREHOLDERS SINCE 
INCEPTION IN NOVEMBER 2006 

R70 billion
TOTAL DIVIDENDS PAID TO BEE SHAREHOLDERS SINCE 
INCEPTION IN NOVEMBER 2006 

R24.4 billion

CUSTOMERS
Product quality 
– average Fe 
content %

64.1%

Lump: fine ratio

64:36
Reinforce our 
reputation for 
quality and 
consistency

GOVERNMENT
TOTAL TAX CONTRIBUTION

Rand million 2016
Corporate income tax 3,363
Mineral royalties 1,014
Payroll tax 763
Skills levy 31
Other 22
Total 5,193

Total labour costs of R4.6 billion
paid to our employees

Employment of locals
Sishen – 94%
Kolomela – 85%
Thabazimbi – 74%
Group – 91%

HDSA and women in management
HDSA in management – 62%
Women in management – 21%

Training and development
Number of participants – 1,212
Expenditure – R84.9 million*
% HDSA – 94
% Women – 34

Women in core mining – 16%

EMPLOYEES

SUPPLIERS
R2.85 billion spent on suppliers within a 
100 km radius of our operations
R8.5 billion spent on procurement  
from HDSA businesses

COMMUNITIES

HIV related services supplied to 17,687 
community members through the Ulysses  
Modise (UGM) Wellness Clinics
Dingleton resettlement 
•  Involving 521 households
•  Providing additional schools, sports  

facilities and public libraries, at a cost of 
R2.3 billion (from 2013 to 2016)

•  46 Dingleton SMMEs received training from 
professional business development team 

* Including professionals in training, artisans, apprentices and mining and plant 
learners.

For more detailed information relating to our employees, 
communities and suppliers refer to the sustainability report 
pages 23 to 52.
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OUR OPERATING CONTEXT AND STRATEGY: ADDRESSING STAKEHOLDER INTERESTS

ADDRESSING STAKEHOLDER 
INTERESTS

Given the challenges brought about by the volatile commodity sentiment and the 
impact that this has had on our operations, the importance of engaging proactively with 
stakeholders has taken on added significance. There are many diverse individuals and 
organisations that have a stake in Kumba. We have prioritised our stakeholders for 
targeted engagements, based on the relevance to our business strategy to them, as well as 
their relevance to issues that the Company needs to continuously address to create value, 
stay in business or grow. 

The strategy focuses on proactively engaging with stakeholders on the significant changes Kumba is going through. The aim is to leave a 
positive legacy, secure an uninterrupted licence to operate and to develop sustainable communities during and after mining activities.

IDENTIFYING OUR PRIORITY STAKEHOLDERS
We have used the following criteria to prioritise the many individuals and organisations that have 
a stake in Kumba:

■ The degree to which we depend on the stakeholder’s support in achieving our strategic goals;

■ The degree to which the stakeholder can influence organisational performance;

■ The relative importance of the stakeholder for the company as a whole;

■ The significance of the issues linking the stakeholder to Kumba; and

■ The risks that we are exposed to should we not deliberately plan our engagement with the stakeholder.

ENGAGING OUR KEY STAKEHOLDERS 

Informed by the above criteria we have identified the following priority stakeholder groups. The following table summarises our key forms of 
engagement with each stakeholder group, and some of the priority issues raised by each group.

STAKEHOLDER ENGAGEMENT CHANNEL KEY ISSUES RAISED

Investors, shareholders, BEE 
partners
Shareholders/investors (Anglo 
American plc, IDC and PIC), 
including our BEE partners 
(Exxaro, Envision and SIOC CDT) 
Analysts

■■ Investor days and roadshows
■■ Annual reports 
■■ Website (inclusive Facebook/

Twitter)
■■ Results presentations 
■■ Mine visits 
■■ Workshops 

■■ Costs, growth and sustainability of the Company in context 
of volatile iron ore prices 

■■ Securing mining rights and other regulatory issues
■■ Empowerment status 
■■ Labour relations 
■■ Dividends
■■ Dingleton relocation issues
■■ Logistical constraints on IOEC

Unions
NUM, AMCU, Solidarity and 
UASA

■■ Ongoing dialogue through 
established channels 

■■ Operational leadership teams 
■■ Visible felt leadership (VFL) 
■■ Tripartite Health and Safety 

Initiative 

■■ Impact of restructuring 
■■ Core labour rights
■■ Company responsiveness to volatile iron ore prices
■■ Housing and living conditions
■■ Salaries and benefits 
■■ Envision
■■ Health and safety issues
■■ Employment equity issues

Customers
Export market
ArcelorMittal SA

■■ Annual reports 
■■ Website (inclusive Facebook/

Twitter)

■■ Product/service quality
■■ Security of supply

Media
National and local media

■■ Annual reports and website
■■ Press releases
■■ Meetings and presentations 

■■ Dingleton relocation
■■ SARS settlement
■■ Thabazimbi exit
■■ Approval of residual 21.4% share of Sishen mining right
■■ Kumba performance 
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ENGAGING OUR KEY STAKEHOLDERS (CONTINUED)

STAKEHOLDER ENGAGEMENT CHANNEL KEY ISSUES RAISED

South African government
National departments: 
Mineral Resources, Water and 
Sanitation, Environmental Affairs, 
Cooperative Governance and 
Traditional Affairs, Public Works 
and Finance

South African Revenue Service

Limpopo and Northern Cape 
provincial governments
District municipalities (DM) and 
local municipalities (LM) where 
Sishen, Kolomela and Thabazimbi 
mines operate – John Taolo 
Gaetsewe DM, Waterberg DM, 
Gamagara LM, Tsantsabane LM, 
Thabazimbi LM

■■ Annual reports 
■■ Website (inclusive Facebook/

Twitter)
■■ Mine visits 
■■ Meetings
■■ Presentations 
■■ Workshops
■■ Newsletters
■■ Press releases 
■■ Press conferences
■■ Mining Phakisa Labs
■■ Mining Industry Growth 

Development and 
Employment Task Team 
(MIGDETT)

■■ Mineral Development Board
■■ Rehabilitation

■■ Legal compliance, including especially on safety, health 
and environmental performance

■■ Mining rights including 21.4% residual share of Sishen
■■ Creating jobs through growth
■■ Transformation and B-BBEE delivery
■■ Sustained contribution to national tax base
■■ Domestic supply and pricing of iron ore and support for 

government’s beneficiation strategy 
■■ Community development and progress on implementation 

of social and labour plans 
■■ Contribution to local infrastructure and service delivery
■■ Ensuring responsible governance practices and respect 

for human rights
■■ Thabazimbi exit
■■ Relocation of Dingleton 

Employees ■■ Managers/team dialogues
■■ Surveys and employee 

presentations
■■ Company intranet and 

newsletters
■■ Electronic notice boards/

public display screen 
■■ Envision roadshows

■■ Impact of restructuring 
■■ Salaries and benefits 
■■ Housing and living conditions
■■ Career progression
■■ Health and safety issues
■■ Employment equity issues
■■ Production and performance
■■ Changes in shift patterns
■■ Envision

Host communities
Thabazimbi community, 
Tsantsabane community, Gamagara 
community and our sending 
communities

■■ Socio-Economic Assessment 
Toolbox (SEAT) and other 
community engagement 
sessions 

■■ Complaints and grievance 
procedure 

■■ Annual reports 
■■ Website (inclusive Facebook/

Twitter)

■■ Procurement and employment opportunities
■■ Enterprise development
■■ Community investment initiatives
■■ Nature of engagement structures
■■ Management of environmental impact
■■ Transparency and engagement measures
■■ Financial compensation for Dingleton community

NGOs ■■ Annual reports
■■ Website
■■ Written correspondence
■■ Meetings

■■ Funding for community development
■■ Collaboration on community projects
■■ Transparency in environmental disclosures

Political parties
African National Congress (ANC), 
Democratic Alliance (DA) and 
Economic Freedom Front (EFF)

■■ Annual reports and website
■■ Engagements 

■■ Similar to government issues above

Business peers
Chamber of Mines 
Local business forums

■■ Annual reports and website
■■ Meetings and presentations 

■■ Mining Charter review and its impact on the industry
■■ Local procurement
■■ General knowledge sharing on our approach to managing 

material issues

Suppliers 
Contractors
Transnet
Other suppliers

■■ Direct supplier engagements 
■■ Annual reports and website

■■ Procurement opportunities
■■ Contract terms
■■ Promoting local procurement
■■ Development of a supplier park in Kathu
■■ Safety, health and wellbeing, and human rights of 

employees of contracting companies/suppliers
■■ Iron Ore Export Channel tariffs and penalties
■■ Collaboration with junior miners
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ADDRESSING STAKEHOLDER 
INTERESTS CONTINUED

PRIORITY ISSUES RAISED DURING THE YEAR

The table below provides a brief overview of the key issues that these stakeholders have raised. Our approach to, and progress in 
addressing these issues is provided in relevant sections of this integrated report as well as our sustainability report.

THE SOCIAL AND ECONOMIC EFFECT OF THE DECLINE IN IRON ORE PRICES 
The low commodity price environment has had a significant impact not only on the sector’s profitability but also more broadly across the 
South African economy, with lower profits impacted negatively on the value distributed through wages, taxes, dividends and procurement. 
Various platforms exist for government, industry and labour to collaborate in finding solutions to stimulate growth and stabilise the 
industry. To remain sustainable, Kumba reconfigured Sishen and Kolomela operations and ceased all operations at Thabazimbi mine.

STAKEHOLDER INTEREST INTERESTED STAKEHOLDERS COMPANY RESPONSE

■■ Understanding the market environment 
■■ Implications for sustainability of the 

company 
■■ Impact of downscaling on value 

distributed to stakeholders 
■■ Measures in place to mitigate impacts 

on employees, local municipalities, 
communities and economy 

■■ Change in leadership of the organisation

■■ Employees and unions 
■■ Government (three tiers)
■■ Communities
■■ Shareholders and analysts
■■ Analysts
■■ Political leadership 
■■ ArcelorMittal SA 
■■ Transnet 
■■ South African Revenue Service (SARS)
■■ Media

■■ Proactive engagement to foster 
alignment of expectations across 
stakeholder groups 

■■ Transparent implementation of new 
organisational structures

■■ Sishen turnaround strategy
■■ Sishen social impact assessment
■■ Consultations with stakeholders on a 

social closure plan for Thabazimbi mine
■■ Proactive engagement

CONDUCIVE REGULATORY ENVIRONMENT
The DMR publishes the Reviewed Broad-Based Black Economic Empowerment Charter for the South African Mining and Minerals 
Industry (Mining Charter) for comments and the Mineral and Petroleum Resources Development Amendment Bill has been returned 
to Parliament for further consultation.

STAKEHOLDER INTEREST INTERESTED STAKEHOLDERS COMPANY RESPONSE

■■ Impact of the new Mining Charter 
targets

■■ Impact of changes in the Amendment 
Bill  

■■ Compliance

■■ Government/regulatory agencies 
■■ Chamber of Mines
■■ Unions 
■■ Political leadership
■■ Shareholder interest groups
■■ Analysts

■■ Meaningful participation in tripartite 
processes 

■■ Engage with the aim of reaching a 
common understanding of shared value 
with stakeholders

■■ Co-creation of favourable Act and 
Charter

■■ Gap analysis and compliance plan

RELOCATION OF DINGLETON RESIDENTS 
During 2016, 281 of the remaining Dingleton homeowners were relocated, together with a number of businesses and public offices. 
It was anticipated that the relocation project would be completed at the end of 2016. However, a minority of the homeowners are 
holding out for additional compensation notwithstanding the generous treatment in line with the International Finance Corporation 
Performance Standards.

STAKEHOLDER INTEREST INTERESTED STAKEHOLDERS COMPANY RESPONSE

■■ Progress in the implementation of the 
relocation project

■■ Livelihoods of the Dingleton community 
after relocation

■■ Northern Cape provincial government 
■■ Gamagara communities
■■ Gamagara local government 
■■ Dingleton community and their 

representatives
■■ Shareholders
■■ NGOs, media and DMR

■■ Consultation with key stakeholders 
■■ Develop initiatives that empower the 

Dingleton community, to ensure 
sustainable livelihoods post relocation 
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MATERIAL RISKS AND 
OPPORTUNITIES

Notwithstanding the significant headwinds experienced in the iron ore market and the 
challenges introduced by organisational changes within the business, Kumba remains 
resilient.

Kumba’s robust risk management process and frameworks have enabled the Company to remain resilient in the volatile iron ore market, 
characterised by an extremely low price environment in the first half of the year and a notable recovery in the second half. This has 
enabled the Company to enhance its ability to adapt to an ever-changing operating environment while taking advantage of the recovery 
to create sustainable value for all stakeholders.

The Risk Committee oversees risk management on behalf of the Board through regular feedback by management on all risk-related activities. 
The committee continually assesses all risk governance structures and lines of defence in conjunction with the Audit Committee to ensure that 
roles, responsibilities and accountabilities for identifying, managing, mitigating, reporting and escalating risks within the Company are defined. 

The Risk Committee and management team promotes a culture of risk governance and awareness throughout the organisation. 

KUMBA’S RISK MANAGEMENT PROCESS Risk assessments

Enterprise risks

Business 
risks

Project 
risk

Operational 
risk (sites)

Identify risks and 
opportunities

Risk 
analysis

Risk 
evaluation1

Monitoring and review2

Communication and consulting

Monitor and reportRisks and opportunities
The Board (Quarterly)

Risk Committee (Quarterly)
Top 20 and emerging risks

Management Risk Committee (Quarterly)
Executive Committee (Monthly)

Top 20

Operations
(Mine sites, logistics and functions)

Operational and functional risks

 

1Ensure that appropriate controls and responses are in 
place to mitigate the risks and manage identified 
opportunities (recorded in risk registers). 

2 Regularly analysing and monitoring the effectiveness of current controls (three lines 
 of defence). Regular and timely reporting to the Executive Committee, the Risk

 Committee and the Board. Risk management is integrated within management’s
 everyday agenda to ensure that mitigation actions for identified risks are implemented.

RISK APPETITE
Kumba defines risk appetite as the nature and extent of the risk the Company is willing to accept in relation to the pursuit of its objectives. 

The Risk Committee continually defines and reviews the risk appetite levels to determine internal boundaries for prudent decision 
making, risk taking and highly efficient governance. Our risk appetite was reviewed in the context of an ever-changing external and 
internal environment to ensure decision-making is aligned with the organisation’s business strategy, improves the resilience of the 
organisation and creates sustainable value. 

Risk appetite and tolerance is high on the Board’s agenda and is a core consideration of our enterprise risk management approach.
 
At the Board risk workshop held in 2016, the Board interrogated the current methodology used to determine the appetite and tolerance 
levels. The Board concluded that having a defined risk appetite and tolerance statement was imperative to the effective functioning of 
the risk management process.
 
As such, a policy to guide the defining and reviewing of appetite and tolerance levels will be developed to further enhance this area of 
risk management and governance.

Kumba looks at risk tolerance from the perspective of severity of the consequences should the risk materialise, any relevant internal or 
external factors influencing the risk, and the status of management actions to mitigate the risk. If a risk exceeds tolerance, it will threaten 
the achievement of objectives and may require a change in strategy. Risks that are approaching the limit of Kumba’s risk tolerance levels 
may require management actions to be accelerated or enhanced in order to ensure the risks remain within acceptable levels.

For further responsibilities of the committee refer to the Governance section on page 84.
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MATERIAL RISKS AND 
OPPORTUNITIES CONTINUED

PURSUING OPPORTUNITIES
The risk management process supports the business in achieving its strategic objectives and also provides a platform for identification 
and realisation of opportunities. Despite the difficult conditions, Kumba continues to adapt to the continuously changing business 
environment and positions itself to take advantage of opportunities in order to deliver sustainable value for all stakeholders.

Kumba’s management considers the Company’s key opportunities to include:
■■ Reconfiguring our operating plans by prioritising areas of lower stripping ratios in order to reduce costs, improve profitability and 

preserve cash 
■■ Shift from a volume- to a value-based strategy to reduce the amount of waste mined and save costs
■■ Sharing of resources between Sishen and Kolomela, and taking advantage of synergies with other mines within the Northern Cape
■■ Continuing with the implementation of the low-grade technology strategy for extension of operations post 2030
■■ Implementing value-adding technology into our mining and beneficiation processes to reduce our unit cost and make our operations safer
■■ Implementing the Kumba Way of Work at our operations to ensure that all work is adequately planned, scheduled and resourced.
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RISK IR 2016

1 Commodity markets and exchange rate fluctuations è

2 Stakeholder relations and social licence to operate é

3 Safety é

4 Operational performance è

5 Third-party infrastructure é

6 SIOC empowerment status (new risk)

7 Mining legislation and regulatory compliance è

8 Adapting to change (new risk)

9 Labour relations ê

10 Cyber security (new risk)

Outlined in the heat map above is the residual rating per key/material risk for Kumba. Residual risk is the remaining risk exposure after all 
identified mitigation measures have been applied. A key contributor to the current high residual risk ratings are the external factors beyond 
management’s control.

Due to improvement in risk rating, the following risks are no longer included in the top ten risks:
■■ Fiscal compliance and regulatory certainty
■■ Funding
■■ Residual mining right
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The following is a detailed outline of Kumba’s current key risks as identified, together with their potential 
impacts and mitigating actions. We have considered both internal and external risks. Our mitigation 
strategies depend on the severity of impact and likelihood of occurrence of the risks we face.

1. COMMODITY MARKETS AND EXCHANGE RATE FLUCTUATIONS

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

Commodity prices are 
determined primarily by global 
supply and demand. Demand is 
influenced by global economic 
growth, mainly in Europe and 
Asia (especially China). The 
anticipated ramp-up in low-cost 
iron ore supply from the majors 
and the shift in the Chinese 
economy from infrastructure-
led growth to consumer-led 
growth will add downward 
pressure on current price levels. 
Exchange rates remain volatile 
reflecting various macro-
economic factors.

■■ A decline in iron ore prices 
adversely impacts revenues, 
margins, cash position and 
credit rating. Revenue is in 
US$, while some capital 
and other expenditure are 
incurred in US$, most of the 
costs are denominated in 
Rand. A weaker Rand can 
partially offset losses 
from low ore prices

■■ Key iron ore market 
indicators and trends are 
constantly monitored, with 
the aim of ensuring a timely 
and effective response to 
price changes and also 
achieve optimal price 
realisation

■■ Employ price-risk 
management mechanisms 
to mitigate price volatility 

■■ Continuous focus on cost 
stewardship and production 
efficiency improvements to 
protect margins and 
improve cash flow

■■ Structuring our operations 
to ensure sustainability in 
the low iron ore price 
environment

■■ Policy is not to hedge 
currency risk. A natural 
hedge is achieved through 
our foreign sales which are 
denominated in US$

Market fundamentals for 
iron ore remain uncertain. 
Although the current iron 
ore prices remain relatively 
high, the shift in Chinese 
market drivers and anticipated 
additional supply from 
the low-cost producers 
creates uncertainty on the 
sustainability of current price 
levels.

STRATEGIC FOCUS AREAS

How to win: 

  Operate mines at lower 
unit cash costs

 Redesign mine pits

  Implement the Kumba 
Way of Work

2. STAKEHOLDER RELATIONS AND SOCIAL LICENCE TO OPERATE

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

There are growing expectations 
of mining companies by 
government and communities, 
fuelled in part by community 
activism and slow levels of local 
government service delivery 
that have resulted in reliance 
on mining companies.

Communities in areas adjacent 
to our operations continuously 
increase their demands for 
procurement opportunities.

Key engagements with the 
Dingleton community are 
ongoing with a view to achieve 
successful relocation of the 
remaining residents to Kathu.

■■ A failure to manage 
stakeholder relationships, 
in particular unions, local 
communities, government 
and non-governmental 
organisations, may result 
in disruption of operations, 
misalignment in 
expectations and adverse 
impact on our reputation 
and social licence to operate

■■ Identify and prioritise 
stakeholder issues and 
implement a comprehensive, 
Exco-approved stakeholder 
engagement policy

■■ Align stakeholder 
expectations to current 
operational and economic 
dynamics impacting the 
ability to create sustainable 
value

■■ Continue with existing local 
economic development 
programmes to empower 
local suppliers and seek 
further local procurement 
opportunities for local 
suppliers

■■ Ongoing engagements with 
the remaining Dingleton 
households to ensure a 
successful relocation

The environment is 
continuously monitored 
and change management 
processes will be 
implemented to ensure that 
the organisation remains 
resilient and continues to 
generate sustainable value 
for all stakeholders.

STRATEGIC FOCUS AREA

Key enabler: 

  Stakeholder 
engagement

No movement (2015: 1)

é  Increase in risk (2015: 9)
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MATERIAL RISKS AND 
OPPORTUNITIES CONTINUED

3. SAFETY

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

There are inherent safety and 
health risks associated with 
mining activities across the 
value chain. The continuously 
changing operating 
environment and conditions 
heighten the safety risk. 

■■ Apart from physical harm to 
employees and contractors, 
failure to maintain high 
safety levels may impact 
negatively on employee 
morale, the achievement of 
production targets, and our 
licence to operate

Various initiatives have been 
implemented as part of our 
commitment to zero harm:
■■ Implementation of safety 

improvement plans
■■ Focus on priority unwanted 

events and critical controls
■■ Focus on leadership and 

improved safety culture
■■ Preventing repeat incidents 

through effective learning 
from incidents

■■ Driving disciplined and 
consistent execution of the 
basics and compliance with 
safety standards

A continued focus on 
reinforcing safety practices 
that eliminate harm and 
fatalities. Improvement 
in change management 
practices to anticipate hazards 
and prevent harm.

STRATEGIC FOCUS AREAS

Key enablers: 

CSR  Responsible citizenship

 Employee support

4. OPERATIONAL PERFORMANCE

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

Risk exposure in this area is 
primarily a result of potential 
adverse mining conditions 
delaying or hampering our 
ability to produce targeted 
quantities. Our ability to meet 
operational targets may 
be hampered by: mining 
equipment performance and 
efficiency; pit constraints; 
adverse weather conditions; 
low feedstock which limits 
flexibility; and failure of key 
equipment. Above inflationary 
cost increases and increased 
strip ratios negatively impact our 
operating margins and targets.

■■ Inability to achieve 
production targets and 
rising unit costs impact 
directly on profitability and 
cash flow

■■ Management oversight of 
operational performance is 
ensured through monitoring 
of KPIs and regular 
operational and executive 
consultations

■■ Continue to implement the 
Operating Model, a work 
management system to 
ensure that all work is 
adequately planned, 
scheduled and resourced

■■ Initiatives in place to 
prioritise high-risk areas 
and drive performance

■■ Execute revised Sishen 
mine plan 

■■ Continued implementation 
of cost savings initiatives

Targeted efforts to significantly 
improve operational 
efficiencies to drive 
achievement of operational 
targets and utilisation of 
current equipment fleet.

Focused equipment 
maintenance to improve 
availability and reliability.

STRATEGIC FOCUS AREAS

How to win: 

  Implement the Kumba 
Way of Work

  Use technology to 
extract maximum value

é  Increase in risk (2015: 4)

No movement in risk (2015: 4)
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5. THIRD-PARTY INFRASTRUCTURE

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

As many aspects of the logistics 
chain are out of Kumba’s 
control, the associated risks 
require careful management 
and trusted business 
partnerships. We export our 
ore to customers through 
a single-channel rail and 
port owned and operated by 
Transnet. Key infrastructure 
requires significant upgrade 
and/or maintenance (mid-life 
refurbishment). Revised Sishen 
plan may result in utilisation 
below the allocated rail capacity 
in the iron ore export channel 
(IOEC). There is increased 
pressure to renegotiate long-
term commercial contracts with 
Transnet.

■■ An adverse impact on 
logistical capabilities 
and failure to obtain 
supporting facilities 
may pose a business 
continuity risk

■■ Potential penalties incurred 
for non-utilisation of 
allocated capacity

■■ Increase in freight costs
■■ Unavailability of key 

infrastructure may have 
an impact on delivery of 
products to our customers

■■ Ongoing management 
of our relationship with 
Transnet

■■ Entering into long-term 
agreements to secure supply 
of services

■■ Potential synergies with 
other mines in the Northern 
Cape

■■ Interactions with Transnet 
to look for cost-effective 
alternatives for major 
maintenance/upgrades to 
limit the potential impact of 
the mid-life refurbishment

■■ Identify additional tonnage 
opportunities to limit 
possible penalties

Some of the port infrastructure 
needs to go through a 
structured maintenance 
(mid-life refurbishment) 
period in 2018 or 2019, which 
may result in a reduction in 
capacity. We are engaging 
with Transnet, to quantify 
the impact and to work on 
alternatives to mitigate the 
impact of the shutdown/
downtime.

STRATEGIC FOCUS AREA

Key enabler: 

  Stakeholder 
engagement

6. SIOC EMPOWERMENT STATUS

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

The lock-in period for 
shareholders (specifically 
Exxaro’s shareholding as well 
as the Envision scheme) has 
expired in November 2016.

It is anticipated that there will 
be a change in shareholding at 
Exxaro, with the current BEE 
shareholders selling off their 
shareholding. The anticipated 
reduction of black shareholders 
will be an estimated 30%. This 
will have an impact on SIOC’s 
BEE status.

■■ Depending on the outcome 
of the finalisation of the 
empowerment principles 
in the Mining Charter III 
(MC III), a possible change 
in the BEE status may 
impact our licence 
to operate

■■ Monitor developments with 
regards to finalisation of the 
new MC III to guide direction 
on the position to be taken 
on future BEE structure

■■ A review of other ESOP 
options to replace Envision 
post expiration in 2016 is 
underway, along with a 
review of the rest of the BEE 
ownership agreements

■■ Put a legal strategy in place, 
to address empowerment 
issues related to the MC III

Continuous engagement and 
consultation with industry and 
regulator on empowerment 
principles envisaged in MC III.

STRATEGIC FOCUS AREAS

Key enablers: 

  Stakeholder 
engagement

  Employee support 

CSR   Responsible citizenship

é  Increase in risk (2015: 6)

é  Increase in risk (2015: N/A)
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MATERIAL RISKS AND 
OPPORTUNITIES CONTINUED

7. MINING LEGISLATION/REGULATORY CHANGES AND REGULATORY AUTHORISATIONS

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

Increase in legislation covering 
the broad spectrum of 
activities across the business 
value chain, in particular on 
the nature of mining rights, 
transformation, and safety, 
health and environmental 
performance. Uncertainty 
remains with regards to 
finalisation of the Mineral 
and Petroleum Resources 
Development Act (MPRDA) 
and Mining Charter III (MC III), 
which in their current state have 
provisions that may adversely 
impact the industry.

■■ Changes in the regulatory 
environment could require 
changes to the way we 
mine, and/or increase 
production costs.

■■ Failure to comply 
could result in the 
suspension of necessary 
authorisations, licences and 
rights. A lack of regulatory 
certainty impacts our ability 
to take long-term 
investment decisions.

■■ Monitor regulatory 
developments and ensure 
readiness to comply with 
new legislation

■■ Monitor and report on 
our compliance with all 
applicable legislation and 
legislative changes

■■ Engage regularly with 
government – both directly 
as a company as well as in 
conjunction with other 
mining industry participants 
– on all key legislative issues 
including specifically on the 
MPRDA and MC III

Continue to participate in 
industry engagements with a 
view to reach finality on issues 
relating to the MPRDA and 
MC III.

STRATEGIC FOCUS AREAS

Key enablers: 

CSR   Responsible citizenship

  Stakeholder 
engagement

8. ADAPTING TO CHANGE

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

The current operating 
environment is characterised 
by continuous change which 
requires the Company to have 
the agility to adapt while not 
compromising the long-term 
sustainable value required by 
shareholders. Key changes 
include:
■■ A volatile iron ore market
■■ Significant change in mining 

plans
■■ Changes in the regulatory 

frameworks under which we 
operate

■■ Changes in leadership in key 
roles 

■■ Review of processes and 
structures to align with 
current operating 
environment

■■ Change in working 
environment which 
introduces safety risks for 
employees

■■ Required improvements in 
operating efficiencies and 
drive towards further cost 
savings which require a 
motivated workforce

■■ Review by Anglo American 
of its portfolio of assets

■■ Short-term focused actions 
in adapting to change may 
compromise the long-term 
sustainable value of the 
organisation

■■ Lack of agility in adapting to 
change may destroy value 
and hinder Kumba’s 
competitiveness

■■ Strategy process in place 
focusing on the short and 
medium to long-term goals 
of the organisation to create 
sustainable value

■■ Awareness of the market 
conditions (capital markets 
and global supply and 
demand dynamics) to align 
management decisions and 
strategy with the commodity 
cycle

■■ Employee engagement 
process in place to inform 
employees about key 
strategy and change 
initiatives to ensure they are 
aligned to the Company’s 
objectives

■■ Succession in place for key 
roles within Kumba

■■ Key initiatives in place to 
continuously review and 
improve the Operating 
Model to ensure 
achievement of efficiencies 
and cost savings

The environment is 
continuously monitored 
and change management 
processes will be 
implemented to ensure that 
the organisation remains 
resilient and continues to 
generate sustainable value for 
all stakeholders.

STRATEGIC FOCUS AREA

Key enabler: 

  Stakeholder 
engagement

No movement in risk (2015: 7)

é  Increase in risk (2015: N/A)



Kumba Iron Ore Limited Integrated Report 2016 39

Our strategy

9. LABOUR RELATIONS

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

Kumba has gone through 
a significant restructure at 
operations following changes 
in the mine plan. Key skills 
and change in shift rosters 
are required to ensure new 
structures are embedded.

Due to the decline of Kumba’s 
share price, the Envision II 
maturity resulted in zero payout 
to employees.

The current wage agreement 
expires in June 2017 and will 
be re-negotiated.

■■ Lack of workforce 
engagement, inability to fill 
key positions, conclusion of 
a new wage agreement and 
settle a new work roster 
may impact on the delivery 
of operational plan.

■■ Continuous engagement 
with trade unions to achieve 
agreement on the new shift 
rosters and new wage 
agreement

■■ A review of other employee 
share schemes to replace 
Envision are underway. This 
will be concluded once the 
position on MC III is 
confirmed.

■■ A comprehensive employee 
engagement and 
communication plan 
regarding the status of 
Envision II has been rolled 
out.

The current wage agreement 
is due to expire in June 2017. 
Preparations are underway 
to ensure successful 
negotiations with the trade 
unions.

STRATEGIC FOCUS AREA

Key enabler: 

  Stakeholder 
engagement

10. CYBER RISK

ROOT CAUSE IMPACT ON VALUE MITIGATING ACTIONS OUTLOOK

Cyber attacks are becoming 
increasingly frequent and 
sophisticated throughout the 
world. With increased use of 
technology and integration of 
operating technology platforms, 
the exposure for cyber attacks 
exists.

■■ Cyber attacks can lead to 
financial loss, access to 
commercially sensitive 
information or disruption 
to operations.

■■ Established cyber security 
strategy in place supported 
by the Anglo American 
group

■■ Information management 
framework and policies 
in place to guide user 
behaviour and raise 
security awareness

■■ Continuous security 
monitoring to identify and 
respond to security threats

■■ Investment in technology 
to test and continuously 
improve our cyber security

Continuous monitoring of 
cyber risks and continue to 
invest in security capability 
to respond to an ever-evolving 
threat.

STRATEGIC FOCUS AREA

Key enabler: 

  Use technology to 
extract maximum value

ê  Decrease in risk (2015: 8)

é  Increase in risk (2015: N/A)


