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Since September 2016, I have had the privilege of serving as 
Kumba’s newly appointed Chief executive. I am honoured and 
excited at the opportunity of leading one of South Africa’s great 
success stories. Kumba has a rich mineral endowment, a skilled 
and diverse workforce, and a strong track record of responsible 
leadership, delivering high-quality iron ore products to our 
customers around the world, and in the process creating value 
for all our stakeholders. I am fortunate to be able to build on the 
work of my predecessor, Norman Mbazima, and the Kumba 
management team, who together took some tough decisions 
and introduced significant changes to ensure the Company’s 
resilience in the context of the recent volatility.

As Chief executive, my role is to ensure that this new way of doing 
business is properly embedded across the organisation, and that 
we further strengthen our operational performance and enhance 
our competitiveness through the commodity cycle. By focusing 
on those issues that are within our control – such as driving 
efficiencies in the movement of waste, delivering productivity 
improvements across the workforce, reducing absenteeism 
and improving mine planning – we will be looking to reposition 
ourselves on the global cost curve, ensuring a strong business 
that is cash flow generative regardless of who owns us. 

While in many respects we have delivered more this year than 
many in the market had expected, we will need to retain a strong 
focus on further improving our productivity and performance if 
we are to remain competitive in the context of ongoing uncertainty 
in commodity prices and a potentially high inflation environment.

A YEAR OF CHANGE FOR THE COMPANY 
As the Chairman has outlined in his opening letter, this has 
been a year of significant change for the Company. In addition 
to the changes in the executive leadership team, there has 
been deep restructuring across the organisation, especially at 
our reconfigured Sishen operation. In September we ceased 
all operations at Thabazimbi and subsequently reached an 
agreement to transfer the mine to ArcelorMittal SA. We have also 
seen positive resolution on two long-standing areas of concern: 
the allocation of the 21.4% Sishen residual mining right, and the 
recent settlement with the South African Revenue Service. 

These changes have been undertaken in the context of a 
challenging operating environment, characterised by the 
bottoming out of the iron ore price, a further flattening of the 
global cost curve, continuing regulatory and policy pressures, 
and high levels of political and market uncertainty, both globally 
and in South Africa. As a single commodity player and price-
taker that lies in the third quartile of the global cost curve, we 
remain particularly susceptible to the global iron ore price. This 
year, the Platts 62% Fe price was higher than initially anticipated, 
particularly during the second half of the year, averaging  
US$58/tonne for the full year, US$3/tonne higher than in 2015. 
This higher price was due mostly to increased downstream 
demand in China, driven by record liquidity injections and 
accelerated infrastructure spending, and further aided by 
improving steel mill margins, slowing iron ore supply growth 
and rising speculative activity on the futures markets. 

Anglo American benefits from a number of high-quality individual 
assets across the bulk commodities of iron ore, metallurgic and 
thermal coal, manganese and nickel. During 2016, the Anglo 
American Bulks structure was introduced to optimise value in 
these assets and to ensure ongoing, sustainable cash generation.

ENSURING OUR COMPETITIVENESS IN THE CONTEXT 
OF MARKET UNCERTAINTY 
Given the uncertainty on how iron ore prices will unfold and the 
strong efficiency improvements in some of our competitors, we 
remain under immense pressure to drive improved productivity 
and enhanced efficiencies across our operations. While there are 
undoubtedly challenges, I believe that there are some exciting 
opportunities to reposition Kumba on the cost curve. 

During the turmoil and volatility of the past few years Kumba has demonstrated its 
resilience and ability to adapt quickly. 

CHIEF EXECUTIVE’S 
REVIEW

Themba Mkhwanazi
Chief executive
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As described in last year’s Chief executive review, Kumba has 
acted decisively to reset its cost base by focusing on three major 
strategic imperatives: 
■■ Moving from a volume-based to a value-based strategy – 

reconfiguring Sishen to a lower-cost shell, increasing 
production at Kolomela, and ceasing mining at our 
Thabazimbi mine;

■■ Exercising strict capital discipline – assessing every item of 
proposed capital expenditure with a view to optimising the 
expenditure; and 

■■ Making significant structural changes to our cost base – 
achieving substantial savings on overheads, study costs and 
headcount, and adding organisational controls to ensure that 
these are sustainable into the future.

Kumba’s positive full year results reflect successful delivery of 
these strategic imperatives. While the significant restructuring 
has been painful – letting go of colleagues who have been with 
the Company for many years is never easy – unfortunately this 
was necessary to ensure our continuing viability in a low-price 
environment. It is gratifying to see that we were able to achieve 
this without any industrial action, which I believe reflects the 
quality of the relationships and dialogue between management 
and employees. 

As a result of the significant changes across the business, we 
have seen productivity up by about 30% on our primary fleet, and 
both Sishen and Kolomela within or higher than market guidance 
targets for both production and waste. Revenue increased 13% 
year-on-year to R40.8 billion (excluding discontinued operations), 
aided by the recovery in the realised FOB iron ore price and the 
weaker Rand against the US Dollar. This was partially offset by 
the 5.3 Mt decrease in sales volumes, which reduced revenue by 
R3.6 billion. Operating profit from continuing operations was 78% 
higher (excluding the impairment recognised for Sishen in 2015), 
Kumba’s share price recovered significantly during the year from 
R41 at 31 December 2015 to R159 at year end, and headline 
earnings per share increased by 131% to R27.30. Given the 
volatile iron ore price environment, we have chosen once again 
to suspend payment of dividends.

Our strict cost discipline measures have delivered substantial 
positive results, contributing to an all-in average cash breakeven 
price of US$29/tonne at year-end, markedly down from  
US$49/tonne in 2015, and lower than the bottom of the guided 
range of US$32 to US$40/tonne. This significant reduction in 
unit costs has been achieved as a result of various initiatives. 
The restructuring of the Sishen mine to a lower-cost pit shell, 
and the increase in productivity at Kolomela, together lowered 
costs by US$4/tonne. The reduction in capex due to the Sishen 
reconfiguration realised savings of US$8/tonne, while price 
realisation lowered the breakeven price by US$7/tonne. In 
addition, total uncontrollable costs declined by US$3/tonne, 
mainly as a result of currency changes. 

While these results are pleasing, we cannot afford to be 
complacent. Looking to the year ahead we anticipate that the 
rise in strip ratio at Sishen, and the introduction of the marginally 
more expensive modular plant at Kolomela, will result in higher 
unit costs at both operations in 2017. Given an anticipated further 
flattening of the global cost curve, and continuing uncertainty 
regarding the Rand/US$ exchange rate, it is critical that we keep 
a keen focus on reducing our costs, and on ensuring that our 
margin remains sufficient regardless of price.

OUR OPERATIONAL PERFORMANCE
A key strategic focus this year has been on successfully 
completing the Sishen turnaround aimed at driving operational 
efficiencies. This year, the operation produced 28.4 Mt, which was 
3 Mt down on 2015 levels, and slightly above market guidance for 
the year. For 2017, we have guided 27 to 28 Mt of final product, 
and are continuing to explore additional product opportunities, 
including processing third-party material. Waste mining was 
137.1 Mt, down 85.1 Mt year-on-year. This was primarily due to 
the redesign of the pit. Good progress was made towards the end 
of the year in managing and improving shovel tempos and the 
direct operating hours on our primary equipment. We expect to 
achieve a waste target of between 150 and 160 Mt for 2017, with 
an average increase in primary equipment efficiencies of 20% 
through enhanced operating practices. Unit costs at the mine 
were down R15/tonne year-on-year, mainly as a result of lower 
mining volumes. 

Kolomela continued its strong performance with waste and 
production levels both above target. Mining activities are now 
concentrated in the Leeuwfontein and Klipbankfontein pits 
with reopening of the Kapstevel pit rephased to the first half of 
2017. The mine produced 12.7 Mt this year and is expected to 
produce between 13 and 14Mt from 2017 to 2020. The project 
to commission the modular plant is on track and will add 0.7 Mt 
additional production from 2017. Waste mining activities will 
remain at around 50 to 55 Mt from 2017 to 2020. Unit costs at the 
mine were up R23/tonne year-on-year, mainly due to the increased 
stripping ratio and commissioning of the DMS modular plant. 

Following the successful commencement of the closure of the 
Thabazimbi mine this year, we have since reached an agreement 
with ArcelorMittal SA regarding the transfer of the Thabazimbi 
mining rights, employees, assets and liabilities to them, conditional 
on receipt of the necessary regulatory approvals. Pending 
finalisation of the approval, we are continuing with the required 
rehabilitation work. The needs of the Thabazimbi community were 
identified and have been incorporated into the mine’s social closure 
plan. ArcelorMittal SA, as part of its current financial obligation, will 
take over the entire social closure plan and will be responsible for the 
execution, implementation and funding of these identified projects 
while SIOC will retain a right of oversight. I believe this is a positive 
development for both companies and our respective stakeholders. 
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This year we railed 39.8 Mt of product to the Saldanha port and 
realised export sales of 39.1 Mt. We expect total sales of between 
40 and 42 Mt in 2017, with domestic sales volumes of up to 
6.25 Mt contracted to ArcelorMittal SA. 

OUR SAFETY, HEALTH AND ENVIRONMENTAL 
PERFORMANCE
Unfortunately this has been a disappointing year in terms of our 
safety performance. It is with deep sadness and regret that I report 
the death of two Kumba employees in work-related incidents. In 
January 2016, Mr Grahame Skansi lost his life at Kolomela, and 
in May 2016 Mr Gideon Dihaisi was fatally injured at Sishen. My 
thoughts are with the families, friends and colleagues of these two 
employees. These fatalities are a significant setback for all of us, 
both emotionally and operationally, and overshadow the valuable 
progress that Kumba had been making in its safety performance.

Given this disappointing safety performance, we have updated 
Kumba’s strategic ambitions to include a more explicit focus on our 
drive to eliminate fatalities through a culture of zero harm. There 
has been a particular focus this year on improving the effectiveness 
and monitoring of our critical controls and processes, driving visible 
felt leadership at our operations, and strengthening the reporting 
and investigations of all high-potential incidents and high-potential 
hazards. We have realigned our safety approach to that of the 
Anglo American Bulks structure, and have been implementing 
their ‘elimination of fatalities’ framework, ensuring improved safety 
performance remains a top personal priority. In addition to ensuring 
zero fatalities, we are targeting a 15% reduction in our total 
recordable case frequency rate.

On employee health, it is encouraging to see improvements 
across most of our key indicators. This year, there were no new 
cases of noise-induced hearing loss (NIHL), there was a further 
reduction in occupational illnesses, and once again we exceeded 
our 90% target for voluntary HIV testing, with 92% of Kumba 
employees undergoing HIV testing. 

We have also made good progress in our environmental 
performance. We exceeded our targets on water savings and 
greenhouse gas emissions, and secured most of our long-
awaited licences and authorisations, following continuing 
constructive discussion with regulators. Although no significant 
environmental incidents were reported this year, unfortunately 
we continue to face challenges with dust emissions at Sishen, 
which are above the limits stipulated in the applicable legislation. 
We are working closely with regulators in implementing our dust 
management action plan, developed in collaboration with Anglo 
American. Next year, in addition to continuing to address the dust 
challenge, we will also be focusing on our rehabilitation strategy 
at Sishen to meet new legislative requirements relating to the 
backfilling of waste dumps.

CONTRIBUTING TO SOCIAL DEVELOPMENT 
AND TRANSFORMATION
As reviewed in more detail in this report and our accompanying 
sustainability report, Kumba’s track record demonstrates 
its commitment to facilitating genuine social and economic 
transformation in South Africa, and to contributing meaningfully 
towards the country’s objectives relating to broad-based black 
economic empowerment (B-BBEE). In 2016 alone, despite the 
low iron ore price, Kumba contributed R5 billion in corporate 
taxes, mineral royalties and other taxes, R4.6 billion in salaries 
and wages, R2.85 billion in local procurement, and R67 million in 
direct social investments in community initiatives such as health, 
housing, education and small business development. Since listing 
on the JSE 10 years ago, Kumba has returned R24.4 billion to 
its B-BBEE shareholders. The Company invests significantly in 
local and preferential procurement, making a tangible difference 
to the lives and families of emerging black entrepreneurs and 
stimulating economic development in our host communities. 

We also have a proud record of promoting transformation within 
the Company. At year-end, historically disadvantaged South 
Africans represented 86% of our total workforce, and held 62% of 
management positions, while the representation of women in mining 
has increased to 21% of the total workforce. Through Envision II, our 
broad-based employee share ownership plan, Kumba has shared 
dividend payments totalling more than R557 million with employees 
(~ R75,000 per employee after tax). Unfortunately this year, when 
the second and final phase of the scheme matured in November 
2016, there was no capital pay out to participants following the recent 
sharp decline in Kumba’s share price.

MAINTAINING STRONG STAKEHOLDER RELATIONSHIPS
Understanding and being responsive to the interests of our 
stakeholders, and developing mutually beneficial relationships, is 
critical to our ability to create value. This year, we have continued 
to enjoy good relationships with our stakeholders. 

Given the significant restructuring process, the implementation 
of new structures and a shift system at Sishen, and the unwinding 
of the Envision II employee share ownership scheme without pay, 
it has been particularly encouraging how we have maintained 
strong relationships across the workforce. The Company enjoys 
a very stable industrial relations climate, with no work stoppage 
experienced since 2012. During the year we saw a change in 
the composition of our union partners. Although the National 
Union of Mineworkers (NUM) remains the majority union, its 
representation has reduced to 56%, while representation of the 
Association of Mineworkers and Construction Union (AMCU) 
has increased to 22%, achieving full recognition status by Kumba. 
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Building strong and effective relationships within this evolving 
industrial relations landscape remains a priority, particularly as we 
enter into a period of negotiations with our trade union partners 
with the three-year wage agreement ending in June 2017. 

In terms of our community relationships, an important 
development this year has been the ongoing relocation 
of the Dingleton town neighbouring our Sishen mine. The 
resettlement process is largely completed, ensuring full 
adherence with requirements set out in International Finance 
Corporation Performance Standards. Through this process 
521 households have moved to a new purpose-built suburb in 
Kathu, where we have invested R2.3 billion on infrastructure for 
the new community. The replacement houses are high quality, 
modern, and energy-efficient and are located in a vibrant area, 
close to all amenities in Kathu. The value of these properties 
greatly exceeds that of properties in Dingleton. We are aware that 
this marked difference in value will result in a significant increase 
in annual municipal property taxes. In order to mitigate the impact 
on homeowners, Kumba has established a trust fund to subsidise 
the difference in property tax rate for a period of 25 years (20 full 
years plus a five-year phase-out period). The use of high-quality 
materials in the construction of replacement houses will translate 
to a low cost of ownership, which should result in considerable 
savings in families’ monthly budgets. While we have maintained 
positive relations with the new community, we are continuing 
engagements with a small number of community members who 
are refusing to leave Dingleton. 

Our continuing engagements with government have seen several 
positive results, with two developments in particular that stand 
out. In October 2016, the Department of Mineral Resources 
(DMR) granted the residual 21.4% undivided share of the mining 
right for the Sishen mine to SIOC subject to certain conditions 
being met. While operationally nothing has changed at the mine, 
the consequences of the award are far reaching, not only for 
Kumba but also for the mining sector more broadly. I wish to 
thank the Kumba executive team for their hard work during this 
lengthy process, and express my appreciation to the DMR for the 
successful outcome that is for the benefit of both parties. More 
recently we have also managed to settle the dispute with the 
South African Revenue Service (SARS) relating to assessments 
received for 2006 to 2010, and the tax treatment of relevant 
issues between 2011 and 2015. Shortly after the end of the 
2016 financial year, we agreed to a full and final total settlement 
amount of R2.5 billion; this will be paid in full in the first quarter 
of 2017, with appropriate adjustments made for current advance 
payments held on account. 

Notwithstanding these positive developments at a company 
level, there remains scope to further enhance the levels of 
trust between government and the South African business 

community in general and mining sector in particular. Addressing 
the current trust deficit will be essential if the country and the 
business community are to reach their full potential in delivering 
value. For us in the mining sector, a key concern relates to the 
draft revised Mining Charter published in April 2016, and in 
particular the proposed provisions relating to the assessment of 
black ownership. The rejection of the ‘once empowered, always 
empowered’ principle presents significant challenges for us, 
and would require fundamental restructuring of most existing 
empowerment deals. We have had regular engagement with 
the DMR on this issue throughout the year, both bilaterally and 
through the Chamber of Mines. It is my hope that together we will 
find an appropriate solution that enables us all to most effectively 
realise and beneficially share the significant value that lies in the 
country’s mineral resources.

OUR STRATEGIC PRIORITIES FOR 2017
Looking to the year ahead, we will be focusing on the following 
five key strategic initiatives:

Achieving a step change in our safety, health and 
environmental performance
■■ Following the disappointing safety record of 2016, we will be 

placing priority attention on eliminating fatalities and achieving 
our objective of zero harm through an enhanced focus on critical 
controls and processes, and on improving our learning from 
incidents. In addition, we will be taking measures to reduce dust 
emissions and deliver on our rehabilitation strategy at Sishen.

Maximising the return potential of our assets
■■ Increasing the productivity of our assets is a powerful driver of 

returns at low risk without additional capex spend, we need to 
deliver sustainable cash flow that is not dependent on price 
recovery. We are embedding a culture of cost efficiency and 
productivity by doing more than just looking at costs, but taking 
advantage of every opportunity to generate value from mine 
through to market. Reviewing every aspect of the value chain, 
through the Operating Model and use of technology, will aid 
in offsetting mining cost inflation as a minimum. We aim to 
achieve a 20% improvement in mining equipment productivity 
through optimising shift changes, increasing labour availability 
and improving mine infrastructure. By integrating technology 
across our value chain it will also deliver improvements in 
efficiencies. For example, at Kolomela we have implemented 
Advanced Process Control in the plant, contributing to an 
increase in plant throughput, as well as a 2% rise in the lump to 
fine ratio. This has been a key contributor towards Kolomela 
reaching 13 Mt without significant capital expansion spend. 
This technology is currently being rolled out at Sishen.
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Adopting technology to improve safety, efficiency and 
resource utilisation
■■ In 2014 we developed a fit-for-purpose technology strategy, 

aimed specifically at enabling us to deliver on our business 
strategy. Our roadmap ensures implementation of the best 
possible technologies available throughout the mining value 
chain from exploration to beneficiation. 

 On the mining side, one of the benefits is automated drilling 
(rolled out at Kolomela mine) which has improved safety and 
reduced costs through better efficiency and quality of drilled 
holes. 

 A project that reinforces our focus on safety has been the co-
development of autonomous braking for haul trucks. Together 
with our technology partners, we have introduced an active 
collision avoidance system to prevent imminent collision by 
means of automatic speed adjustment and brake application. 
We are the first open cast operator in the world to successfully 
test this technology which will be rolled out to the rest of our 
fleet in the next few years. 

 I am excited that we have progressed UHDMS to a stage where 
we can now declare additional Mineral Resource tonnes of 
around 213 Mt at Sishen. As we make progress in the Sishen 
beneficiation projects, it is likely we will unlock a significant 
Resource potential in our world-class mineral endowment.

Disciplined capital allocation framework
■■ A robust balance sheet is fundamental to business as it 

provides resilience in times of volatility and also enables taking 
advantage of opportunities when they arise. Kumba has 
deleveraged over the past year from net debt of R4.6 billion to 
net cash of R6.2 billion. It is vital to learn from the lessons of the 
extremely challenging last few years. We therefore believe that 
it is of overriding importance to have a conservative capital 
structure at this time, with widely acknowledged uncertainty 
about commodity prices, and a business that has just finished 
a radical reconfiguration. On this basis, we will not reinstate the 
dividend at this stage, but we will continue to keep this under 
review. The reinstatement of dividends remains a key priority 
for the half year.

Progressing our value accretive project pipeline
■■ Over the medium term we have a variety of opportunities to 

deliver organic incremental production growth, with relatively 
low capital requirements and short paybacks. We are making 
progress on our project pipeline. The Kolomela modular is 
currently in ramp-up phase. The second modular plant at 
Sishen is expected to be commissioned in 2018, producing 
~0.7 Mt over the life of mine, with indicative capex of roughly 

R400 million. We have been developing the UHDMS 
technology for some time and are pleased to note that the 
DMS upgrade to UHDMS has moved to pre-feasibility, with 
first production expected in 2020. In addition to increased 
production volumes, the upgraded plant may increase 
optionality to simplify and optimise the plant feed strategy 
and consequently simplify mining operations.

If we are to achieve our ambition of enhanced competitiveness it 
is essential that we build on the great strides we have made this 
year in improving productivity. Given the quality of the Kumba 
team, I am confident that we will be able to deliver on these 
ambitions, and that the Company will continue to demonstrate 
its ability to adapt quickly to whatever challenges may lie ahead.

Our holding company, Anglo American, continues to benefit 
from the much improved operational performance of a 
number of other high-quality iron ore, coal and nickel assets. 
As a result, Anglo American now has a much greater degree 
of optionality regarding asset retentions. Anglo American 
continues to work through all the potential options for its iron 
ore interests, recognising the high quality and performance of 
these businesses and ensuring that value is optimised for all 
shareholders. The retention of Kumba remains a viable position 
given the recent improvements. Notwithstanding this decision, 
Kumba has necessary measures in place to operate sustainably.

APPRECIATION
In closing, I would like to thank my new colleagues on the Kumba 
Board and executive, all of whom have provided valuable support 
and advice to me in my first few months as Chief executive. My 
thanks are due also to the entire Kumba team, who continues to 
demonstrate the incredible resilience and adaptability that has 
been necessary to ensure the Company’s continued success in 
these challenges. 

I would especially like to thank Frikkie for his invaluable 
contribution and leadership over the past five years. Frikkie has 
played a crucial leadership role in ensuring Kumba’s financial 
sustainability during trying times. He will be missed as a valued 
member of the executive team.

It has been an incredible privilege working with the Kumba team 
over the past few months. I am looking forward to many years 
together in realising the Company’s full potential.

Themba Mkhwanazi
Chief executive

8 March 2017

CHIEF EXECUTIVE’S 
REVIEW CONTINUED
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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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DAILY COMMODITY PRICES (62% Fe) US$/tonne
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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

Peer 1 Peer 2 Peer 3 Peer 4 Kumba

51 54 54

64

47

US$/dmt, FOB

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 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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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.

RESIDUAL RISK RATINGS
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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)
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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)
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OUR STRATEGY

Kumba’s strategic focus is to position ourselves for long-term sustainability, while ensuring 
our immediate viability over the short term given the challenging price environment. Our 
strategy focuses on actions aimed at making the Company more competitive and sustainable 
within the context of the low price environment that is forecast for the foreseeable future. 

The strategy focuses on value creation, as opposed to the earlier 
focus on volume expansion when prices were high. The strategy 
is structured around three key focus areas: ‘where’ we want to 
do business; ‘how’ we set ourselves up to win in a depressed 
price environment; and what ‘enablers’ need to be in place to 
successfully implement the strategy. 

In October 2016, we reviewed our strategy as part of the new 
leadership’s on-boarding process. The strategy presented in our 
2015 Integrated Report remains largely unchanged. Our strategic 
ambitions, however, have been updated to focus the organisation 
on our drive to eliminate fatalities through a culture of zero harm, 
given the disappointing safety performance we had in 2016. 

The strategy is supported by several strategic initiatives, on 
which progress is monitored and reported through a programme 
support office.

In 2017, we will be placing a particular focus on the following five 
key strategic initiatives:

Achieving a step change in our safety, health and 
environmental performance
■■ With priority attention on: eliminating fatalities and achieving our 

objective of zero harm; reducing dust emissions at Sishen and 
delivering on our rehabilitation strategy at Sishen.

Maximising the return potential of our assets
■■ Increasing the productivity of Kumba’s assets is a powerful driver 

of returns at low risk, we need to deliver sustainable cash flow 
that is not dependent on price recovery. Kumba is embedding 
a culture of cost efficiency and productivity by taking advantage 
of every opportunity to generate value from mine through to 
market. During 2017 the aim is to achieve a 20% improvement 
in mining equipment productivity through optimising shift 
changes, increasing labour availability and improving mine 
infrastructure. By integrating technology across the value 
chain it will also deliver improvements in efficiencies. The 
implementation of Advanced Process Control in the plant at 
Kolomela, contributed to an increase in plant throughput, as well 
as a 2% rise in the lump to fine ratio, this technology will be rolled 
out at Sishen in 2017.

Adopting technology to improve safety, efficiency and 
resource utilisation
■■ In 2014 we developed a fit-for-purpose technology strategy, 

aimed specifically at enabling Kumba to deliver on our business 
strategy. This ensures the implementation of the best possible 

technologies available throughout the mining value chain from 
exploration to beneficiation. An example is automated drilling 
(rolled out at Kolomela mine) which has improved safety and 
reduced costs through better efficiency and quality of drilled 
holes. A project that reinforces our focus on safety has been the 
co-development of autonomous braking for haul trucks. We 
introduced an active collision avoidance system to prevent 
imminent collision by means of automatic speed adjustment 
and brake application. Kumba is the first open cast operator in 
the world to successfully test this technology which will be rolled 
out to the rest of the fleet in the next few years. The upgrade of 
the Sishen DMS plant to UHDMS has progressed to a stage 
where we can now declare additional Mineral Resource tonnes 
of 213 Mt at Sishen. This is likely to unlock a significant 
Resource potential in Kumba’s world-class mineral endowment.

Disciplined capital allocation framework
■■ A robust balance sheet is fundamental to business as it 

provides resilience in times of volatility and also enables taking 
advantage of opportunities when they arise. Kumba has 
deleveraged over the past year from net debt of R4.6 billion 
to net cash of R6.2 billion. It is essential to have a conservative 
capital structure at this time, with the uncertainty about 
commodity prices, and a business that has just implemented 
a radical reconfiguration. The reinstatement of dividends 
remains a key priority for the half year.

Progressing our value accretive project pipeline
■■ Over the medium term Kumba has a variety of opportunities to 

deliver organic incremental production growth, with relatively 
low capital requirements and short paybacks. We are making 
progress on our project pipeline. The Kolomela modular is 
currently in ramp-up phase. The second modular plant at 
Sishen is expected to be commissioned in 2018, producing 
~0.7 Mt over the life of mine, with indicative capex of roughly 
R400 million. We have been developing the UHDMS technology 
and this has moved to pre-feasibility, with first production 
expected in 2020. In addition to increased production volumes, 
the upgraded plant may increase optionality to simplify and 
optimise the plant feed strategy and consequently simplify 
mining operations.
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OUR STRATEGY

To be a successful and sustainable African supplier of quality iron ore to global and local 
markets while delivering superior value to our stakeholders.

AMBITION We aspire to drive shareholder returns in the top quartile of our peer group through the price cycle, 
by extracting maximum value from our high-quality asset portfolio

OUR VISION

Elimination of 
fatalities through  

a culture of  
zero harm

Significantly reduce 
costs to remain 

globally competitive 
and sustainable

Increase export 
volumes in 

the medium to 
long term

Consistent supply 
of high-quality 

products

High-performance 
culture driven 
by motivated 
employees

WHERE TO PLAY HOW TO WIN

Focus on the 
Northern Cape,

as the region 
contains the most

attractive ore 
bodies for both 

current operations 
and targeted brown 

fields exploration

Extend life of 
current mines

through low-grade 
projects, using 

UHDMS technology 
to produce more ore 

and less waste

Redesign of Sishen 
and Kolomela pits 
to extract maximum 
value from the ore 

body in a lower 
price environment. 

Optimise production 
in line with IOEC 

capacity

Sustainably operate 
mines at a lower 

unit cost to remain 
competitive through 
a reduced cost base 

and a step-up in 
productivity

Compete through 
premium products 

to maximise price 
premium realised

and to maintain 
differentiated

customer 
relationships

Maintain optionality 
to grow in West and 
Central Africa when 

the price recovers

Use technology to 
extract maximum 

value from our ore. 
Focus on step-change 

opportunities

Implement the 
Kumba Way of 

Work to ensure the 
right people in the 
right roles produce 
the right outcomes 

through effective 
processes and 

systems

KEY ENABLERS

Align marketing and operational 
activities to ensure product 
produced efficiently matches 
customer needs

Reinforce our reputation 
for product quality and 
consistency

Proactively engage
with key stakeholders to 
reinforce our partnership 
approach

CSR
Provide leadership through 
responsible citizenship, 
displaying care for safety, health 
and the environment

Provide extensive support to 
our employees to help them 
through the Kumba change 
journey
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PERFORMANCE AGAINST
STRATEGIC OBJECTIVES

Kumba’s full year results reflect continued volatile market conditions. During 2016 
Kumba’s realised FOB iron ore price recovered to an average of US$64/tonne resulting 
in a 13% increase in revenue to R40.8 billion. Operating profit increased by 78% compared  
to 2015.

2017 OUTLOOK
Resetting the cost base, stabilising operating performance and improving financial health, has made Kumba more 
resilient and better positioned to cope with volatile market conditions. Improving productivity, alongside ongoing 
strict capital discipline and the realisation of appropriate pricing for Kumba’s high-quality products are very 
compelling levers to generate attractive returns with low risk for shareholders. The core focus for 2017 will be to 
step up these initiatives from current levels, supported by the Operating Model and technology improvements, in 
order to realise the full potential of the assets, provide confidence in delivery and enhanced profitability.

FOCUSED EXCELLENCE

INCREASED REVENUE 
(2015: R36.1 billion)

R40.8 billion
MINING COSTS DECREASED BY 

17% in real terms
HEADLINE EARNINGS
(2015: R3.8 billion) 

R8.7 billion
SETTLEMENT AGREEMENT REACHED 
WITH SARS

 SISHEN 21.4% RESIDUAL MINING 

RIGHT GRANTED
Image: Sishen haul truck operators at a Komatsu 960E haul truck 
at Sishen mine.  Sishen mine’s fleet of haul trucks ensures the 
efficient hauling of waste and ore. 
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STRATEGIC FOCUS AREA

1. WHERE TO PLAY

We are maintaining our focus on the Northern Cape as the foundation for ensuring our immediate 
sustainability and meeting our longer-term growth ambitions. In addition to implementing 
measures to extend the life of our current mines, we are also looking to compete through premium 
products and differentiated customer relationships, with the aim of maximising the price premium 
we unlock through our superior product. 

Focus on the 
Northern Cape

We will focus on the 
Northern Cape, as the 

region contains the most 
attractive ore bodies for 
both current operations 

and targeted brownfields 
exploration

We will be maintaining our focus on the Northern Cape region as it contains the most attractive ore bodies 
for both current operations and targeted brownfields exploration, providing the necessary foundation to 
ensure our immediate sustainability and meet our longer-term growth ambitions.  

We have been deepening our understanding of the full potential of the Northern Cape region through our 
application of leading-edge exploration technologies. We believe that over the long term, current production 
levels could be sustained through development in the Northern Cape, unlocking the region’s full potential 
through our Kolomela extension activities, and realising targeted opportunities for joint ventures and 
acquisitions of appropriate rights. 

The Sishen mine’s future potential is dependent on the Company’s success in identifying and/or developing 
beneficiation methodologies to beneficiate low-grade haematitic iron ore material. Reasonable prospects 
for eventual economic extraction must still be proved via project studies, especially considering beneficiation 
methodologies and market requirements, which are at pre-concept level at this point in time.  

Extend life of 
current mines 

We will extend the life of 
current mines through 

low-grade projects, using 
UHDMS technology to 
produce more ore and 

less waste 

The Sishen area has significant low-grade potential that unlocks further ultra-high density medium 
separation (UHDMS) production opportunities, while the Central and Kolomela areas and surrounds have 
significant dense medium separation (DMS)/direct shipping ore (DSO) potential. This can be achieved by 
evaluating all possibilities to extend the reserve life of our current mines based on our understanding of the 
geology and through exploration programmes around our Sishen and Kolomela operations. 

Short-term opportunities include:
■■ Optimising resources and utilising on-lease resources to grow Kolomela to produce above 14 Mtpa; 

Extending the Kolomela reserve life with adjacent resources around the operation. 

Medium- and long-term opportunities for extending the life of current mines include:
■■ Using our proven UHDMS technology to treat the significant volumes of low grade material available at 

Sishen to produce more ore and less waste, and to extend Sishen’s life beyond 2030; first production is 
expected by 2020, and is expected to add 2 Mtpa over Sishen’s life of mine.
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PERFORMANCE AGAINST
STRATEGIC OBJECTIVES CONTINUED

Compete through 
premium products and 
differentiated customer 

relationships

Due to the geographical and geological nature of our operations, we are not able to compete with the big 
iron ore producers in terms of volume. We have thus chosen to compete by maximising our price premium 
and maintaining differentiated customer relationships through the supply of premium products. Different 
customers value different aspects of our iron ore. By understanding the technical needs of our customers, 
we are able to offer them our niche products. 

The highest quality and most important iron ores for steelmaking are haematite (Fe2O3) and magnetite 
(Fe3O4). Haematite is the more sought-after ore and the preferred raw material in efficient steelmaking 
mills. Our iron ore reserves are all of high-quality haematite allowing us to produce both high-quality 
lump (64.0% Fe) and high-grade sinter fines (63.5% Fe) for the domestic and export markets. We are 
unique in that we are primarily a lump ore producer with a product of recognised exceptional chemical 
and metallurgical quality. 

Maintain optionality to 
grow in West and Central 

Africa when the price 
recovers

From a long-term growth perspective, given the declining endowment base in South Africa we recognise 
the need to maintain the optionality of accessing ore-bodies elsewhere in Africa when the price recovers. 
After a diligent targeting process, we have identified a list of opportunities that have the potential to provide 
Kumba with this longer-term optionality. We are maintaining a watching brief on this list to ensure that we 
remain in a position to engage these targets should it become viable.  

Image: Load and haul truck operations in the Leeuwfontein pit at Kolomela mine. 
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STRATEGIC FOCUS AREA 

2. HOW TO WIN

Our second strategic focus area relates to how we deliver on our ambitions. We have identified 
and prioritised a key set of activities aimed at extracting maximum value from the ore body, by 
optimising production, investing in step-change technology and increasing operational efficiencies 
through implementation of the new operating model. 

Redesign mine pits to 
extract maximum value

We redesigned the Sishen 
and Kolomela mine pits to 
extract maximum value 

from the ore body in a 
lower price environment, 

and we will optimise 
production in line with 

the available rail capacity 
on the Sishen/Kolomela-
Saldanha iron ore export 

channel (IOEC)

We have redesigned the Sishen and Kolomela pits to extract maximum value from the ore bodies in 
a lower price environment. This is in line with our strategy to focus on value (cash generation) over 
volume to safeguard the mines’ viability at lower prices. 

■■ At Sishen, the pit has been reconfigured in 2015 to a lower cost shell design over the reserve life and as a 
result mining activities, equipment requirements and people structures have been adjusted accordingly. 
The mine is expected to produce ~ 27 to 28 Mt of iron ore and ~150 to 160 Mt of waste. This will result in 
an increase in the strip ratio to around four, over the medium term. During 2017 we will target an average 
improvement of 20% in mining equipment efficiencies. The mine has built stockpiles and contractor 
capacity is in place to mitigate risks in delivery. Sishen mine will continue to explore opportunities to feed 
the plants from secondary sources.

■■ At Kolomela, mining is now concentrated in the Leeuwfontein and Klipbankfontein pits with re-opening of 
the Kapstevel pit in 2017.  Kolomela is expected to exceed production of ~13 to 14 Mtpa in 2017, with 
further improvements in plant efficiency and throughput rates delivered by the Operating model. The ramp 
up of the DMS modular plant is expected to be completed in 2017 and will add 0.7 Mtpa.  Waste guidance 
remains at 50 Mt to 55 Mt with an average strip ratio of ~3.9 in the medium term and the average  life of 
mine strip ratio of 3.8.

Sustainably operate 
mines at a lower unit cost
We will sustainably operate 
Sishen and Kolomela at a 
lower unit cost to remain 

competitive through a lean 
support structure and core 
cost base and a step-up in 

productivity 

We aim to sustainably operate our mines at a lower unit cost to remain competitive through a lean 
support and core cost base and a step-up in productivity.   

Kumba will maximise the return potential of its assets through productivity initiatives and using the Operating 
Model while maintaining strict cost discipline, these initiatives will:
■■ Increase mining efficiencies
■■ Improve geological confidence and mine to plan compliance
■■ Build buffer stockpiles
■■ Enhance plant efficiencies
■■ Maintain the focus on product quality

 
Kumba will aim to keep Sishen’s unit cash cost growth below mining inflation and offset higher mining 
volumes through productivity improvements and strict cost management given the higher waste 
requirements for 2017 of ~ 150 to 160 Mt.
Kolomela’s unit cash costs are likely to increase principally due to the commissioning of the DMS modular plant.

DRIVING LOWER UNIT COSTS: OUR 2016 PERFORMANCE
During the year strict cost discipline continued to deliver meaningful results:
  Restructuring of Sishen mine to a lower cost pit shell and increased productivity at Kolomela lowered costs by US$4/tonne
  Reduction in capex due to reconfiguration at Sishen realised savings of US$8/tonne
  Price realisation lowered the breakeven price by US$7/tonne
   Impact of the section 189 at Sishen mine increased costs with once-off US$2/tonne
  Total uncontrollable costs (mainly currency) declined by US$3/tonne

 
With these savings Kumba achieved an all-in average cash breakeven price of US$29/tonne compared to US$49/tonne in 2015, 
lower than the bottom of the guided range of US$32 to US$40/tonne.
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PERFORMANCE AGAINST
STRATEGIC OBJECTIVES CONTINUED

Use technology to extract 
maximum value from ore

We will focus on step-
change technology to 

extract maximum value 
from ore

Technology remains an important lever to improve safety, efficiencies and resource utilisation. Our 
immediate focus is on using proven ultra-high DMS technology to beneficiate ore as low as 40% Fe. Over 
the longer term, alternative concentrate technologies could treat ore as low as 30% Fe, thereby lowering 
the cut-off grade and sustain Sishen post its current mine life.  

We are currently implementing a technology roadmap that seeks to accelerate the adoption of 
technology to improve safety, efficiency and resource utilisation, in the process delivering greater value 
to all stakeholders. 

The roadmap has been divided into three different horizons: 
■■ Implementing the best possible technologies available today to improve safety, help operators to maximise 

productivity and efficiencies while driving down costs and optimising the value chain (one to four years)
■■ Removing people from harm, building integrated autonomous operations and implementing real-time 

efficiency management (four to eight years)
■■ Smart mining in the future, which incorporates clean and sustainable mining using the latest 

technological advancements (+eight years)

Over the past two years, the team has aggressively implemented new technology at Sishen and Kolomela. 
Recent successes include: 
■■ The use of high-tech geophysical modelling techniques that have improved our understanding of where 

best to look for new deposits in the Northern Cape
■■ The conversion of drilling equipment to full automation at Kolomela, improving drilling efficiency and the 

quality of drilled holes, lowering drilling costs and improving safety by limiting dust and noise exposure 
for operators  

■■ Implementing advanced process control (APC) at Kolomela, contributing to an increase in plant throughput 
and a 2% increase in the lump:fine ratio

■■ Dispatch modular upgrades at Sishen and Kolomela  
■■ Assessing beneficiation technologies for application to ultrafine material to unlock value from what was 

previously regarded as waste material to saleable grade  

Implement the Kumba 
Way of Work

We will implement the 
Operating Model to ensure 
the right people are in the 
right roles to produce the 
right outcomes through 
effective processes and 

systems

The ‘Kumba Way of Work’, is a structured management system underpinned by the Operating Model, 
that provides a sequenced and repeatable set of work steps that guide people to achieve the intended 
purpose of their team’s work in the most efficient manner. By assisting in achieving stability, reducing 
variation and providing clarity, the Operating Model is a critical element of our cost-cutting drive across the 
business. 

During 2016 the Operating Model implementation schedules were updated and revised for both Kolomela 
and Sishen to account for the delays experienced in the first half of the year as a result of the restructuring 
at both mines. The new schedules are extremely aggressive and will require diligence in their execution. 
The immediate focus for Kolomela has been on stabilising the plant and implementing work management 
in the heavy mobile equipment (HME) section. The focus at Sishen has been on work management 
implementation in the HME section and throughout the rest of mining. 
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STRATEGIC FOCUS AREA 

3. KEY ENABLERS

Delivering on our strategic commitments on ‘where to play’ and ‘how to win’ requires a 
strong focus on our key strategic enablers. This includes reinforcing our reputation across all 
stakeholder groups, aligning our marketing and operational activities, demonstrating leadership 
on responsible citizenship, displaying care for safety, health and the environment, and providing 
extensive support to our employees to help them through the Kumba change journey. 

Align marketing and 
operational activities
We will align marketing 

and operational activities 
to ensure that product 

produced efficiently 
matches sales needs 

By understanding our clients’ expectations we are able to develop and deliver the appropriate high-
quality products, allowing us to strengthen our relationships with clients and consolidate our position in an 
increasingly competitive global market. We undertake customer segmentation studies to understand which 
of our customers value particular physical and/or chemical properties in our products. Together with mine 
planning information, we use this information to tailor our product specifications to better match customer 
demands. 

Our approach to producing ore for the export market at our Sishen and Kolomela mines is outlined in the 
following diagram: 

Sishen mine Kolomela mine

PRODUCING ORE FOR THE EXPORT MARKET

DMS plant uses a 
sink-float process 

to separate ore 
from waste

Jig plant uses 
pulsating technology 

to remove waste 
material from the ore

Process A Process B

Dry crushing and screening employed 
to produce lump and fine direct shipping ore

Process C

Ore from Sishen and Kolomela mines 
is railed to Saldanha Bay to be combined 
into Kumba’s high-grade export products 

that have a high iron content, superior 
physical properties, low moisture, 

and low undersize

In addition we seek to create and supply a product of consistent and 
reliable quality (ISO 9001, 14001 and 17025 laboratory certification).

This year our total export sales of 39.1 Mt were 4.4 Mt lower than in 2015, as a result of planned lower 
production at Sishen. Domestic sales to ArcelorMittal SA amounted to 3.4 Mt.

Reinforce our reputation 
for quality and 

consistency
We will reinforce our 

reputation for product 
quality and consistency

Given that we cannot compete with the large iron ore producers in terms of volume and proximity to China, 
we will compete by reinforcing our reputation for consistently delivering a high-quality product. Our 
high average Fe content (64.1%) and lump to fine ratio (64% lump) remain critical as they enable us to 
differentiate and sell our products in an over supplied iron ore market and attract price premiums relative to 
standard products sold in the market. 

Since 2012 we have been placing a particular emphasis on maintaining product quality and increasing lump 
ratio, as both of these features attract premiums against the standard product sold in the market.
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PERFORMANCE AGAINST
STRATEGIC OBJECTIVES CONTINUED

OUR 2016 PERFORMANCE
We have performed well this year in maintaining the quality and consistency of both our standard lump and standard fine product:

   Kumba’s FOB price improved by US$11/tonne for 2016, driven by stronger iron ore prices, lower freight and improved prices 
across our customer geographies. (The average Platts 62% index increased only by US$3/tonne.)

   Kumba maintained a balanced customer portfolio and we are able to select customers who value the qualities of our products.

OUR 2016 PERFORMANCE: FOCUSED ENGAGEMENTS
   Following an extensive engagement process, the Department of Mineral Resources (DMR) has granted the residual 

21.4% undivided share of the mining right for the Sishen mine to SIOC. As a result, SIOC is now the exclusive holder of the right 
to mine iron ore and quartzite at the Sishen mine. This residual mining right will be incorporated into the 78.6% Sishen mining 
right that SIOC converted in 2009. The Notarially Executed Amendment to the Sishen mining right to cater for the inclusion of 
the residual 21.4% undivided share was done on 1 March 2017. The next step is to register the amendment in the Mineral and 
Petroleum Titles Registration Office, this is currently in process.

   We have continued to consult extensively with our employees, initiated under the facilitation of the Commission for Conciliation, 
Mediation and Arbitration (CCMA) regarding the restructuring process across the Company. 

   Following the closure of Thabazimbi mine, we have concluded an agreement to transfer the operation, including statutory 
obligations. An appropriate stakeholder process has been developed to communicate the rationale and potential collective 
benefits of this transfer, and to ensure appropriate stakeholder contributions and engagement in the transfer process. 

=   We have had regular engagement with the DMR throughout the year, both through the Chamber of Mines and bi-laterally, on 
the draft revised Mining Charter published in April 2016. The most contentious item has been the ownership element, where 
the ‘once empowered, always empowered’ principle has been rejected, ownership is to be measured at mining licence level, 
and employees, communities, and entrepreneurs must have a minimum of 5% ownership each. This would require wholesale 
restructuring of existing deals and topping up where BEE owners have exited, which the mining industry will not be able to afford.

=   Relocation of the Dingleton community to a new purpose-built suburb in Kathu is largely completed, ensuring full adherence 
with requirements set out in International Finance Corporation (IFC) Performance Standards; ongoing engagements are being 
undertaken with a small number of community members who are refusing to leave.

    Kumba has concluded an agreement with the South African Revenue Service (SARS) to settle a dispute relating to assessments 
received for the years 2006 to 2010 inclusive, and the tax treatment of the relevant issues in the years 2011 to 2015 inclusive, for 
a full and final total settlement amount of R2.5 billion. The settlement will be paid in full in Q1 2017, with appropriate adjustments 
made for current advance payments held on account. The 2016 tax charge was computed on a basis that is consistent with the 
settlement agreement.

Further details on our sales during the reporting period are provided below.

EXPORT SALES AND PRICES

2016 2015 2014

Total export sales (Mt) 39.1 43.5 40.5
Contract (%) 72 72 72
Spot (%) 28 28 28
Average FOB price realised (US$/tonne) 64 53 91

EXPORT SALES GEOGRAPHICAL SPLIT

% 2016 2015 2014

Europe/MENA/America 14 10 10
Japan and Korea 17 20 21
India and other Asia 5 7 12
China 64 63 57

Total 100 100 100
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Proactively engage with 
key stakeholders

We will proactively engage 
with key stakeholders to 
reinforce our partnership 

approach 

Ensuring proactive engagement with our key stakeholders, and being held to account by them on 
our performance and disclosure, assists us in delivering on our strategic focus areas. Interacting 
with stakeholders has become particularly important in the context of the current challenging operating 
environment. We will continue to engage with all our key stakeholders on a frequent basis to ensure that they 
are kept informed of significant changes impacting their relationship with the business. 

A brief overview of some key stakeholder initiatives during the year is presented on page 48. 

CSR

Provide leadership 
through responsible 

citizenship
We will provide leadership 

through responsible 
citizenship, displaying care 

for safety, health and the 
environment

We believe strongly that demonstrating leadership in responsible citizenship makes us more 
competitive: it safeguards the health and safety of our employees, assists us in attracting and 
retaining skills, minimises our environmental footprint, enhances resource efficiencies, and is 
essential in maintaining our social licence to operate. 

The following tables provide a brief review of our performance on our most material safety, health 
and environmental issues, as well as of our performance on social investment activities. A more 
detailed review of our sustainability performance is provided in our sustainability report, available at

Further detail is provided in our review on addressing stakeholder interests on page 30 to 32. 

http://www.angloamericankumba.com/investors/annual-reporting.aspx.

Image: Lizinda Members, a drill rig operator and Tebogo Ernest Bolokang, a drill rig assistant in the operator cab of a CAT C313 drill rig in the Leeuwfontein pit at 
Kolomela mine.
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PERFORMANCE AGAINST
STRATEGIC OBJECTIVES CONTINUED

SAFETY
   Two fatalities (2015: 0) 

  35 lost-time injuries, down from 41 in 2015 

  Lost-time injury frequency rate (LTIFR) of 0.28 against our target of 0.20 (2015: 0.23) 

  Total recordable case frequency rate (TRCFR) of 0.78 against a target of 0.78 (2015: 0.89)

  39 high potential incidents, significantly down on 76 in 2015
=   Strong focus this year on managing our top 10 priority unwanted events, improving the monitoring and effectiveness of critical 

controls, and improving reporting of high potential incidents and high potential hazards

HEALTH
   No new cases of noise-induced hearing loss (NIHL) down from 7 in 2015

  23 new TB cases diagnosed, higher than the 21 cases recorded in 2015

  92% of all employees tested in our HIV Counselling and Testing campaigns (Target: 90%; 2015: 90%) 
=   Exposure reduction plans, and comprehensive medical surveillance programmes, continue to be implemented with the primary 

focus on noise and dust

ENVIRONMENTAL
   No significant ‘medium’ or ‘high impact’ (levels 3 to 5) environmental incidents reported (2015: 1)

   Exceeded our water savings target, saving 6.7 million m3 of water (target: 5.6 million m3) and on track to meet our Company-wide 
water target of reducing water consumption by 34% by 2020 

    Emitted 0.94 million tonnes of CO2e (Mt CO2e), a 22% reduction on 2015, exceeding our targeted 0.7% reduction

   27 environment-related community complaints at Sishen and Kolomela (2015: 23) relating mainly to water supply, potential 
sinkholes forming within the Gamagara River and wild animals killing goats on a farm

   PM10 dust emission levels continue to pose a challenge at Sishen 

   Progress in addressing rehabilitation backlogs continues to be impacted by low top soil volumes and financial constraints. 
20.5 ha rehabilitated at Sishen (target: 13 ha) and 14.5 ha at Kolomela (target: 20 ha)

COMMUNITY SOCIAL ISSUES
   Spent R2.85 billion on suppliers based in the communities within 100 km radius of our operations (2015: R5.67 billion), 

representing a 25.9% of total supplier expenditure (2015: 29.2%), exceeding our target of 20%

   Spent R8.5 billion on HDSA businesses (2015: R15.2 billion)

  Spent R1.3 million to fund seven SMEs, creating around 101 new jobs
=   Our social spend was R67 million, in line with our target of 1% net profit after tax

   247 community complaints were submitted through formal procedures at our various operations, mainly relating to the Dingleton 
resettlement and to environmental impacts (such as blasting and dust) from Sishen mine’s operations. All were assessed and 
235 were resolved 
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Provide extensive 
support to our employees

We will provide extensive 
support to our employees 
to help them through the 
Kumba change journey 

Challenging conditions in the iron ore market have necessitated the creation of a leaner and more 
effective, product-focused business. During 2015 and 2016 we have reconfigured our Sishen and 
Kolomela mines through revised mine plans and organisational restructuring, while ensuring that we have 
the most capable people in the right roles to deliver effectively and efficiently on our strategic objectives.  
The decision was also made to close the Thabazimbi mine.

Regrettably, this restructuring process has resulted in a significant reduction in workforce numbers over the 
last two years. Throughout this difficult process, we have sought to manage retrenchments as transparently 
and fairly as possible. At year end, our workforce totalled 8,332 employees, down from 11,790 in 2015. 
As a result of the restructuring process, Kumba’s employee turnover rate (measured as the number of 
permanent employee resignations as a percentage of total permanent employees, including voluntary 
separation packages) was 49.5% significantly up from 13% in 2015. Excluding the retrenchment of 
2,500 full-time employees, the rate was 4.5%, which is well below the 7.6% industry benchmark. 

This year, the change process focused on reducing the number of direct roles (involved in production) 
at Sishen mine, to meet the needs of a smaller, more focused operation. The total restructuring exercise 
(including the 30% reduction in headcount of Sishen mine support services in 2015) resulted in a 
32.5% reduction in headcount at Sishen, affecting permanent employees and contractors. During the 
year nine employees at Sishen were transferred to Kolomela mine. At our Thabazimbi mine, which 
ceased all activities in 2016, the second phase of retrenchments was effected during May 2016. This 
involved 333 permanent employees and five fixed-term employees. At year end, the mine had 63 full-time 
permanent employees and 25 full-time contractor positions, to manage the closure.
 
We have made concerted efforts throughout the year to support employees in managing the 
challenges associated with the organisational restructuring. We have implemented a culture programme 
aimed at creating a work environment that will encourage employees to willingly give their best to support 
this. We held workshops on building resilience, entrepreneurial skills and career guidance, and offered 
workshops on financial issues. A holistic employee assistance programme for all staff is provided 
through a dedicated support hub. To help individuals to cope emotionally we have expert counsellors on 
site. We offer one-on-one coaching on coping with change, and on health and wellness counselling, as well 
as coaching sessions for managers. To assist employees in managing the change process we have run 
workshops on building resilience, entrepreneurial skills and career guidance. We also offer workshops 
on financial counselling, early retirement, debt counselling, and pension and provident fund advice. 
Counselling services are available for all employees, including through a confidential 24-hour helpline. 

All employees retrenched during 2015 and 2016 were offered R12,000 in financial support for skills 
acquisition in any area. A total of 610 applications, amounting to R6.54 million, were processed and 
directed to various training providers. We also provided non-financial skills development support including 
housing assistance for three months. 

Industrial relations have been stable amid changes in union representations at the mines. Membership 
within bargaining units is still dominated by NUM at 56% of the total bargaining unit population. AMCU 
membership at 22% and Solidarity at 16%. 

Further information on our activities in supporting employees is provided in our sustainability report.

EMPLOYEE ENGAGEMENT AND SUPPORT: OUR 2016 PERFORMANCE
   Industrial relations continue to be stable, with no work stoppages experienced since 2012 

=  Total employee headcount of 8,332, down by 3,458 on 2015

=    Labour turnover increased to 49.5% in 2016 (2015: 13%) due mainly to the organisational restructuring and retrenchments 
across the group

   Invested R211 million on employee training and development (4.6% of total payroll) (2015: R275 million; 6.9% of total payroll)


