
90 Kumba Iron Ore Limited Integrated Report 2016

HUMAN RESOURCES AND REMUNERATION 
COMMITTEE CHAIRMAN’S REVIEW

GOVERNANCE: HUMAN RESOURCES AND REMUNERATION COMMITTEE CHAIRMAN’S REVIEW

Allen Morgan
Chairman of the Human Resources and Remuneration Committee 
(Remco)

2016 has been a year of profound change for Kumba. During 
the year there was significant further restructuring across the 
Company, particularly at Sishen mine where there was a 32.5% 
reduction in headcount. In February, Anglo American announced 
its intention to restructure its portfolio in Kumba, while in 
September, we welcomed Themba Mkhwanazi as Kumba’s new 
Chief executive, following the departure of Mr Norman Mbazima 
who stepped down to focus on his role as Deputy chairman of 
Anglo American South Africa. I wish to thank Norman for his 
strong leadership over the last four years, steering the Company 
with great skill through what has been a particularly challenging 
time for the Company. I am very pleased to welcome Mr Themba 
Mkhwanazi, who brings valuable technical and management skills 
and experience from across the mining sector. I look forward to 
working with Themba in the years ahead. 

Our remuneration activities this year have been affected by 
the tough operating environment. These conditions have 
highlighted the importance of driving further efficiencies across 
the Company, to ensure retention of skills and of having effective 
human resource and remuneration policies in place.

PROMOTING OUR STRATEGIC OBJECTIVES THROUGH 
FAIR AND TRANSPARENT REMUNERATION
My overarching responsibility as Chairman of Remco is to ensure 
that the principles of accountability, transparency and good 
governance are followed across all remuneration-related matters 
in the Company, and that a critical link is maintained between 
executive remuneration and the Company’s performance 
against its strategic objectives. As a Committee, one of our 
most important functions is to ensure that Kumba has the right 
policies and practices in place to attract, motivate and retain 
the right talent for the Company, especially at the executive 
and operational level. 

As reviewed in more detail in our Remco report, our general 
pay structure comprises a combination of cash, benefits and 
incentives (both short term and long term) designed to ensure 
delivery of our strategy, and a defined set of key performance 
indicators. Each year the Committee reviews the skills profile 
of the Company and its leadership team, and when necessary 
it adjusts the remuneration plans and policies accordingly. We 
also review the terms of reference for the Committee to ensure 
that it aligns with regulatory requirements and governance best 
practice. This year, we updated the terms of reference to align 
with the recently launched principles introduced in the King IV 
Report on Corporate Governance for South Africa 2016.

As a Committee, we participate in all decisions relating to 
senior appointments and promotions, and we undertake 
annual evaluations of the performance of Kumba’s executive 
directors and Exco to ensure that their remuneration is linked to 
performance. In February each year we agree the indicators used 
to assess the performance of each director, and in November we 
assess their performance against these identified measures. The 
role of these indicators, which informs executive remuneration, 
is to incentivise and reward performance in delivering on the 

Our remuneration activities for this year were dominated by Kumba’s response to the 
volatile market conditions and subsequent restructuring at Sishen mine. These volatile 
conditions continued to place significant pressure on the Company’s business model 
and its employees, heightening the importance of having effective human resource 
and remuneration policies.
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Company strategy over the short, medium and long term. Specific 
details on the executive remuneration of the Chief executive 
and Chief financial officer in relation to annual performance are 
provided in the remuneration report (see pages 100 to 102). 

The Committee is responsible for reviewing Kumba’s disclosure 
on remuneration in its annual integrated report, and for ensuring 
that this disclosure is straightforward, accurate and complete, 
and aligned with best practice governance requirements. This 
disclosure should provide sufficient forward-looking information 
for shareholders to assess the remuneration policy and approve a 
resolution in terms of section 66(9) of the Companies Act, 2008. 

RESPONDING TO STAKEHOLDER FEEDBACK ON OUR 
REMUNERATION ACTIVITIES
During the year we received some constructive feedback on our 
2015 remuneration report. Meetings between shareholders, 
proxy advisers and the Chairman of the Board, the Company 
secretary and myself were proactively held prior to the 2016 AGM 
for the Company to understand gaps and areas of improvement in 
our remuneration philosophy, implementation and reporting.

CHANGES TO THE BOARD AND REMCO
In addition to the appointment of Mr Themba Mkhwanazi 
as Chief executive, there were various other changes to the 
Board this year, which are described in more detail in the 
Chairman’s review (page 7) and governance section (page 83). 
Some of these changes impacted the membership of Remco. 
On 31 December 2016, Mr Litha Nyhonyha resigned as an 
independent non-executive director after five and a half years of 
service on the Board, including 18 months on Remco. I wish to 
thank Litha for his contribution to the work of the Board and the 
Committee.

Given the nature of its responsibilities, it is important to ensure 
that Remco members have specific skills and expertise in 
human resources and remuneration, including the right depth 
of experience and independence to ensure the functioning of 
the Committee. The composition and independence of Remco 
is critical. We are in the process of reviewing the membership 
of the current committee, and looking to proactively recruit new 
directors with specific skills in the remuneration field to ensure 
that we have the right depth of experience and independence 
to ensure a smooth succession process within Remco over the 
longer term. 

KEY DECISIONS AND ACTIVITIES THIS YEAR
Given the tough operating environment, we had to balance the 
drive for strict financial prudence with the imperative of retaining 
the skills and experience needed to implement Kumba’s ambitious 
turnaround strategy. While we acknowledge the concerns of 
shareholders and other stakeholders for restraint in executive pay, 
we believe strongly that our remuneration policy must remain 
sufficiently competitive to retain and motivate the required talent. 
A critical objective has been to ensure that we have the appropriate 
short-term incentives in place to retain the necessary technical 
skills for Kumba’s turnaround, particularly given the potential for 
skills loss and migration in this volatile environment.

I would like to highlight the following decisions the Committee 
took during 2016 (further detail on the Committee’s decisions 
over the year are provided on page 93):
■■ As a cost containment initiative, we approved a 2016 salary 

freeze for all executives, and for all employees on senior 
management categories. 

■■ On the recommendation of Remco and the Board, shareholders 
approved a freeze to non-executive director remuneration.

■■ We reviewed and approved the 2016 share allocation awards 
under the Deferred Bonus Arrangement (DBA) and long-term 
incentive plan (LTIP) for the Chief executive and senior 
management. Due to the low share price at the time of 
allocation, the number of shares allocated was higher than in 
the previous years but still in line with policy. The volume of 
outstanding shares is less than 1% of issued capital; the 
approved aggregate limit for the DBA and LTIP share schemes 
is 10% of the issued share capital, but remain appropriate if 
considered over a three to five-year period.

■■ We continued to play an important oversight role regarding the 
human resource issues relating to the Thabazimbi closure and 
the restructuring processes at our Sishen and Kolomela 
operations, ensuring that due process is followed, and that 
employees are supported in managing the challenges 
associated with the organisational restructuring process.

Unwinding of the Envision II ESOP scheme
Unfortunately the decline in Kumba’s share price, resulting from 
the volatile commodity price environment, had a substantial 
negative impact on the second phase of Kumba’s broad-based 
employee share ownership scheme, Envision. Since 2011, 
the scheme has ensured that permanent employees below 
management level have become active stakeholders by having 
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a direct interest in the Company’s profit, collectively holding 3% 
ownership of SIOC. Over Envision’s second tenure of five years 
R557 million was distributed to employees as dividend payments 
(~R75 000 per employee after tax). Sadly, when the second 
five-year phase of the scheme matured in November 2016, 
there was no capital pay out to participants as the outstanding 
loan amount was more than the value of Envision shares at 
unwinding. In anticipation of this outcome, we implemented a 
structured communications plan to manage expectations and to 
address queries regarding the dividend and maturity payments. 
The scheme has since been concluded and management is 
currently exploring various options for another employee share 
scheme or similar programme. In doing so, we will be assessing 
the implications of the revised Mining Charter requirements, once 
these have been clarified.

YEAR AHEAD
A key development in 2017 will be the negotiation and finalisation 
of a new wage agreement with recognised unions. The three-
year wage agreement that we successfully concluded in June 
2014 with the National Union of Mineworkers (NUM) and 
Solidarity for bargaining category employees, will lapse in June 
2017. Since conclusion of the 2014 agreement we have seen 
an increase in membership of the Association of Mineworkers 
and Construction Union (AMCU) at Sishen and Kolomela, and 
a reduction in Solidarity membership at Kolomela. Membership 
within bargaining units is still dominated by NUM at 56% of the 
total bargaining unit population.

Under the guidance and mandate from Remco, management will 
engage actively with the recognised unions during the second 
quarter of 2017 to negotiate for a new wage agreement to be 
implemented from 1 July 2017. While we anticipate some tough 
discussions, I am confident that together we can conclude the 
negotiations with the same constructive and positive approach 
that characterised our previous negotiations, and that has been 
reflected in the very stable industrial relations climate that Kumba 
has enjoyed despite the significant restructuring.

APPRECIATION
I would like to thank my colleagues on the Committee for their 
assistance this year in delivering on our important responsibilities 
for progressive remuneration policies and practices. I extend my 
thanks also to Mr Themba Mkhwanazi and his executive team for 
their dedication and hard work over the year.

In closing I would like to extend my gratitude to Mr Frikkie Kotzee 
and Ms Avanthi Parboosing for their unwavering support and 
contribution during their tenure. They will be greatly missed 
and I wish them well for the future. 

Allen Morgan
Chairman: Remco 

8 March 2017
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KEY REMUNERATION DEVELOPMENTS AND ACTIVITIES 
OF REMCO 
The following are some of the key developments and activities of 
Remco during 2016:

Changes to the membership of Remco 
■■ Litha Nyhonyha, independent non-executive director and 

member of the Remco, resigned with effect from 31 December 
2016. Litha served on the committee since July 2015.

Key management changes during 2016
■■ Mr Norman Mbazima decided to step down as Chief executive 

officer of Kumba Iron Ore Limited after four years to focus on 
his role as Deputy Chairman of Anglo American South Africa, 
with effect from 31 August 2016.

■■ Mr Themba Mkhwanazi has been appointed as Chief executive 
officer with effect from 1 September 2016, following Norman 
Mbazima’s decision to step down.

■■ Mr Billy Mawasha, the Executive head of technical services 
and projects, was appointed as an acting Executive head of 
operations with effect from 1 October 2015 until 31 January 
2016. Mr Mawasha was subsequently transferred to the 
position of Executive head of operations and integration with 
effect from 1 February 2016.

■■ Mr Glen Mc Gavigan was appointed as Executive head of 
technical services and projects with effect from 1 August 2016. 
Mr Mc Gavigan also serves on the Executive Committee of the 
Company, and has been appointed as a prescribed officer of 
Kumba. 

Subsequent to year end
■■ Mr Frikkie Kotzee decided to step down as Chief financial 

officer of Kumba after five years, with effect from 11 May 2017.
■■ Mr Alex Mgadzah decided to step down as Executive head of 

safety and sustainable development after six years, with effect 
from 28 February 2017.

■■ Ms Avanthi Parboosing decided to step down as Company 
secretary after three years, with effect from 30 June 2017.

The iron ore market has continued to be volatile and consequently 
the Company’s share price has had a significant negative impact 
on the Employee Share Ownership Plan (Envision). As a result 
of the fall in the Kumba share price, the Envision unit value also 
fell to zero since March 2015. Envision phase II came to an end in 
November 2016 and has been unwound. At inception of Envision 
phase II, the Envision Trust took on a loan from SIOC to purchase 
SIOC shares. The outstanding loan amount was more than the 
value of Envision shares at unwinding, effectively meaning that 
the Envision unit value was negative and there was no capital 
payout to participants. The committee also took the following key 
decisions during 2016:
■■ Due to tough operating conditions, the committee approved 

a 2016 salary freeze for executives and employees on 
management categories as a cost curtailment initiative.

■■ Reviewed and approved the 2015 performance assessments 
and performance incentive payments for the Chief executive 
and prescribed officers.

■■ Reviewed and approved the 2016 share allocation awards 
under the Deferred Bonus Arrangement (DBA) and long-term 
incentive plan (LTIP) for the Chief executive, and senior 
management. Due to the low share price at the time of 
allocation, the number of shares allocated was higher than in 
the previous years. The volume of outstanding shares is less 
than 1% of issued capital. The approved aggregate limit for the 
DBA and LTIP share schemes is 10% of the issued share 
capital and remains balanced as a result of low past awards.

■■ Approved the 2016 performance conditions for LTIP.
■■ Approved 2016 performance contracts of the Chief executive, 

the Chief financial officer as well as prescribed officers.
■■ Considered recommendations in relation to non-executive 

director remuneration for final recommendation by the Board 
to shareholders; The shareholders, on recommendation from 
Remco and the Board, approved a freeze to non-executive 
director remuneration. 

■■ Reviewed and approved the emergency and succession plans 
for executive directors and other senior executives of the 
Company. 

■■ Reviewed the remuneration disclosure in the integrated report 
to ensure that it was accurate and transparent and provided 
sufficient forward looking information for the shareholders to 
assess the remuneration policy and for passing a resolution 
in terms of section 66(9) of the Companies Act, 2008.

■■ Oversaw and guided the Thabazimbi closure, Sishen mine and 
Kolomela mine restructuring, specifically in relation to all 
human resource-related matters. 

■■ Approved restructuring of executive packages to comply with 
the newly legislated retirement reforms at no extra cost to 
Company. 

■■ Noted the unwinding of Envision phase II and approved the 
related communication plan. There was no capital payout to 
participants as the outstanding loan amount was more than the 
value of Envision shares at unwinding, effectively meaning that 
the Envision unit value was negative.

OBJECTIVES OF THE REPORT 
This report covers the following aspects of remuneration in 
Kumba:
Part one
■■ Roles, responsibilities and constitution of Remco.
■■ An overview of key elements of remuneration for all employees, 

with detailed explanations for executive directors, prescribed 
officers and non-executive directors.

■■ An overview of reward policy and practices within Kumba.

Part two
■■ Details of remuneration outcomes and activities in 2016, 

namely remuneration paid to directors and executive 
management during 2016, including details of incentives 
awarded during the year and how they relate to performance. 
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REMCO
Role of Remco and terms of reference
Remco assists the Board with remuneration policies and 
programmes in line with Company strategy and objectives, with a 
specific focus on executive and prescribed officer remuneration. 
Remco’s governance activities include:
■■ Approving:

 –  Annual performance targets for both the Chief executive 
officer and the executive management team 

 –  Performance conditions and measures, objectives and 
targets for all performance-related rewards, fixed, variable 
and long term

 – Reward policies and programmes
 –  Overall cost of remuneration increases awarded to 

employees, including the costs of short- and long-term 
incentives.

■■ Reviewing and making recommendations to the Board on:
 –  Evaluation of the performance of executive directors against 

targets and business objectives
 –  Remuneration of executive directors and executive 

management, including short-term incentive payments and 
long-term share awards, directly linked to the achievement of 
Company and individual performance targets.

The full Remco terms of reference are available on Kumba’s website: 

Membership of Remco
The committee comprises the following independent  
non-executive directors:
■■ AJ Morgan (Chairman)
■■ F Titi
■■ Z Bassa

Frequency and attendance of committee meetings
In addition to committee members, the Chief executive, Executive 
head of human resources and the Anglo American plc Group 
head of reward attend meetings of the committee. Directors are 
not involved in any decisions regarding their own remuneration 
and are recused from such discussions and deliberations. 

Remco met five times during the year and attendance is presented 
in the table on page 86. Abridged biographies for the members of 
Remco are available on pages 16 to 17 of this report as well as on 
the Company website at:            www.angloamericankumba.com/about-us/

leadership-teams/our-board.aspx.

REWARD APPROACH
Our remuneration philosophy underpins our strategy
Our reward philosophy forms an integral part of our employment 
ethos and supports Company strategy. Our reward strategy aims 
to:
■■ Motivate and engage employees to increase their level of 

commitment resulting in high levels of performance of 
individuals and teams

■■ Facilitate the attraction and retention of top talent and those 
employees with critical skills

■■ Maintain Kumba as an employer of choice
■■ Target the market median in respect of fixed pay, with variable 

performance-related pay, both short and long term, included in 
the total reward offering to ensure market competitiveness

■■ Ensure the fair, equitable and consistent application of our 
remuneration principles and policies

■■ Allow employees to share in the performance of the business.

Remco has the overarching responsibility to ensure that the 
principles of accountability, transparency, sustainability and good 
governance are enacted in all remuneration-related matters. This 
includes the critical link between executive remuneration and 
performance against strategy, with the ultimate aim of creating 
shareholder value.

ELEMENTS OF REMUNERATION
The key elements of our remuneration framework and 
structure which guides payments to all employees are shown 
on the following page, with a focus on executive directors and 
prescribed officers.

REMUNERATION REPORT CONTINUED

GOVERNANCE: REMUNERATION REPORT

www.angloamericankumba.com/investors/corporate-governance.aspx.
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STRATEGIC INTENT
REMUNERATION 
ELEMENTS PAY DELIVERY ELIGIBILITY

Base salary ■■ Attract people with the 
necessary competencies 
(knowledge, skill and attitude) 
to add value to our business

■■ Retain competent, high-
performing employees who 
are engaged and 
demonstrate company values

■■ Ensure that pay is competitive 
and market-related

■■ Comply with legislative 
provisions and negotiated 
contractual commitments

■■ Support high-performing 
individuals and teams by 
aligning reward with 
performance

■■ Reinforce and enhance the 
principle that employees are 
key assets of our Company

Salary Monthly All employees

Benefits ■■ Employer contribution to 
selected retirement funds

■■ Subsidised medical aid
■■ Life and disability insurance 
■■ Housing allowances and 

five-year mortgage subsidy 
plan

■■ Study assistance for formal 
education

■■ Other allowances Job specific
Scarce skills
Transformation

Performance 
incentives

■■ Aim to align achievement of 
production, safety and cost 
targets at operational level

■■ Encourage the achievement 
of stretch targets at 
company/business unit/
functional/individual level

■■ Align management and 
shareholder interest

■■ Long-term retention

Performance bonus Cash paid on monthly, quarterly 
or bi-annual basis, depending 
on circumstances at each site

Bargaining unit 
employees

The incentive is delivered in two 
parts:
(i)  Annual cash incentive
(ii)   Deferred cash bonus with a 

holding period of one year 
before vesting

Entry-level 
management 
(Band 6/12)

The incentive is delivered in two 
parts:
(i)  Annual cash incentive
(ii)  Deferred bonus shares with 

a holding period of three 
years (five years for the Chief 
executive) before vesting

Senior management 
and above

Long-term 
incentives

■■ Retention of skills and direct 
alignment with shareholder 
interest

■■ Reward employees for 
contribution to long-term, 
sustainable Company 
performance

■■ Attract and retain key 
employees

■■ Long-term retention

Long-term incentive 
plan (LTIP)

Delivered in conditional shares 
with specific performance 
conditions attached

Executive directors

Forfeitable shares Delivered in forfeitable shares 
with a holding period of three 
years before vesting

Prescribed officers 
and selected senior 
managers, 
excluding executive 
directors

Participation in 
employee share 
ownership plan 
(Envision)

Units awarded in terms of the 
rules of the ownership plan

Junior management 
and below that do 
not participate in 
any of the other 
long-term 
incentives
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EXECUTIVE DIRECTORS’ AND PRESCRIBED 
OFFICERS’ REMUNERATION
Executive directors and prescribed officers receive remuneration 
appropriate to their scope of responsibility and contribution to 
operating and financial performance, taking into account industry 
norms, external market and country benchmarks.

The remuneration of executive directors and prescribed officers 
consists of fixed and variable components that are designed to 
ensure a substantial portion of the remuneration package is 
linked to the achievement of the Company’s strategic objectives, 
thereby aligning incentives awarded to the creation of sustainable 
shareholder value.

Fixed remuneration
The total package per role is compared to levels of pay at the 
market median in companies of comparable size and complexity 
within the industry. Annual salary reviews are conducted to 
ensure market competitiveness.

The Company contributes 12% of pensionable salary to approved 
retirement funds. Medical aid is subsidised at 60% of the 

contribution to a maximum amount determined by market 
comparisons. Risk insurance benefits include life cover and 
death-in-service benefits, subject to the rules of the approved 
Kumba retirement funds. 

A portion of the approved fixed package and the annual 
performance incentive elements of the former Chief executive 
(N Mbazima) and the Chief financial officer is determined and 
paid in terms of separate employment agreements concluded 
between Kumba International Trading SARL (KITSA) and the 
respective executive director for services rendered to KITSA 
outside South Africa. The remuneration paid by KITSA is 
calculated according to the time spent by the executive director 
on services performed offshore. These figures are included in 
the emoluments table on page 103 of this report.

Variable remuneration
Variable remuneration consists of two elements: an annual 
performance incentive; and long-term incentive plans that run 
over a three-year performance period (and an additional two-year 
holding period in the case of the Chief executive).  

ANNUAL PERFORMANCE INCENTIVE

Purpose The incentive is designed to reward and motivate the achievement of agreed Company financial, 
strategic and operational objectives, linked to key performance areas within cited employees’ respective 
portfolios. Through the deferred bonus arrangement, long-term sustained performance is encouraged.

Eligible participants Executive directors, prescribed officers and management employees.

Elements There are two elements to the incentive:
■■ An annual cash incentive, linked to performance during the financial year, payable at the end of March 

of the year following the end of the financial year; and
■■ A deferred bonus arrangement in which a proportion of the cash incentive is matched and awarded as:

i.  140% (150% for the Chief executive) of the cash incentive in deferred shares, which is awarded 
after the end of the relevant financial year. These bonus shares are linked to performance during 
the financial year in the same manner as the annual cash incentive, and are subject to a three to 
five-year (only for the Chief executive) holding period before vesting, during which it remains 
restricted. This is applicable to executive directors, prescribed officers and senior management.

ii.  70% of the cash incentive in deferred cash, which is awarded after the end of the relevant 
financial year. The deferred cash is linked to performance during the financial year in the same 
manner as the annual cash incentive, and is subject to a one-year holding period before vesting, 
during which it remains restricted. This is applicable to entry level management.

The deferred bonus shares as well as deferred cash will be forfeited if the participant leaves 
employment during the restricted period (except if the participant is a ‘good leaver’ under the 
DBA scheme rules). Participants earn dividends on the deferred bonus shares.

Performance measures Managers within Kumba are measured on business-specific strategic value drivers aligned to 
operational and/or mine-specific strategic priorities as approved by the Board. In 2016 emphasis was 
placed on the following: 
■■ Leading and lagging safety indicators including safety leadership.
■■ Total production and compliance to mine plan.
■■ Cost optimisation (unit cost, Sishen and Kolomela mines)
■■ Financial performance – EBIT, operating free cash flow (Kumba Iron Ore), earnings per share (as per 

Anglo American plc)



Kumba Iron Ore Limited Integrated Report 2016 97

Governance

ANNUAL PERFORMANCE INCENTIVE continued

Maximum value of annual 
performance incentive

The values of the annual performance incentive for executive directors and prescribed officers are:
Chief executive
The Chief executive’s annual incentive is determined by measuring performance against overall 
Company targets (75%) and specific, individual key performance measures (25%) approved by the 
Board. The cash element of the incentive is capped at 70% of basic employment cost (BEC).

Chief financial officer
The Chief financial officer participates in the Anglo American plc group performance management 
standard. This is based on a maximum on-target cash bonus percentage of 30%, an individual 
performance modifier (IPM) and a business multiplier (BM) that is determined at the end of the year, 
taking into account Kumba business performance against the targets set for the year.

Prescribed officers
As with the case of the Chief financial officer, prescribed officers participate in the Anglo American plc 
group performance management standard. This is based on a maximum on-target cash bonus 
percentage of 25% or 30% of BEC, an IPM and a BM that is determined at the end of the year taking 
into account Kumba business performance against the targets set for the year.

Business multiplier (BM) The BM is determined and approved by the Anglo American plc group management committee (GMC) 
at the end of the year, taking into account Kumba business performance against the targets set for the 
year. The business multiplier has ranged between 0.5 and 1.3 over the past years.

Individual performance 
modifier (IPM)

An IPM is based on individual performance ratings and is determined at business unit level and 
approved by the GMC. It ranges from 0 to 2.0.

Maximum value of 
deferred bonus shares 
award

The maximum face value of the deferred bonus shares award is 150% for the Chief executive and 
140% of the annual performance incentive for prescribed officers.

Changes in 2016 There were no changes in 2016.

KEY PERFORMANCE FOCUS AREAS FOR 2017 

Key results area Measure
Safety Leading and lagging indicators including safety leadership, fatalities, LTIFR, TRCFR and operational risk 

management.

Production ■■ Total production
■■ Compliance to mine plan

Cost ■■ Unit costs
■■ Additional agreed initiatives

Financial ■■ EBIT
■■ Operating free cash flow (Anglo American plc)
■■ Earnings per share (Anglo American plc)
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LONG-TERM INCENTIVES

LONG-TERM INCENTIVE PLAN (LTIP)

Description The LTIP consists of conditional awards of shares vesting after three years, subject to the achievement of 
stretching performance conditions. Full voting and dividend rights will only accrue from the vesting date.

Eligible participants Executive directors

Maximum value of the 
award

The maximum annual face value of the LTIP award is 150% of base salary for the Chief executive and 
100% of base salary for the Chief financial officer.

2016 performance 
measures

Two performance conditions, measured over a three-year performance period, apply to each award:

Performance indicator Weighting Threshold target Stretch target

Attributable return on capital 
employed (ROCE) achieved 50% 3% 13%

Total shareholder return 
(TSR) achieved 50% Median TSR ranking Upper quartile TSR ranking

TSR is further split into a 25% weighted JSE/FTSE mining index (this index is compiled by the FTSE but 
consists of JSE mining companies only) and 25% global iron ore peer group. The global iron ore companies 
comparator group comprises Fortescue Metals (Australia), Ferrexpo (Great Britain), Atlas Iron (Australia), 
Mount Gibson (Australia), Vale (Brazil), China Vanadium (China), Rio Tinto Ltd (Australia).

 

VESTING SCHEDULE

Above maximumMaximumThresholdBelow threshold

0

2

%

30

100 100

Targets are approved by Remco for each allocation and no re-testing of performance conditions is 
allowed. Shares that do not vest after three years in terms of the performance conditions will lapse.

Changes in 2016 The threshold and stretched targets on the ROCE achieved performance indicator, of respectively 
3% and 13%, was agreed by Remco in 2016. The targets were previously 12% and 18% for threshold 
and stretch respectively. The reduction in the threshold and stretch ROCE targets for 2016 was a result of 
a much lower ROCE realisation potential anticipated over the performance period (2016 to 2018), based 
on the slump in the iron ore market and prolonged negative outlook during the time of award. The 
comparator group was changed by removing Cliffs Natural Resources (USA) and MMX Mineracao 
(Brazil) due to these companies no longer being suitable comparators on the TSR condition for the global 
iron ore peer group. However, seven global peer companies still remain in the comparator group which is 
a sufficient number for the calculation of the median and upper quartile of the TSR condition.

Company limits The aggregate limit for the DBA and LTIP is 10% of the issued share capital. Shares are purchased in the 
market and not issued for purposes of settlement of the DBA or LTIP. The current level of outstanding 
shares is less than 1% of total issued share capital. 
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Executive directors’ and prescribed officers’ contracts 
of employment 
Executive directors and prescribed officers are not employed on 
fixed-term contracts but have standard employment contracts 
with notice periods of up to 12 months. 

There are no change of control provisions or any provisions 
relating to payment on termination of employment. 

External Board and statutory appointments of executive 
directors and prescribed officers
External appointments are subject to approval by the Board and 
are governed by the business integrity policy. 

NON-EXECUTIVE DIRECTORS’ FEES
Non-executive directors do not have employment contracts with 
the Company or participate in any of the Company’s incentive 
plans. Non-executive directors are subject to retirement by 
rotation and re-election by shareholders in accordance with the 
memorandum of incorporation of the Company.

Remco recommends the level of fees payable to non-executive 
directors to the Board for approval by the shareholders. 
Non-executive directors’ remuneration is determined by 
benchmarking using market data, including a survey of the 
top 40 companies listed on the JSE, by an independent external 
service provider. Fees are not dependent upon meeting 
attendance, and no other supplementary fees are payable.

Annual fees payable to non-executive directors were approved by 
shareholders at the AGM on 13 May 2016. No increases in fees 
were awarded for 2016. The fees are as follows: 

2016/2017 fees per annum 
(Rand)

Capacity Chairman Member

Board of directors 1,242,150 209,265
Audit Committee 297,300 138,915
Risk Committee 297,300 138,915
Social, Ethics and 
Transformation Committee 297,300 138,915
Human Resources and 
Remuneration Committee 297,300 138,915
Nominations and Governance 
Committee N/A* 138,915
Special Board sub-committee N/A* 138,915
*  The Nominations and Governance Committee and special Board sub-

committee are chaired by the Chairman of the Board and there are no 
additional fees paid for this responsibility.

PART TWO: DISCLOSURE ON THE IMPLEMENTATION 
OF POLICIES FOR THE FINANCIAL YEAR 

GUARANTEED PAY ADJUSTMENTS
Average rate of increase for 2016
Due to the tough operating conditions, Remco approved a 2016 
salary freeze for directors, executives and employees in senior 
management categories. The average increase for all other 
management employees was 5%.

There was no adjustment of offshore fees for 2016.

During 2014, Kumba and the representative trade unions signed 
a multi-year collective bargaining agreement for the period 1 July 
2014 to 30 June 2017. The third and last year of the agreement 
was implemented on 1 July 2016. A total increase of 8% was 
granted in line with the agreement. Management will be engaging 
with the unions in the second quarter of 2017 to negotiate wage 
adjustments for 2017/2018.

ANNUAL PERFORMANCE INCENTIVE OUTCOMES
■■ Safety remains the key priority for the group. Regrettably 

two of our colleagues, Grahame Skansi and Gideon Dihaisi, lost 
their lives in the first half of the year. The total recordable 
case frequency rate (TRCFR), a measure of frequency of 
injuries, reduced to 0.78 (2015: 0.89) and the lost-time 
injury frequency rate (LTIFR) was 0.28 (2015: 0.23).

■■ Over the past two years, Kumba implemented key interventions 
to reset the cost base and preserve cash. This entailed 
moving from a volume to a value-based strategy by 
reconfiguring the mines to reduce the amount of waste mined 
and to reduce costs in all operational areas. The strong set of 
results delivered in 2016 reflects not only the benefit of higher 
iron ore prices, but the progress made in the execution of this 
strategy. Headline earnings per share increased by 131% 
to R27.30 (2015: R11.82).

■■ Sishen delivered a robust performance despite the operational 
challenges experienced in the first half as a result of the 
transition to the revised pit configuration. The new mine plan, 
based on a lower-cost pit shell, was successfully 
implemented and the mine delivered against key priorities 
for the year, achieving a marked recovery in productivity 
during the second half of the year. The substantial 
workforce restructuring was completed and regrettably 
some 2,500 full-time employees and contractors left the 
Company. This took place mainly through voluntary 
separation and without any work stoppages. Overall labour 
relations have been stable throughout the year.  



100 Kumba Iron Ore Limited Integrated Report 2016

REMUNERATION REPORT CONTINUED

GOVERNANCE: REMUNERATION REPORT

The mine delivered a strong improvement in operational 
performance for the full year, producing 28.4 Mt, exceeding 
our guidance of 27 Mt. Waste mined of 137.1 Mt was at 
the lower end of the targeted range.

■■ Kolomela exceeded expectations yet again, producing 
12.7 Mt, benefiting from increased throughput as a result 
of further plant optimisation. The mine, which was originally 
designed to produce 9 Mtpa, is on track to produce between 
13 Mt and 14 Mt in 2017 without significant additional capital 
expenditure.

■■ Total production for the year was 41.5 Mt, a decrease of 
8%, in line with planned lower mining volumes at Sishen. 
Export sales of 39.1 Mt were achieved. Higher realised 
iron ore prices and robust cost management resulted in 
the group’s operating margin rising from 24% to 38% 
(excluding the impairment charge).

■■ Controllable costs reduced by 34%, the main drivers 
were:

  –  R1.4 billion reduction in overhead costs, draw down of stock 
reduced costs by R947 million and R669 million lower freight 
costs due to lower freight rates, partially offset by

  –  Inflationary linked input cost pressure of R955 million and 
R2.6 billion lower waste stripping deferred to the balance 
sheet

■■ Prudent capital management resulted in significant 
reductions in capital expenditure of R2.4 billion, 65% lower 

compared to the R6.8 billion in 2015. As a result, free cash flow 
generation increased by 181% to R16.7 billion, strengthening 
the balance sheet to a net cash position of R6.2 billion. 
Kumba’s average cash breakeven price for the year reduced to 
US$29/tonne from US$49/tonne in 2015, below the guided 
range of US$32 and US$40/tonne.

Strategic focus areas
■■ Provide responsible citizenship

■■ Implement the Operating Model

■■ Redesign of Sishen and Kolomela pits

■■ Sustainably operate mines at lower costs

■■ Compete through premium products

Key performance indicators
■■ Safety: FIFR, TRCFR

■■ Production

■■ Cost – cash cost for Sishen and Kolomela mine

Please refer to pages 14 to 15 to see detailed 
performance indicators.

The annual cash incentive and award of bonus shares are based on performance against set targets. The 2016 performance outcomes for 
the Chief executive officers and the Chief finance officer are detailed below:

CHIEF EXECUTIVE PERFORMANCE (NB Mbazima) – 1 January 2016 to 31 August 2016

 Actual performance level
Key result area Below Threshold On target Above Maximum

Company performance (75%)      
Production (15%)   
EBIT (20%)   
Operating free cash flow (20%)     
Unit cash costs (10%)
AA plc EPS (5%)
Operating free cash flow (5%)
SSD* modifier (10%)
Personal performance (25%)     

OVERALL PERFORMANCE    

* SSD – safety and sustainable development.
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CHIEF EXECUTIVE PERFORMANCE (NB Mbazima) – 1 January 2016 to 31 August 2016 continued

Resulting BSP award Cash award of 60.20% of maximum bonus awarded (based on 70% of annual basic 
employment cost (BEC)); Deferred shares are based on 150% of cash award. Total award split: 
40% payable as cash, 40% payable as shares deferred for three years, 20% as shares deferred 
for five years. 

Key performance commentary for 
the period under review

■■ Two fatalities during 2016.
■■ Zero level 4 and 5 environmental incidents.
■■ Total recordable injury frequency rate (TRCFR) 0.78 against a target of 0.75 (until August 2016).
■■ Top 10 risks under control and managed through the Operational Risk Management process.
■■ Total production volumes on target.
■■ EBIT exceeded stretched target.
■■ Operating cash flow exceeded stretched target.
■■ Sishen unit cash cost on threshold target.
■■ Kolomela unit cash cost exceeded stretched target.
■■ Optimum pit configuration developed at Sishen and Kolomela.
■■ Delivered on most of the cash flow improvement initiatives targeted.
■■ Extensive engagement and involvement with all governmental and regulatory stakeholders 

ensuring effective and efficient compliance.
■■ All planned activities completed with regards to the Anglo American portfolio review.
■■ Talent management completed within the constraints of the restructuring at Sishen mine.
■■ Anglo American plc EPS and operating free cash flow exceeded stretched targets.    

CHIEF EXECUTIVE PERFORMANCE (TM Mkhwanazi) – 1 September 2016 to 31 December 2016

The incoming Chief executive, Mr TM Mkhwanazi, had been in the role for only four months 
during the year under review (September to December 2016). As such, and upon the 
recommendation of the committee, a portion of the 2016 performance assessment for 
Mr Mkhwanazi, specifically in relation to qualitative performance measures, has been deferred 
until the Remuneration Committee meeting in May 2017 to allow for performance assessment 
over a longer period of time.  
 
In keeping with the principles of transparent disclosure, the Anglo American Coal SA short and 
long-term incentives relevant to the Chief executive are disclosed for this reporting period, and 
the Kumba Iron Ore 2016 awards, which will only be granted after the May 2017 review, will be 
disclosed during the next reporting period.    

CHIEF FINANCIAL OFFICER PERFORMANCE (FT Kotzee)

 Actual performance level
Key result area Below Threshold On target Above Maximum

Financial strategy and planning (25%)
Financial reporting (20%)

Mission critical projects (30%)

People and transformation (10%)

Safety, health and environment (5%)

Investor relations (10%)

OVERALL PERFORMANCE    
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CHIEF FINANCIAL OFFICER PERFORMANCE (FT Kotzee) continued

Resulting BSP award Cash award of 49.95% of annual BEC. Cash bonus includes cash payment in lieu of shares.

Key performance commentary for 
the period under review

■■  Two fatalities during 2016.
■■ Actively performed safety visible felt leadership interventions.
■■ Top 10 risks under control and managed through the Operational Risk Management process.
■■ Settlement reached with SARS 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.
■■ Successfully monitored key interface issues related to offshore (Singapore) activities that 

have an impact on Kumba, and ensured timeous resolution.
■■ Effectively supported Kumba strategy review and execution process.
■■ Delivered successful interim and year end reporting process for the 2015/2016 financial 

years.
■■ Effectively managed internal audit reports, ensuring management actions are timeously 

addressed.
■■ Actively supported the Anglo American portfolio restructuring and the impact thereof on 

Kumba.
■■ Effectively managed the reporting impact of the Sishen mine and Anglo American portfolio 

restructuring.
■■ Supported the securing of the 21.4% Sishen Residual Mining Right by driving all legal and 

relevant financial activities necessary to achieve this objective.
■■ Successfully supported the commencement of the final closure of Thabazimbi and the 

transfer to ArcelorMittal SA.
■■ Supported the Dingleton relocation project.
■■ Managed the Kumba balance sheet in a manner acceptable to the Kumba Board.
■■ Supported the successful reorganisation of the core operations.
■■ Supported the Chief executive in managing the culture and morale issues during the 

restructuring and ensured minimal disruptions to operations and organisational 
cohesiveness thereafter.

LTIP VESTING OUTCOMES AND AWARDS
Conditional LTIP awards made during 2014 in terms of the LTIP rules were subject to the following performance measures:
■■ Return on capital employed (ROCE) – 50%
■■ Total shareholder return (TSR) – 50%

Attributable ROCE performance and vesting conditions

% of LTIP vesting Performance level
Attributable ROCE target for 2014 award 
(vesting 2017) Attributable ROCE achieved

30% Entry (lower) 58.4% 44%
60% Target 61.5%
100% Extended (upper) 64.6%

 
As a result of the actual ROCE performance being below the entry target of 58.4%, 0% of conditional shares subject to ROCE performance 
condition will vest in 2017. 

TSR performance and vesting conditions
The percentage of the conditional shares that is subject to the TSR performance condition that will vest is determined by assessing the 
Company’s relative performance to a peer group in terms of TSR. The threshold target is the median of the comparator peer group with 
a stretch target of the upper quartile TSR ranking on the comparator peer group.

Kumba’s TSR was below the median of the comparator peer group, therefore 0% of shares subject to this performance criterion will vest. 
All unvested shares will lapse.
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2016 EMOLUMENTS
The table below provides an analysis of the emoluments paid to executive and non-executive directors, as well as prescribed officers.

R’000
Base 

salary

Benefits 
(retirement

and 
medical 

aid)

Cash 
bonus 

based on 
2016 

performance 
(paid March 

2017)

Face
 value of 

BSP 
shares 

awarded 
in respect 

of 2016
performance 

(awarded 
March 2017) 

Directors’ 
fees

Committee 
fees

LTIP –
 value 

earned in 
respect of

performance 
period 

2014-2016
(vesting 

2017) 2016 2015

Executive directors
NB Mbazima1 7,067  662 3,639 – – 11,368  21,014 
TM Mkhwanazi2  2,108  85 1,102 1,543 491 5,329 –
FT Kotzee3 4,202  286 5,038 – – 9,526  8,388 

Sub-total 13,377  1,033 9,779 1,543 491 26,223  29,402 

Non-executive directors
F Titi  1,242 –  1,242  1,227 
ZBM Bassa  209  661  870  757 
N Dlamini6  52 –  52 –
GS Gouws4 – – –  116 
KT Kweyama5 – – –  50 
DD Mokgatle  209  798  1,007  893 
AJ Morgan  209  947  1,156  1,030 
LM Nyhonyha  209  661  870  757 
AM O’Neill7  – –  –  207 
BP Sonjica  209  278  487  482 
AH Sangqu  209  278  487  244 
N Viljoen8  209  –  209  – 

Sub-total  2,757  3,623  6,380  5,763 

Prescribed officers
AC Loots9  7,104 
B Mawasha10  4,114  453  1,768 2,476 8,811  7,624 
GM Mc Gavigan11  2,153  255  562 786 3,756  901 
Y Mfolo  2,096  265 810  1,134 4,305  3,963 
LLA Mgadzah12  1,936  258 1,032 – 3,226  3,021 
A Parboosing13  1,897  219 1,895 – 4,011  3,463 
TS Smit14 5,940 2,650  2,630 3,682 2,398 17,300  6,890 
SV Tyobeka  2,253  270 938 1,313 4,774  4,362 

Sub-total 20,389 4,370 9,635 9,391  2,398 46,183  37,328 

Total 33,766 5,403 19,414 10,934  2,757  3,623 2,889 78,786  72,493 
1    Resigned 31 August 2016. Emoluments include a base salary of R612,120 (EUR42,230) and retirement benefits of R153,030 (EUR10,558) (25% of base salary) 

paid by KITSA in respect of services rendered offshore during 2016.
2   Emoluments are from 1 September 2016. Cash bonus and LTIP value earned relate to an award made while the Chief executive was at Anglo Thermal Coal.
3   Emoluments include base salary of R1,119,731 (EUR77,250) paid by KITSA in respect of services rendered offshore during 2016. Cash bonus includes cash 

payment in lieu of 2016 BSP share award.
4  Resigned 8 May 2015.
5  Resigned 29 April 2015.
6  Appointed 1 November 2016.
7  Resigned 5 February 2016.
8  Appointed 8 February 2016.
9    Resigned 30 September 2015.
10 Emoluments include acting allowance in base salary for additional responsibilities as Acting head of operations for January 2016.
11 Emoluments include acting allowance in base salary for additional responsibilities as Acting head of technical services and projects until July 2016.
12 Cash bonus includes cash payment in lieu of 2016 BSP share award.
13 Cash bonus includes cash payment in lieu of 2016 BSP share award.
14  TS Smit is employed by Kumba Singapore Pte and emoluments are paid in Singapore Dollar. Included in benefits are cost of living allowances. The LTIP value and 

BSP shares awarded is settled in Anglo American plc shares.

Total emoluments
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INTERESTS OF EXECUTIVE DIRECTORS AND THE PRESCRIBED OFFICERS
The interests of the executive directors and of prescribed officers in shares of the company granted in terms of the various long-term 
incentive schemes are shown below. 

Granted awards Vested awards Outstanding awards

Capacity and name

Number of 
awards at 
1 January 

2016

Granted 
during 

2016

Date 
of 

grant

Market 
value on 

grant date
R’000

Number 
of shares

vested 
during 

2016
Vesting 

date

Notional 
value at 
date of 
vesting

R’000

Number 
of awards 

at 
31 December 

2016

Notional 
value of 

outstanding 
awards

R’000

Earliest date 
of vesting of 
outstanding 

awards

Executive directors
Bonus Share Plan
NB Mbazima  42,477  143,520 01-Apr-16  11,641  7,488 01-Mar-16  599 178,509 28,383 01-Mar-17
FT Kotzee  16,674  48,555 01-Apr-16  3,938  742 16-Feb-16  43 62,670 9,965 01-Mar-17

 1,817 01-Mar-16  145 
LTIP
NB Mbazima1, 4  105,805  313,980 01-Apr-16  25,467 9,937 01-Mar-16 795 399,912 48,319 01-Mar-17
TM Mkhwanazi2 –  23,774 15-Sep-16  2,853 – – 23,774 3,659 01-Mar-19
FT Kotzee3, 5  32,662  94,918 01-Apr-16  7,699 3,001 01-Mar-16  240 121,578 14,607 01-Mar-17

Sub-total  197,618  624,747  51,598 22,985 1,822  786,443 104,933

Prescribed officers
Bonus Share Plan
VF Malie  5,526  1,949 01-Mar-16  156 3,577 569 01-Mar-17
B Mawasha  30,662  89,057 01-Apr-16  7,223  3,018 16-Feb-16  175  113,683 18,076 01-Mar-17

 3,018 01-Mar-16  241 
GM Mc Gavigan  12,673  37,376 01-Apr-16  3,032  2,364 01-Mar-16  189  47,685 7,582 01-Mar-17
Y Mfolo  16,090  41,759 01-Apr-16  3,387  2,265 16-Feb-16  131  52,605 8,364 01-Mar-17

 2,979 01-Mar-16  238 
LLA Mgadzah  14,516  29,279 01-Apr-16  2,375  2,873 16-Feb-16  167  38,244 6,081 01-Mar-17

 2,678 01-Mar-16  214 
A Parboosing  5,293  18,688 01-Apr-16  1,516  815 16-Feb-16  47  21,944 3,489 01-Mar-17

 1,222 01-Mar-16  98 
SV Tyobeka  18,993  46,487 01-Apr-16  3,771  3,309 16-Feb-16  192  58,968 9,376 01-Mar-17

3,203 01-Mar-16  256 

Sub-total  103,753  262,646  21,304  29,693  2,104  336,706  53,537 

Total  301,371  887,393  72,902 52,678 3,926  1,123,149  158,470
1  Number of shares reflect full number due for vesting subject to performance conditions being met. As 50% of the performance conditions were met, only 

9,937 shares realised.
2  Share award allocated to supplement total emoluments when transferred from Anglo Coal.
3  Number of shares reflect full number due for vesting subject to performance conditions being met. As 50% of the performance conditions were met, only 

3,001 shares realised.
4  Forfeited awards: A total of 9,937 shares with a notional value of R794,920 were forfeited on 1 March 2016.
5  Forfeited awards: A total of 3,001 shares with a notional value of R240,080 were forfeited on 1 March 2016.
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DISTRIBUTION STATEMENT FOR 2016

Rand million 2016 2015
Employees 4,593 4,666
Providers of finance 496 876
Government 4,377 949
Community spend 67 175
Shareholders – 3,301
Value reinvested 2,608 1,005
Value retained 12,069 3,717

DIRECTORS’ BENEFICIAL INTEREST IN KUMBA
The aggregate beneficial interest in Kumba at 31 December 2016 of the directors of the Company and their immediate families (none of 
which has a holding greater than 1%) in the issued shares of the Company are detailed below. There have been no material changes to the 
shareholding since 2016 and the date of approval of the annual financial statements. 

2016 2015

Capacity and name
Number of 

shares

Long-term 
incentive 

scheme
shares1

Total 
beneficial 

interest
Number of 

shares

Long-term 
incentive 

scheme
shares1

Total 
beneficial 

interest

Executive directors
NB Mbazima1 – 578,421  578,421 –  148,282  148,282 
TM Mkhwanazi1 – 23,774  23,774 
F Kotzee1 – 184,248  184,248 –  49,336  49,336 

Sub-total –  786,443  786,443 –  197,618  197,618 

Non-executive directors
DD Mokgatle2 428 –  428  428 –  428 

Sub-total  428 –  428  428 –  428 

Total  428  786,443  786,871  428  197,618  198,046 
1  Granted under the Bonus Share Plan as well as the Long-term Incentive Plan and disclosed in the tables above.
2  Total indirect interest held by spouse.


