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A FLATTENING OF THE COST CURVE GLOBALLY

A flattening of the global cost curve across the sector, has shifted Kumba’s position on the curve

The fall in the iron ore price has been accompanied by a flattening of the production cost curve across the sector. This 
flattening is due to substantial new low-cost supply, the realisation of new efficiencies across the sector (driven by lower ore 
prices), lower freight rates (primarily a result of lower oil prices and vessel over supply) and weaker currencies in key producer 
markets. With major producers bringing low cost production on line in 2014 and 2015, Kumba has moved from the second to 
the third quartile on the cost curve, necessitating a robust review of our business. Our potential for cost differentiation is 
constrained by a higher stripping ratio and higher freight costs due to the distance to the main market in China. We also face 
challenges associated with increasing electricity costs and security of supply, as well as strong political and labour interests 
potentially impeding the ability to seek further efficiencies in the labour force.

To remain competitive, we have shifted our strategic focus off volume to minimising unit cost, minimising capital expenditure 
and maximising cash generation. We are implementing numerous measures to conserve cash, targeting immediate cost 
savings to achieve an average cash breakeven price of below US$40/tonne in 2016 (see page 40). We have made initial 
valuable progress this year in reducing costs.

Implications for value Strategic response

The combination of low prices and increased cash costs has 
put margins and cash under pressure. The increased 
pressure from competitors who have greater opportunities 
to cut costs has necessitated the implementation of 
significant measures to conserve cash.

How to win: • Operate mines at lower unit costs
 • Redesign mine pits
 • Operating Model

Where to play: • Compete through premium products
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Source: Thermal Coal -  globalCOAL; Diamonds – De Beers Price Index, Platinum, Copper 
& Nickel -  London Metal Exchange; Met Coal - Platts Steel markets daily; Iron Ore – Platts 
62% CFR China has been used in the instance as a generic industry benchmark.

1  Price line is equivalent to weighted average daily revenue for 2015 sales volumes
2  Platinum basket price 
3  Anglo American excludes Samancor, Niobium, Phosphates, Corporate and OMI. Includes Nickel and Thermal coal, not shown on the graph
4  Met Coal price line based on HCC spot and API6 thermal coal

1  Non-controllable costs: logistics, freight costs, royalties


