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INTRODUCTION 

1. I make this statement on the invitation of the Portfolio Committee and in 

my capacity as chief executive officer of Exxaro Resources Limited 

(“Exxaro”). 

2. Exxaro was invited by this Committee and requested to address two 

issues: 

2.1 The first issue is the manner in which Eskom has unlawfully pushed 

Exxaro out of the coal supply space, and contracted with a third 

party/ies at a considerably higher cost to the fiscus. 

2.2 The second issue is Exxaro’s understanding and experience of 

Eskom’s alleged practice and policy regarding pre-payments or pre-

purchases. 

3. Exxaro accepted this invitation and intends sharing information on the 

above issues in good faith and to the best of our knowledge and 

recollection.  Furthermore, Exxaro has been mentioned several times 

before this Committee and in the media.  Accordingly, Exxaro has a 

responsibility and an obligation to make this statement in order to clarify 

matters and set the record straight.  

4. This statement is supported by agreements, letters, minutes and other 

documents, some of which are attached for ease of reference.  Should the 

Committee require further documents (other than those attached to this 

statement), Exxaro would be most happy to provide them, subject to 

appropriate confidentiality undertakings, if required.   
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5. This statement also refers to statements made by other persons before 

this Committee, especially where they diverge with our understanding of 

certain events, Eskom policies and historical practices.   

6. In addressing the two questions set out above – namely Exxaro being 

pushed out of the coal supply space, and Exxaro’s experience and 

understanding of prepayments –  we do the following in this statement: 

6.1 We differentiate between the cost-plus coal supply agreements 

(“CSAs”) and the commercial CSAs. 

6.2 We explain the cost-plus mine contracts (Arnot and Matla) and 

certain of the commercial contracts with Eskom. 

6.3 We set out a chronology of some of the key events that led to this 

enquiry. 

6.4 We explain the modus operandi between Exxaro and Eskom in the 

execution of the CSAs, before Brian Molefe was appointed CEO at 

Eskom, and thereafter. 

7. I started working at Eyesizwe Coal, one of Exxaro’s predecessors, as its 

Marketing and Logistics Manager in 2001.  From 2006, I held the position 

of Executive General Manager for Base Metals and Industrial Minerals in 

Exxaro.  I then became the Executive Head for Coal Operations in August 

2008.  In May 2015, I was appointed Chief Executive Officer Designate 

and became Chief Executive Officer for Exxaro in April 2016.  I have 

therefore worked within Exxaro in various capacities for over a decade. 
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8. Today I am accompanied by the following five Exxaro representatives: 

8.1 Dr Nombasa Tsengwa. She is Exxaro’s Executive Head Coal 

Operations.  Dr Tsengwa managed Exxaro’s cost-plus mines 

between 2010 and 2015.  She also managed its commercial mines in 

Mpumalanga from 2014 to 2015. 

8.2 Mr Bram van Stelten. He is Exxaro’s General Manager of 

Mpumalanga and Ferro Alloys.  He manages the cost-plus and 

commercial mines in the Mpumalanga area. (He took over that 

responsibility from Dr Tsengwa in 2015.) 

8.3 Mr Sakkie Swanepoel.  He is Exxaro’s Group Manager of Marketing 

and Logistics.  His department is responsible for managing and 

negotiating the coal supply agreements with Exxaro’s customers, 

which include Eskom SOC Limited (“Eskom”). 

8.4 Mr Mellis Walker. He is Exxaro’s Group Manager of Financial 

Performance Coal Operations. He has been with the coal business 

since 2012.  He handles all the financial aspects of that business and 

its CSAs. 

8.5 Ms Yvette Cluver. She drafts and negotiates Exxaro’s contracts with 

our customers, who include Eskom.  

9. Exxaro was formed in 2006 pursuant to a merger between the non-iron 

ore assets of Kumba Resources and Eyesizwe Coal.  It is one of the 

largest black-empowered, South African-based diversified resources 

companies.  It has business interests in South Africa, Europe, the United 
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States of America and Australia. 

10. Since its incorporation in 2006, Exxaro has been a pioneering force for 

black-economic empowerment in the mining industry.  

11. Exxaro has a diverse coal product portfolio. It operates in all domestic-

market segments in South Africa and also exports coal to the international 

market.  

12. Eskom is one of Exxaro’s biggest customers. The coal that Exxaro 

supplies to Eskom generates approximately 35% of the coal-fired 

electricity produced by Eskom.  Eskom thus remains a very important 

customer for Exxaro, and Exxaro hopes to build and maintain a solid 

relationship with Eskom in the future. 

COST-PLUS MINES VERSUS COMMERCIAL MINES  

13. We deal separately with Exxaro’s cost-plus and commercial mines in 

explaining the prejudice caused to Exxaro by Eskom’s conduct over the 

last few years.  In doing so, we hope to remove any confusion around so-

called prepayments for coal.  Prepayments for coal are not envisaged in 

the CSAs between Exxaro and Eskom for either cost-plus or commercial 

mines. 

14. Before turning to the issue of prepayments and prejudice, we briefly 

explain the distinction between cost-plus and commercial mines. 

15. At cost-plus mines: 

15.1 the power stations were typically built next to the existing mine 

5



 6 

reserves; 

15.2 historically, mining was facilitated by Eskom.  Eskom invited industry 

players to use their skills and resources to establish the cost-plus 

mines and, in doing so, to assist in building South Africa’s economy;  

15.3 Eskom is contractually obliged to provide the capital and operating 

expenditure (“capex” and “opex”).  The coal reserves, mining 

expertise and skills, and human resources at the cost-plus mines are, 

in turn, dedicated exclusively to Eskom for the duration of the CSA.  

Exxaro thus sacrifices its ability to supply coal to any other party.  

The mining house receives a management fee for its services, 

expertise, and the risks it bears.  These risks include those 

associated with being the mineral-right owner and in contracting in 

Exxaro’s name with third parties; 

15.4 all surface land rights, equipment and plant costs are funded and 

owned by Eskom, whilst the mineral rights are owned by the mining 

house.  Eskom is required by the CSAs to purchase this land to 

enable Exxaro’s mining at the cost-plus mines; 

15.5 Eskom is also required to pay for all rehabilitation costs, pollution-

control measures and environmental costs at the cost-plus mines; 

and 

15.6 penalties and bonuses on the coal specification are provided for in 

the CSA. 

16. Cost-plus mines offer a number of benefits to Eskom. These include the 
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following: 

16.1 The CSAs offered security of supply of coal to Eskom as coal was 

guaranteed over a long period of time (i.e. more than 20 years).  

They also mitigated the risk of coal being exported from South Africa 

in the event that other more competitive markets opened abroad.   

16.2 The cost-plus mines dedicate their coal reserves and human 

resources, mining expertise and skills to Eskom. 

16.3 The cost-plus mines reduce logistical costs, and minimise damage to 

roads, as coal at these mines is typically delivered to the power 

station by way of a conveyor belt. 

16.4 Eskom has transparency regarding the price of coal sold from a cost-

plus mine. 

16.5 The margin charged on the coal at the cost-plus mines is usually less 

than 5% compared to more than 20% at a commercial mine.  

16.6 The price of coal at cost-plus mines remains relatively constant as it 

is not linked to fluctuations in the coal market.  The cost of coal is 

affected only by normal production cost increases. 

16.7 The price of the coal supplied to Eskom in terms of the cost-plus 

CSAs is the actual cost of production, which is approved by Eskom, 

plus a management fee.  This management fee is calculated by way 

an agreed formula.  The price is escalated annually in accordance 

with PPI. 
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17. Commercial mines stand on a different footing: 

17.1 In terms of their CSAs, the commercial mines supply coal to Eskom 

at a fixed price, which escalates annually at an agreed formula.  The 

term of the agreements can be classified as (i) short term, being 

between one to three years; (ii) medium term, being above five 

years; and (iii) long term, being above 10 years. 

17.2 The terms of the CSAs that commercial mines conclude with Eskom 

are different to those concluded for cost-plus mines.  The relationship 

is at arms-length and is based on commercial principles.  The mining 

house provides capital for the mine and is responsible for all capital 

and operational expenditure, coal reserves, mining expertise, skills, 

human resources and rehabilitation costs.  The mining house thus 

has more control over the capital it employs and how it utilises the 

available ore body.  But it also needs to charge a commercial price to 

ensure a minimum return on its investment is realised for its 

shareholders. 

17.3 The land rights, equipment, plant and mineral rights are owned by 

the mining house. 

17.4 The risk and obligation for all closure obligations is borne by the 

mining house. 

17.5 Penalties are payable when the volumes supplied by Exxaro or taken 

by Eskom are below the contractual tonnage. Where the delivered 

coal quality is below the requirements provided in the CSA penalties 
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are also payable by Exxaro.  Bonuses are payable where the coal 

quality is above the specification provided in the CSA. 

THE SO-CALLED “PRE-PAYMENT” FOR COAL 

18. Mr Anoj Singh, the former Chief Financial Officer of Eskom, states, in 

justifying Eskom’s so-called pre-payment for coal to Tegeta, that a 

“[p]repayment of this nature is not unique and was done in the past and 

will continue to be done going forward” (Mr Singh’s written statement: 

page 28, para 107). 

19. He further contends that “pre-payments” were made to cost-plus mines to 

the tune of R11.3 billion in terms of a 2008 procurement mandate of the 

Board Tender Committee (Mr Singh’s statement page 29, paras 107-111; 

pages 65-68, paras 37-47).  Mr Singh refers to cost-plus mines enjoying 

“prepayment of capital into their mining operations” and cites Eskom’s 

approval of a capital prepayment of R1.8 billion to Exxaro’s Matla mine (Mr 

Singh’s statement pages 67-68, para 46).  Mr Matshela Koko, Eskom’s 

Group Executive for Generation, similarly suggests that prepayments to 

suppliers for coal was common place and in line with Eskom policy (Mr 

Koko's written statement: pages 33-34, para 89; page 35, paras 96-97). 

20. The process for funding capital projects at the cost-plus mines is clearly 

defined in the CSAs.  This is Eskom’s contractual obligation.  The funding 

of such capital projects does not, however, contemplate any pre-payment. 

21. Should the relevant cost-plus mine need capital, it is first discussed and 

agreed with Eskom that the item should be investigated.  After it is 
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investigated and found to be necessary, the item goes through a project-

development and approval system at both Exxaro and Eskom.  The 

project must then be approved by various committees and, if necessary, 

by the Eskom Board.  Funding is then released in partial payments for 

work approved and done. 

22. These approved funds are, in other words, not prepaid to Exxaro.  They 

are only paid as and when the work is done and Exxaro incurs the capital 

costs and then only against the presentation of an invoice.  The process 

often leaves Exxaro out of pocket when contractors demand immediate 

payment and Exxaro must wait for Eskom’s monthly payment to defray the 

expense.  Therefore, to describe the capital payments in this context as 

pre-payments, as Mr Singh does, is misleading. 

23. In short, the so-called pre-payments for capital to which Mr Singh refers, 

were not pre-payments at all. 

24. In addition, no pre-payments of any sort are made to Exxaro’s commercial 

mines. 

25. Furthermore, Exxaro’s staff have conducted a reasonably diligent and 

thorough check and, as far as Exxaro is aware, Exxaro has not at any 

point in time received any pre-payments or pre-purchases of any nature, 

including in relation to coal or for capital.  Exxaro has no knowledge of any 

Eskom policy dealing with pre-payments or pre-purchases.  As far as 

Exxaro is aware, Eskom does not make pre-payments to any other major 

miners in the industry. The so-called pre-payment to Tegeta for coal, of 

which Exxaro learned through the media, is the only instance to our 
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knowledge where such so-called pre-payment was made. 

PREJUDICE TO EXXARO’S COST-PLUS MINES AND MAFUBE 

Introduction 

26. Exxaro Coal Mpumalanga (Pty) Ltd (“Exxaro Coal Mpumalanga”) is a 

wholly owned subsidiary of Exxaro.  It holds licences for two cost-plus 

mines, Arnot and Matla.  These mines supply Eskom’s Arnot and Matla 

power stations respectively in terms of CSAs.  The Arnot mine is no longer 

in operation for reasons described below.  Exxaro is presently litigating 

against Eskom in relation to both mines at Arnot and Matla, as is referred 

to below. 

27. The Matla and Arnot CSAs were concluded in the 1970s and were later 

revised.  The agreements have also been amended on a number of 

occasions. 

28. The mines are required to meet an agreed annual tonnage.  The Arnot 

mine was required to provide 4.02 million tons per year to the Arnot power 

station while the Matla mine is required to provide 10.066 million tons per 

year to the Matla power station.  Penalties are incurred if lower volumes 

than those agreed are supplied, and premiums are charged for delivery of 

coal above the agreed amount.  Similarly, penalties and premiums are 

payable for coal below and above an agreed quality specification. 

29. The arrangement established by the CSAs requires close co-operation 

between Eskom and Exxaro.  This is reflected in the execution and 

implementation of the CSAs in a number of respects.  We cite three: 
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29.1 First: Eskom is permitted to inspect and audit the records and books 

of account at the Arnot and Matla mines. 

29.2 Second: there are structures in place, from operational level 

upwards, to address any issues and matters that arise from the 

supply of coal from the mines to the power stations.  At mine level, 

Eskom and Exxaro hold: (i) operational/technical meetings to deal 

with month to month planning; (ii) risk meetings, which address any 

operational risks that could potentially impact coal supply to Eskom; 

and (iii) cost meetings.  At a senior-executive level, a joint 

management committee considers material issues, issues that the 

operational teams cannot resolve, and any issues of a strategic 

nature. 

29.3 Third: the mines provide weekly reports to the power station and vice 

versa.  

Arnot mine 

30. A constant refrain before this Committee has been the high cost of coal 

supplied by Exxaro’s Arnot mine.  We explain below how Eskom caused 

this cost escalation and how its conduct led to the termination of the Arnot 

mine’s CSA. 

Eskom’s failure to fund land acquisition 

31. The Arnot mine was obliged to provide the Arnot power station with 4.02 

million tons per annum, mined from both the underground and opencast 

areas. 
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32. The life of the mine depended on the acquisition by Eskom of the land 

forming part of Arnot mine’s mining rights.  This included Mooifontein 

portions 1, 4, 5, 6 and 7 and the Mooifontein remaining extent (which we 

collectively refer to as “the Mooifontein land”).  The coal to be mined from 

the Mooifontein land, which was to be mined by the opencast method, was 

needed to augment the tons of coal coming from underground, especially 

with the underground areas becoming more difficult and expensive to 

mine. 

33. Exxaro was scheduled to start mining the Mooifontein land in 2005.  This 

was later rescheduled to 2012 after Eskom failed to purchase the land.  

Had Exxaro been able to mine the land as intended, it would have 

significantly reduced the cost per ton of coal supplied to Eskom. 

34. Eskom was contractually obliged to procure this land.  From 2004 

onwards, Exxaro persistently and repeatedly pointed out to Eskom the 

necessity and urgency of doing so.  However, apart from procuring portion 

5 of the Mooifontein land, Eskom either failed to procure the land 

timeously or at all.  

35. The history of Eskom’s conduct in this regard is set out in a letter which 

was sent to Mr Brian Molefe, the then Group Chief Executive of Eskom, on 

22 February 2016.  A copy of this letter is attached to this statement as 

annex “A”. 

36. The letter notes, among other things, the following: 

36.1 Eskom failed to reach agreement with the relevant farmers for the 

13



 14 

acquisition of Mooifontein portions 4 and 6; and 

36.2 Eskom only acquired portions 1, 7 and the Mooifontein remaining 

extent in 2012 and 2013.  The delay in acquiring these surface rights 

prevented the Arnot mine from obtaining the requisite environmental 

approvals to mine.  These authorisations can take over three years to 

obtain, and the land-owners refused to sign the necessary consent 

documents before Eskom acquired the land.  

37. A copy of selected correspondence between Exxaro and Eskom in relation 

to the acquisition of the Mooifontein land is attached to this statement as 

annex “B”. 

38. Because of Eskom's failure to acquire the Mooifontein land, from 2011, the 

mine was only able to deliver to Arnot power station approximately 1.6 

million of the agreed 4.02 million tons of coal per year. 

39. The decreased production capacity of the Arnot mine also increased the 

coal’s cost per ton. Please see attached as annex “C” the letter to Mr 

Molefe, dated 4 February 2016, which attached a graph indicating the 

volumes produced, and the associated unit costs thereof, from 2007 until 

2015 at the Arnot mine.  It shows clearly that the reduction in the volume 

of coal that the Arnot mine was able to produce caused a significant 

increase in the cost of coal supplied by the mine. 

Non-funding of operational capital at Arnot 

40. Eskom further limited Arnot mine’s production capability by not providing 

capital for the replacement of critical equipment in terms of the mine’s 
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equipment-replacement strategy. 

41. Following numerous requests from Exxaro regarding the non-funding of 

capital for Arnot, we received a letter from Eskom informing us of a 

moratorium on capital spend.  In some cases, Eskom advised us to spend 

the capital as operational costs which further exacerbated the cost of 

production on a rand per ton basis.  

42. We addressed a letter in this regard to Ms Kiren Maharaj, the then 

Divisional Executive of Eskom’s Primary Energy Division, on 4 July 2014.  

A copy of our letter is attached to this statement as annex “D”.  The letter 

describes the consequences of Eskom’s failure to approve capital projects 

for the Arnot mine, including the replacement of shuttle cars and the 

maintenance of battery haulers. 

43. As forewarned in the letter, the effect of Eskom’s inaction was to 

dramatically reduce Arnot mine’s ability to perform and meet its obligations 

in respect of the CSA.  In addition to the absence of land, the non-funding 

of essential equipment (i.e. low seam continuous miners, low seam shuttle 

cars etc.) resulted in the significant reduction in volumes from 4.02 million 

tons to below 1.8 million tons. 

The termination of Arnot’s CSA 

44. We request that this section is read with annex “E”.  This document is a 

timeline mapping the history leading up to Eskom’s termination of the 

Arnot mine CSA in 2015. 

45. Exxaro was of the view that the Arnot CSA was to expire by the end of 
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2015.  By contrast, Eskom held the view that the CSA expired in 2023.  

Given these differing positions, we wrote a letter to Eskom on 3 May 2013 

reminding Eskom of the end of the contract.  A copy of this letter is 

attached as annex “F”. 

46. On 13 August 2013, Exxaro and Eskom held a meeting.  The 

disagreement on the end date of the CSA was set aside as Exxaro and 

Eskom decided to open negotiations to find a “win-win” solution.  The 

intention was to agree on an outcome that would benefit both parties and 

optimise the unit cost of production at Arnot.  Arnot mine was uniquely 

placed to do so as it was located adjacent to the power station and could 

deliver coal by conveyor belt.  Eskom and Exxaro thus signed a 

memorandum of understanding that set out the parameters for the 

negotiation. 

47. In furtherance of its discussions with Eskom relating to the future of Arnot, 

Exxaro finalised a new life-of-mine plan for the Arnot mine in 2014.  It also 

mapped various scenarios to optimise the cost of production and the 

supply from Arnot up until the end of the life of the Arnot Power station. 

48. Eskom stated that it supported these plans in principle but that it would 

need to engage an independent party to test the scenarios and 

assumptions Exxaro made to motivate for the approval of Exxaro’s plan.  

Eskom’s support was garnered as Eskom knew that Exxaro had prior 

experience in mining the opencast Mooifontein reserves.  Thus, Eskom 

requested Exxaro to provide it with three independent contractors that 

could assist it in this regard.  Exxaro did so, but never received any 
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response from Eskom on its plans.  Up until end March 2015, Exxaro was 

still engaging in good faith with Eskom. 

49. After April 2015, we continued to urge Eskom to provide us with the scope 

of work for the vetting required by Eskom on Exxaro’s scenarios, as 

promised by Eskom. 

50. Then, on 8 September 2015 – whilst the parties were still engaging on a 

“win-win” solution – Eskom suddenly announced its decision to terminate 

the CSA at the end of the year.  This stance was surprising given Eskom’s 

previous stance that the CSA expired in 2023 and that Eskom was 

engaging with Exxaro in terms of a memorandum of understanding.  A 

copy of Eskom’s letter to this effect, and Exxaro’s response on 

18 September 2015, are attached as annexes “G” and “H” respectively.  

51. Exxaro then attempted to engage Eskom on whether it was serious about 

ending the Arnot CSA.  A copy of one such piece of correspondence that 

was sent to Mr Brian Molefe on 2 March 2016 is attached as annex "I".  

Exxaro constantly requested to meet with Brian Molefe – a request to 

which the then chief executive officer never acceded. 

52. The National Union of Mineworkers ("NUM") then approached the 

Department for Mineral Resources (“DMR”) and advised that Arnot mine 

was going to be closed.  The NUM threatened to block trucks from 

bringing in coal to the Arnot power station. 

53. On the back of this, the DMR advised that it would facilitate an interaction 

between Eskom, Exxaro and its employees in December 2015.  Mr Edwin 
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Mabalane led the Eskom group at this meeting on 22 December 2015.  

Then, in February 2016, we wrote to Mr Mosebenzi Zwane, the Minister of 

Mineral Resources, and asked for his intervention (we note that we had 

already written to him on 2 December 2015 and did not receive a 

response).  Copies of both letters are attached as annex “J” to this 

statement.  The Minister did not respond to our second letter either. 

54. Eskom’s dramatic turnaround with respect to the termination date of the 

CSA occurred despite the fact that there are coal reserves (of 

approximately 70 million tons) that could still be economically mined as 

per the original plan.  The termination of the CSA also led to the closure of 

the Arnot mine and to the loss of around 1500 jobs.   

55. Eskom did not provide any notice of its intention to end the CSA.  It did 

not, as it was obliged to by the CSA, make financial provision for the 

closure of the mine.  It furthermore failed to hold discussions with Exxaro 

as it was required to have done over the 24-month period preceding 

closure.  On the contrary, it gave Exxaro every impression that the 

contract would continue post-2015, including by approving a budget for 

Arnot that ran into March 2016 and expressly authorising the construction 

of a change house which had already progressed to an advanced stage.   

Exxaro seeks to hold Eskom to providing the financial provision obligations 

in the current arbitration proceedings. 

56. The Arnot mine is still capable of being re-opened within a certain period 

and could supply the Arnot power station with at least 4 million tons of coal 

per annum for at least an 8 year period. This would also defer the mine-
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closure costs.  However, reopening the mine will become more difficult 

and costly as time progresses, due to the cost re-establishment. 

57. Steps are being taken to close the mine, with the effect that certain 

underground areas will be irreversibly lost and will not be able to be 

reopened, thereby sterilising coal resources. Exxaro has taken all 

necessary steps to minimise sterilisation in the event that the mine could 

be re-opened, but this would have to take place within a certain time-frame 

otherwise it will become economically unviable to mine the coal resources.  

Conclusion of the Arnot matters 

58. Eskom’s non-performance of its contractual obligations has thus 

prevented Exxaro from delivering the quantity of coal required by the Arnot 

CSA, and increased the cost of coal.  Its termination of the CSA then 

ended the supply of coal provided by Exxaro.  This reduction in supply 

provided the rationale for Eskom to supplement its reserves with coal 

provided by third-party commercial mines. 

Mafube mine 

59. We now turn to explain what happened at Exxaro’s Mafube mine (which is 

a commercial mine).  It demonstrates that Eskom adopted a similar modus 

operandi at many of Exxaro’s mines – and, in particular, at Arnot and 

Mafube. Arnot mine, Mafube mine and Optimum mine are situated in close 

proximity, within an approximately 25 km radius of each other.  

60. The Mafube mine is a 50-50 joint venture between Anglo Operations and 

Exxaro Coal Mpumalanga.  The joint venture mines coal from the 
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Springboklaagte reserves which are situated between Middelburg and 

Belfast near Eskom’s Arnot power station.  Coal is delivered to the power 

station by conveyor belt.  The Mafube mine charged the lowest price for 

coal delivered to Eskom in the country and could, critically, provide the 

power station with security of coal supply until the mine’s reserves are 

exhausted. 

61. Mafube was supplying coal to Eskom in terms of a CSA which was 

evidenced by correspondence between the parties.  Eskom and the mine 

disagreed on the end date of the agreement.  Eskom contended that the 

agreement terminated after 2023.  However, the mine stated that the 

agreement terminated in December 2015. 

62. On the back of this disagreement, however, Exxaro and Anglo Operations 

(as shareholders) agreed to supply coal to Mafube power station into 

2018, when the coal reserves at Springboklaagte would be depleted.  This 

is proposed in a letter from Anglo Operations to Mr Vusi Mboweni, the 

then acting Divisional Executive of Eskom’s Primary Energy Division, 

dated 21 July 2015.  A copy of this letter is attached as annex “K”. 

63. Despite this, and the fact that the Mafube mine delivered the cheapest 

coal in the country, Eskom terminated the CSA in 2015.  A copy of the 

letter that Mafube received from Eskom on 3 November 2015 regarding 

the termination of the CSA is attached as annex "L".   The termination of 

the CSA created a need for coal at the Arnot power station.  This need for 

coal was fulfilled by third parties who continue to truck coal into Arnot 

power station.       
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Matla mine 

Non-funding of capital of R1.8 billion for mine 1 

64. Matla power station is a baseload power station. It contributes significantly 

to the grid.  Exxaro’s Matla mine has 1 billion tons of coal resources and 

250 million tons of coal reserves. This is one of the largest coal resources 

left in Mpumalanga under one mining right.  If it is managed properly and 

funded optimally, it could, to the benefit of South Africa, provide Eskom 

with security of coal supply for many years to come.  

65. Matla mine consists of three mines: mines 1, 2 and 3.  All three mines 

need to operate optimally and must be mined in a synchronised manner 

for Exxaro to meet the contracted specifications in terms of volume of coal 

and qualities to Eskom. 

66. The qualities of the coal produced by the three mines are very different.  

The coal from all three mines needs to be mixed together so that the 

contractually required volumes and qualities are able to be supplied to the 

Matla power station. The contractual volumes are 10.06 million tons per 

annum and the calorific value is 19.5 Mj/kg. 

67. Exxaro informed Eskom as early as 2004, and persistently thereafter, that 

capital was needed to sink a new shaft for mine 1 as it was becoming 

unsafe to mine at the existing shaft.  The capital required for this project 

was R1.8 billion in 2016.    

68. Eskom delayed and has, to date, not provided Exxaro with the capital.  We 

explained the adverse impact of the failure to fund the sinking of a new 
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shaft for mine 1 to Eskom on a number of occasions. One such example is 

a letter that we sent to Mr Molefe dated 15 September 2016.  A copy of 

our letter is attached as annex “M”.  

69. In October 2016, the Eskom Board approved Exxaro’s request for funding.  

However, the request was made subject to the approval of the Minister of 

Public Enterprises, Ms Lynne Brown, who then declined the request in a 

letter to Mr Ben Ngubane, the then Chairperson of Eskom, in April 2017.  

A copy of the Minister’s letter is attached as annex “N”.  Exxaro is only 

privy to the letter because Eskom was ordered to disclose the letter in 

arbitration proceedings. 

70. Minister Brown required Eskom, before she would grant approval, to 

“demonstrate how [Eskom] would use this opportunity to give [sic] socio-

economic transformation imperatives of the Government” as the CSA was 

“signed pre-1994”. The Minister’s stance is most surprising in 

circumstances where the CSA has been amended and affirmed on 

numerous occasions after 1994 and where Exxaro is one of the largest 

and foremost black-empowered mining companies in South Africa. In any 

event, there are no such conditions provided for in our CSA with Eskom.  

71. In October 2016, Eskom did not formally advise Exxaro that the capital 

had been approved.  Nor was Exxaro informed in April 2017 that the 

Minister had declined to approve the funding.  We are, to date, still 

awaiting a written response from Eskom on these issues. 

72. Exxaro in subsequent letters to Eskom repeatedly indicated the impact of 

the non-approval of major capital projects at Matla and the detrimental 
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effect this had on qualities, production, and cost of coal at Matla mine over 

time. An extract of the relevant correspondence is attached as annex "O". 

73. As the R1.8 billion has still not been approved, Exxaro has thus, after 

unsuccessful mediation proceedings, been forced to seek to compel 

Eskom to provide the funding as per their CSA obligations through 

arbitration proceedings. 

74. The failure of Eskom to provide funding resulted in the stoppage of mine 1 

in February 2015 because of irredeemable underground deterioration and 

serious safety concerns for the miners.  A letter that was addressed to 

Eskom notifying it of the closure and its consequences on 5 March 2015 is 

attached as annex "P".  The stoppage of mine 1 and the lack of capital 

approval has increased the cost per ton of the coal supplied to the Matla 

power station because of, among other things, the loss of economies of 

scale at the Matla mine.  

75. Furthermore, with non-funding of capital in general, as was the case at the 

Arnot mine, Eskom has, not provided sufficient capital for the replacement 

of mine equipment.  This has led to the failure of equipment and to ageing 

equipment needing repair more frequently, causing a decrease in the 

production capability of the Matla mine. 

Conclusion on the Matla issues 

76. With the loss of Mine 1, Matla mine has been mined out of sync. This has 

resulted in a sub-optimised extraction, a sub-optimal quality mix of coal 

and less volumes produced. 
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77. With the loss of Mine 1, 40% of the volume of the coal that was supplied to 

the Matla power station has been lost (until the capital is provided to allow 

the mine to continue).  This means that Matla mine without Mine 1 will 

never be able to deliver more than approximately 7 Million tons of coal and 

will never again meet the contractually agreed 10.06 million tons per 

annum nor will it be able to meet the contractually required quality 

specification. This also has a negative implication on the rand per ton cost 

(as a result of lower volumes supplied). 

78. If the status quo continues, Matla will have to permanently close Mine 1.  If 

the mine needs to be opened again, the cost of re-establishment will be 

exorbitant.  

79. The Matla mine is, as a result of Eskom’s conduct described above, able 

to supply the Matla power station with only 7.5 million of the 10.066 million 

tons per year it is contractually obliged to supply.  

80. The decrease in the volume of coal available from the Matla mine has 

provided the rationale for Eskom to purchase imported coal from third 

parties as a substitute.  Since 2015, Eskom imports around 3.6 million 

tons of coal a year which is delivered to the mine in approximately 120 000 

truck-loads per annum.  This translates to on average over 400 truck-loads 

per day with the concomitant traffic congestion, damage to the road and 

risk to other road users, when this coal could otherwise be delivered by 

conveyor belt directly from the Matla mine.  It obviously also increases the 

delivered rand per ton cost of the coal. 

81. This means that, assuming a price of R500 per ton, Eskom has paid more 
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than an estimated R5 billion for imported coal from third parties from 2015 

to 2017.  This inflated cost is impossible to justify when, if the necessary 

capital were supplied for mine 1, Matla Mine would be able to supply coal 

at competitive rates for at least the next 20 years (Matla’s remaining coal 

reserves are in excess of 250 million tons).  While the relocation of mine 1 

remains unfunded, one must assume that Eskom will continue to purchase 

coal from third parties at exorbitant prices.  Even if Eskom were to approve 

the funding at this stage, due to the construction time, it will still take two 

years before the first coal could be produced. 

82. The additional expenditure Eskom has incurred in procuring expensive 

coal acquired from third parties (which is not comparable to coal supplied 

from Matla by conveyor belt) would have paid for the capital expenditure 

required at mine 1 many times over.  A graph indicating the significant 

expense of the acquisition of this coal compared to the cost of coal from 

the Matla mine is attached as annex “Q” to this statement.     

83. Exxaro is very concerned that this situation is unsustainable.  We are also 

concerned that the situation at Matla – where Eskom has increased the 

cost of coal per ton by starving the mine of capital – may encourage 

Eskom to allege, as it did at Arnot, that the mine’s coal is too expensive.  

This could provide ostensible justification, as it did at Arnot, for Eskom to 

terminate its CSA with Exxaro’s mine. 

84. It is thus difficult for Exxaro, with our experience at Arnot, and Eskom’s 

recent conduct at Matla, not to draw parallels between what happened at 

the Arnot mine and what is happening at the Matla mine.  
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PREJUDICE TO EXXARO’S COMMERCIAL MINES 

Introduction 

85. In addition to the cost-plus mines and the Mafube mine, within the 

Mpumalanga area there are two other commercial mines that either supply 

or supplied coal to Eskom, namely NBC and Leeuwpan.  In addition to 

these, we have another mine in Lephalale, called Grootegeluk mine, which 

supplies coal to the Medupi and Matimba power stations. 

86. I consider below the situation at Leeuwpan and Grootegeluk.  Leeuwpan is 

relevant to issues raised in the Committee’s letter of invitation.  It is 

necessary for us to touch on the situation at Grootegeluk in light of 

unjustified statements made by other persons who have appeared before 

this Committee. 

Leeuwpan mine 

87. The Leeuwpan mine was connected to the Majuba power station by a very 

effective rail system.  The system obviated the need to transport coal to 

the power station by road which was more expensive. 

88. Exxaro and Eskom concluded a CSA commencing on 1 January 2010 

which ended in March 2015.  In terms of the CSA, the Leeuwpan mine 

supplied Majuba power station with approximately 170 000 tons of coal 

per month. 

89. In September 2014, 6 months prior to the expiry of the existing CSA, the 

parties entered into negotiations for the continued supply of coal beyond 
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March 2015.  The parties reached agreement on a price for the new 

agreement by February 2015.  However, after reaching this agreement, 

Eskom continued to shift the goalposts by persistently raising new 

requirements which Exxaro was required to meet.  As soon as Exxaro 

complied with a certain set of requirements, Eskom imposed further 

requirements. 

90. The existing contract had expired in March 2015, but was extended on a 

month-to-month basis to allow the parties to conclude the new agreement.  

The final agreement was agreed to and ready for signature by September 

2015.  

91. Despite various requests from Exxaro that Eskom sign the new 

agreement, Eskom did not do so.  It preferred instead to extend the 

existing agreement on a month-to-month basis. 

92. Eskom ultimately did not sign the new CSA, which would have extended 

Leeuwpan mine’s supply to Eskom for a further three years.   

93. The volumes supplied to Eskom were a substantial part of the Leeuwpan 

production. A month-to-month CSA is not sufficient for a coal mine to 

make investment decisions on, and Exxaro was therefore forced to secure 

a longer-term CSAs to support the mine’s investment decisions for its 

extension plans. 

94. Therefore, on 29 February 2016, Exxaro wrote to Eskom to say that we 

could not run the mine on a month-to-month basis and that, given Eskom’s 

refusal to sign the agreement, we could not continue supplying it with coal.  
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Leeuwpan mine’s supply of coal to Eskom thus ended March 2016. A copy 

of the letter that Exxaro sent to Eskom is attached as annex "R". 

95. Having had such an effective supply route to the power station, it is hard to 

understand why it took so long for Eskom to complete the contract.  

Eskom's failure to timeously conclude a contract diverged from its 

historical practices.  Eskom’s conduct was even more unusual considering 

that, during this period, other CSAs were concluded by Eskom with third 

parties for supply to the Majuba power station.   

96. Given the efficiency of the Leeuwpan contract in terms of the logistics 

channel, price, volumes and the relationship that was built up over the 

years, we question the reasons why our CSA was delayed for almost a 

year after having agreed on price already in February 2015.   In contrast, it 

appears from the evidence given before this Committee during the 

testimony of former Eskom CEO Mr Tshediso Matona and some of the 

questions that were put to him that: 

96.1 the Brakfontein CSA between Eskom and Tegeta was concluded in 

March 2015.  This was seemingly at a higher price than what Exxaro 

had agreed with Eskom;   

96.2 the contract was allegedly concluded soon after Mr Matona left 

Eskom, having refused to sign the Brakfontein agreement due to 

issues with price, qualities and compliance; and  

96.3 furthermore, it appears that the Brakfontein tons were ramped up 

over the same year that Exxaro was painstakingly trying to resolve 
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the additional requirements from Eskom - which is the same period 

that Eskom took coal from us on a month to month basis.  

97. Exxaro is still willing and able to supply coal to Eskom from its Leeuwpan 

mine. 

THE “FRUITLESS AND WASTEFUL EXPENDITURE” INCURRED BY 

ESKOM UNDER THE MEDUPI CSA 

98. This section does not address either of the two questions posed to Exxaro 

by the Portfolio Committee.  However, we deem it necessary to address 

the issues considered below in light of a number of misleading statements 

that have been made before this Committee. 

99. Exxaro’s Grootegeluk mine supplies coal to Eskom’s Medupi and Matimba 

power stations in terms of long-term commercial CSAs which extend for 

over 30 years.  Grootegeluk has been supplying the full burn demand of 

the Matimba power station since the early 1980s at an average rate of 

14.6 MT (equivalent to 300MGj) per annum. 

100. On 19 September 2008, Eskom and Exxaro entered into a commercial 

CSA which would amongst other things regulate the coal supply to the 

new Eskom Medupi power station. 

101. Pursuant to the Medupi CSA, the initial “ramp-up period” (i.e. the period 

during which the power station would be brought online and incrementally 

begin to take off coal until the full offtake is reached)  was agreed to 

commence on 1 October 2011 and would end on 31 December 2013.  The 

“ramp-up period” was designed to coincide with the completion of Medupi 
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power station’s units 1 to 6.  Upon the completion of these units, Eskom’s 

off-take would be at full volume.  

102. To supply the required quality and volume of coal to the Medupi power 

station, Exxaro had to expand its own operations.  In doing so, it 

established the Grootegeluk Medupi Expansion Project (“GMEP”).  GMEP 

included, among other things, the establishment of a new coal 

beneficiation complex (referred to as the GG7 and GG8 plants), blending 

beds and reclamation facilities.  This entailed associated in-pit expansion, 

including the purchase of trucks, shovels, crushers and discard facilities at 

an estimated cost of R10.25 billion. 

103. The Medupi CSA was concluded on an arms-length commercial basis as 

Grootegeluk is not a cost-plus mine and does not operate on cost-plus 

principles.  GMEP was funded on Exxaro’s balance sheet.  The Medupi 

CSA is, accordingly, based on accepted commercial principles, including 

the following: 

103.1 the CSA included take-or-pay provisions in favour of both Eskom and 

Exxaro.  These provisions protect both parties from losses caused by 

the non-performance by the other party of its obligations in terms of 

the CSA.  For example, take-or-pay provisions are included in the 

CSA in favour of Eskom in the event that Grootegeluk does not 

supply the required volumes of coal to Medupi. They are also 

included in favour of Exxaro where Eskom does not offtake the 

required volumes.  The intent of the latter penalty was to recover 

Exxaro’s costs relating to servicing the debt, cost of capital and 
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return on capital (i.e. the fixed costs actually incurred) in the event 

that Eskom could not take and pay for Exxaro’s coal. This provision 

is common-place in supply contracts and is not unique to Exxaro; 

and 

103.1 the CSA also included bonuses and penalties based on the 

consistency of the coal quality supplied by the mine. 

104. Mr Singh states that the penalties Eskom paid to Exxaro in terms of the 

Medupi CSA “should be fruitless and wasteful expenditure in terms of the 

PFMA”.  He implicitly criticises Exxaro for the consequent high cost per ton 

of the coal supplied by Grootegeluk. 

105. We agree that the penalties for which Eskom is liable under the Medupi 

CSA, and which were caused by Eskom's non-performance, constitute 

fruitless and wasteful expenditure.  

106. In any event, Exxaro accommodated Eskom on multiple occasions in 

order to minimise the financial impact of Eskom's non-performance.  This 

is described in further detail below.  We note that Mr Singh failed to 

mention the cost of Eskom’s non-performance to Grootegeluk and the 

numerous measures Exxaro took, in good faith, to limit the penalties 

Eskom paid to it. 

107. In this regard, Exxaro concluded several addenda to the Medupi CSA with 

Eskom.  It did so in light of the delays experienced in the construction of 

the Medupi power station. 

108. In terms of addenda 1 to 6 of the CSA, the ramp-up period was amended 
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to commence on 1 May 2012 and to end at 31 December 2014.  To 

accommodate the delays at Medupi, further addenda (7 to 9) were 

concluded to change the ramp-up period and expected off take schedules 

of coal.  The mandate from the Exxaro Board to its Eskom negotiation 

team was that Exxaro should accommodate Eskom as far as possible.  

However, it remained important that Exxaro protected its shareholders’ 

return on capital. 

109. We itemise below Exxaro’s endeavours to accommodate Eskom: 

109.1 First: due to Eskom’s inability to take off the coal volumes agreed to 

in terms of the addendum 6 ramp-up schedule, Eskom requested 

Exxaro to explore the stoppage or slow-down of construction at 

Grootegeluk to allow Eskom to catch up with the agreed schedule. 

109.2 Exxaro explored this possibility, but our GMEP construction was too 

far advanced.  The stoppage or slow-down of or GMEP could not be 

accommodated without Exxaro incurring significant contractual 

liabilities and forfeiting process guarantees due to ramp-up delays.  

At this stage, Exxaro had already staffed the expansion project to 

more than 60% of the full requirement. 

109.3 Eskom and Exxaro thus agreed that stoppage or slow-down of 

construction was not a viable option.  Exxaro was thus told to 

continue with its construction program. 

109.4 Eskom agreed that it would build a strategic stockpile with a 

maximum of 30Mt capacity to store additional coal not burnt at 
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Medupi.  This measure was taken so that Eskom could off-take coal 

as agreed and to minimise the penalties it incurred.  To further assist 

Eskom, Exxaro delayed some capital expenditure and implemented 

various cost-reducing measures.  These measures enabled Exxaro 

to afford Eskom a 25% discount on its contractual penalties. The fully 

ramped-up date was also extended from 31 December 2014 to 31 

December 2016 in terms of addendum 7. 

109.5 Second: barely six months later, on 28 February 2013 Eskom notified 

Exxaro that it was experiencing labour unrest and could not comply 

with the required coal offtake agreed to under addendum 7. 

109.6 To accommodate Eskom, Exxaro agreed in addendum 8 to Eskom 

reducing its offtake in terms of the Matimba CSA to the contractual 

minimum and to Eskom nominating Matimba as an alternative point 

of supply under the Medupi CSA from 2014 to 2016. This led to the 

addendum 1 of the Consolidated Matimba CSA. 

109.7 In permitting this transfer, Exxaro enabled Medupi power station to 

reduce its 30MT strategic stockpile to 10MT. 

109.8 Exxaro once again afforded Eskom a 25% discount on the resulting 

contractual penalties. 

109.9 Third: Eskom once again approached Exxaro stating that it was not 

able to take coal according to the offtake schedules agreed to in 

Addendum 8.  Exxaro again agreed to accommodate Eskom. Exxaro 

agreed to extend the fully ramped-up date from 31 December 2016 
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to 31 December 2017.  This agreement is reflected in addendum 9. 

109.10 Fourth: after the conclusion of addendum 9, Eskom approached 

Exxaro to pursue initiatives to move Medupi Coal from Lephalale to 

Mpumalanga or to Richards Bay Coal Terminal. 

109.11 Exxaro investigated numerous stockpiling options for the coal as well 

as the possibility of evacuating coal from the Waterberg.  Exxaro 

incurred costs for consulting and design work associated with 

considering these options.  Exxaro did not pass on these costs to 

Eskom.  To date, Eskom has not responded to Exxaro’s input on 

their mooted options or on a mandate to proceed with either option, 

despite Exxaro following up with Eskom on a number of occasions. 

109.12 Fifth: Exxaro has, moreover, and at a significant reduction Eskom’s 

off-take, agreed to extend the transfer of coal from Medupi to 

Matimba until 2018. This results in a loss of about 2MT per annum of 

the contractually agreed offtake under the Matimba CSA.  This 

causes a revenue loss that Exxaro incurs which is not passed on to 

Eskom. 

110. Exxaro accordingly acted in good faith and accommodated Eskom as far 

as was possible during the difficult construction and ramp-up phase at the 

Medupi power station.  Exxaro's accommodation of Eskom has gone 

beyond that which is contractually required of Exxaro.  Exxaro has 

investigated alternative plans, changed agreed plans, afforded Eskom’s 

material discounts on contractual penalties Eskom owed to Exxaro, and 

allowed Eskom to transfer tonnage that they could not take at the Medupi 
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power station to the Matimba power station.  

111. Mr Singh’s implied criticism of Exxaro in relation to the contractual 

penalties incurred by Eskom under the Medupi CSA is incorrect and 

without any foundation. 

CONCLUSION 

112. Looking back on the history set out above, Exxaro is concerned by at least 

the following questions: 

112.1 Why, when Mr Brian Molefe assumed the position of chief executive 

officer, did Exxaro’s relationship with Eskom deteriorate so 

markedly?  Eskom’s agreements with Exxaro were in certain 

instances not adhered to or, where they were being finalised, were 

frustrated.  Despite this, and the fact that Exxaro is the biggest 

supplier of coal to Eskom, Mr Molefe refused to meet with Exxaro 

throughout his tenure at Eskom. 

112.2 Why were Exxaro’s efforts to optimise Arnot mine and its escalating 

costs (due to the non-purchase of land) ignored, when a CSA with 

Tegeta was concluded with such haste?  

112.3 Why did Eskom summarily terminate negotiations on the extension of 

Arnot’s CSA? 

112.4 Why was the Mafube CSA terminated despite the mine delivering the 

cheapest supplies of coal in Mpumalanga to Eskom? 

112.5 Why was Eskom unconcerned about the premature termination of 
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the Arnot CSA despite the fact that Eskom was aware that it would 

lead to (i) the loss of 1500 jobs and (ii) an emergency with respect to 

the coal supply for the Arnot power station?  We note that we have 

learned from testimony before this Committee that this emergency 

(as well as the termination of the supply from Mafube) was used as a 

basis for procuring coal from another supplier with a concomitant pre-

payment in April 2016.   

112.6 Why did the Minister of Mineral Resources remain silent when 

Exxaro requested him to intervene despite the fact that 1500 jobs 

were at stake? 

112.7 Why did Eskom avoid paying R 1.8 billion for the mine 1 shaft at 

Matla for so long, opting instead to procure coal for over R 5 billion 

and thereby posing safety risks, traffic congestion and damage to the 

roads in respect of a mine that was not designed for stock piling? 

112.8 Why does Mr Singh use the high cost of diesel to run the open cycle 

gas turbines to justify the purchase of expensive coal from Tegeta 

when Eskom could simply have continued to procure coal under its 

CSA from the Arnot mine and Mafube mines at a lower cost?  

112.9 Why did Eskom suddenly adopt the practice of making pre-payments 

for coal to a certain miner? 

113. I thank the Portfolio Committee for this opportunity to present this 

statement before it and pledge my and Exxaro’s continuing assistance to 

the Committee. 
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MXOLISI MGOJO 
Chief Executive Officer 
Exxaro Resources Limited 
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2013 - 2016 Chronology of events: Eskom squeezing Exxaro out

2013

Eskom/Exxaro sign MoU 
agreeing alternative 
business models for Arnot 
mine post 2015

CSA with Eskom for 
supply from Leeuwpan 
mine to Majuba comes 
to an end in March 2015

After commencing negotiations in September 
2014, Exxaro and Eskom agree on the sale of 
coal from Leeuwpan at R13.25/Gj on 24 
February 2015

Eskom’s position CSA ends 2023.  Exxaro’s view is CSA ends 2015.  Parties 
agree to set this aside and in good faith work towards a common goal for the 
continuation of the Arnot mine supply to Arnot Power Station

March 2014, Brian Dames steps 
down. April 2014, Colin Matjila 
becomes acting CEO

Tshediso Matona rejects CSA 
with Gupta owned 
Brakfontein until various 
issues are resolved

Tshediso Matona suspended 
from March 2015

March 2015, Eskom signs CSA with Gupta 
owned Brakfontein (for supply to Majuba 
via road) despite high price, non-
compliance with qualities and volumes. 
Eskom extends the Leeuwpan CSA on a 
month to month basis

Negotiations 
between Exxaro and 
Eskom re the Arnot 
MOU stall - no 
response from 
Eskom

17 April 2015, Brian 
Molefe is appointed as 
acting CEO31 July 2015, Optimum passes 

resolution for voluntary business 
rescue; business rescue practitioner 
appointed 4 August 2015

1 August 2015, Anoj Singh 
appointed as CFO

12 August 2015, Eskom issues tender 
for supply of coal from 1 Jan 2016 to 
Arnot for 5Mtpa.  This tender closes 
17 Sept 2015

8 September 2015, Eskom 
informs Exxaro that the 
Arnot CSA ends 31 Dec 
2015

25 September 2015, 
Brian Molefe 
appointed 
permanent CEO

4 November 2015, 
Eskom informs Mafube 
that the Mafube/Arnot 
CSA ends 31 Dec 2015

7 Dec 2015, Eskom advises that the 
Arnot specification has changed (now 
higher than August 2015 tender) at 
25.05 CV

10 December 2015, 
business rescue 
practitioners of Optimum 
conclude deal with 
Tegeta for sale of 
Optimum

23 December 2015, coal 
supply emergency to 
Arnot declared internally 
by Eskom

April 2016, Eskom 
buys coal from Tegeta 
at R19/Gj

November 2015, Eskom 
informs Exxaro stating that 
they will not pay for 
rehabilitation

11 April 2016, Eskom 
approves pre-payment of 
R659m for coal to Tegeta

Suzanne Daniels questions why 
Eskom needs to meet internally 
on 11 April 2016 to discuss the 
‘emergency coal supply to 
Arnot, as an emergency was 
declared about 3 months prior

14 April 2016, sale of 
Optimum deal is quickly 
closed with Tegeta as 
new owners

After the closure of 
the Optimum deal 
(purchase of 
companies by 
Tegeta), Optimum 
enters into CSA with 
Tegeta for the sale 
of coal to Arnot

Sept 2015, the final draft 
of the new Leeuwpan CSA 
is  ready for signature

Exxaro still awaiting 
response from Eskom in 
Arnot MOU negotiations
for supply beyond 2015

Exxaro is not aware of the 12 August
2015 tender for supply of coal to Arnot 
and at this stage is already supplying coal 
into Arnot and Mafube via current CSA’s 

Exxaro CEO Sipho Nkosi 
tries to meet with Brian 
Molefe

27 November 2015, 
Exxaro offers Eskom coal 
from Mafube at 
R15.50/Gj (21.6 CV)

31 December 
2015, Arnot Mine 
supply to Arnot 
Power Station 
ends

Jan 2016, Optimum 
commences supply of coal to 
Arnot (previously supplying 
Hendrina)

Exxaro moves into arbitration 
regarding Arnot closure costs

2014 2015 Feb Mar.

Aug.

Jul.

Apr.

Dec.

Nov.

Sep.

2016

Jan.

Apr.Mar.

March 2016, Exxaro 
notifies Eskom of 
discontinuation of 
Leeupan supply to 
Majuba

Developments 
within Eskom 

Developments 
within Exxaro

Oct.
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The graph depicts the cost per ton for Matla Coal production versus the price of buy-in coal by 

Eskom.  The costs of the buy-in coal includes the transport costs and is thus on a landed basis and is 

based on numbers that were published in Finance Week.   

The costs of Matla Coal production includes the total costs of operating the mine, the contractual fee 

payable to Exxaro and the capital expenditure.  The capital expenditure until 2017 is included in the year 

that the capital is spent whereas the LOM capital is smoothed over the life of the power station, i.e. 

2032 in this instance.  The costs that are not included are the direct costs which do not form part of the 

cost of coal.  The cost of the Environmental Rehabilitation Funding is also not included but the cost of 

ongoing rehabilitation is included in operational costs.  The two scenarios for Matla Coal is Mine 1 is 

funded and brought back into operation again in 2021.  The other scenario is when Mine 1 is never 

brought back into operation again. 

The increase in the cost per ton (2018 – 2021) for the scenario where Mine 1 is brought in again is due 
to the capital spending on the LOM projects while Mine 1 is not yet producing. 
The drop in the R/ton in 2021 on the scenario where Mine 1 does not come back is due to the Interseam 
project which increases production as well as Mine 2 wall which also still produces for part of the 
year.  When Mine 2 wall goes down in this year the R/ton again increases in 2022. 
The numbers in the graph are in real terms and in 2017 money terms. 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033

Buy - In Price 354 379 399 411 427 447 469 495 516 550 550 550 550 550 550 550 550 550 550 550 550 550 550 550 550 550

R/Ton Matla Incl M1 149 200 172 221 216 263 316 396 383 374 492 480 482 461 366 371 373 372 375 380 372 373 377 375 373 367

R/Ton Matla excl M1 149 200 172 221 216 263 316 396 383 374 435 419 428 362 469 477 481 479 484 493 479 481 488 484 479 466

 -

 100

 200

 300

 400

 500

 600

R
/T

MATLA COAL COST VS BUY - IN PRICE 
(CAPITAL & CONTRACTUAL FEE INCLUDED)

"Q"109



"R"110




