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1

Rohan R. Hiles

From: Mokone, Aubrey (OCH OPT) <Aubrey.Mokone@optimumcoal.com>
Sent: Wednesday, 16 January 2013 13:50
To: Gert Opperman; Karien Smith; Karien Smith; Maria Kgaphola; Tshwaro Petso; De Waal, 

Fanie (OCH OPT); Snyders, Francois (OCH OPT); Visser, Ben (OCH OPT)
Subject: Fines Investigation updated report
Attachments: Fines Investigation Report update 16 January 2013.docx; Drop shatter Graph per 

transfer points.xlsx

Good ladies & gents 
 
Please find attached the update report on the fines Investigation. Please refer to page 3 as a continuation of the first 
report. 
 
Regards 
 

 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 

 

 
Aubrey Mokone 
Metallurgist 
Optimum Colliery 

Pullenshope Road 
Private Bag X1201 
Pullenshope, 1096  
South Africa 
 
Tel:    +27 (0) 13 296 5512 
Fax:   +27 (0) 86 649 7019 
Cell:   +27 (0) 71 678 1587 
Web:        www.optimumcoal.com 
 

 DISCLAIMER: The information contained in this message is confidential and is intended for the addressee(s) only. If you have 
received this message in error or there are any problems please notify the sender immediately. The unauthorized use, disclosure, 
copying or alteration of this message is prohibited. Optimum Coal and its associated companies will not be liable for direct, 
special, indirect or consequential damages arising from alteration of the contents of this message by a third party or as a result 
of any malicious code or virus being passed on. 
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Fines Investigation Project  - KWAGGA ExPIT Sampling Results – 29 November 2012 

 

Scope of project 

Investigate possible points or sources of fines generation that contributes to >35% -0.81mm 
material to the Total Eskom Supply Product. 

1. Background 

Kwagga ExPIT from three sections/areas where sampled for Sizing & Drop Shatter tests. 
The areas are as follows: 

1. Kwagga North BE09 Ramp 1 & 2 
2. Kwagga North Marion 2 Ramp 5 to 8 
3. Kwagga North Marion 3 Ramp 5 to 8 

From the above areas, the extraction of coal was as follows: 

1. Kwagga North BE09 Ramp 1 & 2 – Seam 2A was extracted by means of blasting 
and then loaded to the tip 
 

2. Kwagga North Marion 2 Ramp 5 to 8 – Seam 2 was extracted by means of free 
digging and then loaded to the tip. (No blasting) 
 
 

3. Kwagga North Marion 3 Ramp 5 to 8 – Seam 2 was extracted by means of free 
digging and then loaded to the tip. (No blasting) 
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2. Sample Results 
2.1 Kwagga North BE09 Ramp 2  

 

The blasted 2A seam had a percentage -0.81mm of 3.64% (m/m) which was similar 
to the drop shutter test results on the -0.81mm of 3.6% (m/m). The stability of the 
blasted 2A seam BE09 coal was 1.01 with a friability of 98.991%.  

2.2 Kwagga North Marion 2 Ramp 5   

 

The freely digged 2 seam had a percentage -0.81mm of 7.91% (m/m) which was 
very close to the drop shutter test results on the -0.81mm of 8.1% (m/m). The 
stability of the freely digged 2 seam Marion 2 coal was 1.0 with a friability of 
98.999%.  
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2.3 Kwagga North Marion 3 Ramp 5  

 

The freely digged 2 seam had a percentage -0.81mm of 4.47% (m/m) which was 
very close to the drop shutter test results on the -0.81mm of 5.01% (m/m). The 
stability of the freely digged 2 seam Marion 3 coal was 0.99 with a friability of 
99.005%.  

 

3. Kwagga ROM Handling - Simulation Drop test  
 

A drop test used as tool to indicate the likely hood of coal to break when exposed to various 
methods of handling and Kwagga ROM alone making up to 60% or more of the total 
Optimum ROM, was focused on given the mining methods used to extract coal. Although 
the initial test results above did not indicate much in terms of how or why the fines gets 
generated, the test work does indicate that there is breakage that can be expected.  

An estimation of about 15 transfer points from Kwagga North tip up to the blending yard was 
used for the simulation assuming each drop test represents a transfer point. The purposed 
of the simulation is to at least give an indication of how Kwagga coal breaks (friability 
deteriorates) along the way to the HMS blending yard stockpile. 
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  All three Ex-Pit samples (Marion 3, Marion 2 and BE09) were combined on equal 
proposition and then dropped 15 times. 

 
3.1 Kwagga Ex-Pit Composite of Marion 3, 2 and BE09 – Drop shatter 

Simulation 

 
 
The above graph shows only the % -1mm material generated after each drop test and 
how accumulation thereof takes place. The composite sample did not change at all after 
3 drop test but evidently increases linearly as the number of drop tests increases. 
 
At the 15th drop test, the -1mm came at 31.5% which correlates well with the 35% or 
more -0.81mm material that are experienced on the daily Eskom Supply. 
 
 

4. Further simulations 
 
Further simulations will take place from individual kwagga Ex-Pits (Marion 3, 2 & BE09), 
Pullenshope Ex-Pit (Marion 4) and Boshmaspoort UG Ex-Pit. The purpose of doing all 
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the sections is to get an understanding of how fines get generated from the overall 
Optimum ROM.  
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No of Drops %-1mm
Original 5,4

2 1 5,4
4 2 5,4
6 3 10,5
8 4 15,8

10 5 16,4
12 6 16,6
14 7 17,4
16 8 18,7
18 9 21,6
20 10 22,4
22 11 22,7
24 12 24,8
26 13 26,8
28 14 31,1
30 15 31,5
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Primary Energy Division

OCM Exploratory CSA 
Discussions

28 May 2014
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Purpose & Background 

PURPOSE

• To develop a contracting strategy that supports Primary Energy Division (PED) in 
resolving historic, current and possible future issues which may result in dispute 
resolution on the Optimum Coal Supply Agreement.

PROPOSED PROCESS

1

Day 1 
New CSA 

discussions

Day 1
Parking lot

Day 2
Each team 

Focus session

Day 2
Items not in 
agreement 
discussion

Day 2
Termination of 
existing CSA

Day 2
Way forward
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The respective teams

Eskom team

Kiren Maharaj

Johann Bester

Ayanda Ntshanga

Gert Opperman

Andrea Williams

Glencore team

Clinton Ephron

Dimitri Yiotopoulos

Riaan Du Plooy

Shaun Teichner

2
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Agenda – OCM Exploratory Discussion Session Day 1

• Eskom Coal Strategy & contracting principles

• Glencore Coal Strategy & contracting principles

• Qualities

• New & Interim quality range

• Measurement & Analysis

• Escalation mechanism

• Volume

• Minimum required volume

• Under off take & Under supply

• Term / Duration of contract

• Indicative pricing

• Infrastructure

• Conveyors – responsibility, efficiency, constant feed rate

• Sampling plant 3
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Agenda - OCM Exploratory Discussion Session Day 2

• Parking lot items from Day 1 – each team 2 hours focus session

• Items parties are not willing to concede on

• Refer to Co-operation document points

• Termination of existing CSA

• Way forward – items not in agreement

• Terms of reference

4
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Proposed Interim Quality requirement

5

H
E
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D
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S

TA
T

IO
N GENERATION COAL QUALITY SPECIFICATIONS

DESIGN
Interim

OCM 
CONTRACT100% Mill 

demand
TM 9 8 10
IM 4 3
ASH 23.96 28.8 28.8
CV 24.83 22.64 23
VOL 23.96 22.4 21.6
S 0.83 0.8
HI 53 53
AI 253 <450 423
DFT 1340 >1300 1400
Top Size 25mm 35mm >6mm<45%

30mm <5% <6mm>55%
-3mm <20% <2.35mm<35%
-1mm <15% <0.81mm<15%

All values are reported as 
Moisture Free (mf) or Dry Basis 
(DB) and is subject to Eskom 
Generation approval
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1. INTRODUCTION 

 

Optimum Coal Mine (“Optimum”) is currently losing money on every ton of coal it sells to 
Eskom as well as to the export market. Optimum have therefore already initiated a section 
189 process to retrench 1300 miners and to close the export business by 31 March 2015.  
Optimum have agreed to continue to supply Eskom on condition that Eskom agrees to pay a 
higher price from 1 April 2015, which as a minimum will cover the current cost to produce 
coal for Eskom. Alternatively Optimum will declare bankruptcy, stop supply to Eskom and will 
close the mine in a matter of months. 

 

In accordance with the mandate approved by the Board of Directors Tender Committee 
(“BTC”) meeting on 12 August 2014, to negotiate but not conclude Coal Supply Agreement/s 
for up to 24 years to ensure the security of coal supply for Hendrina Power Station 
(“Hendrina”). This report reflects the progress to date thereof and requests noting of the 
feedback and a mandate to conclude negotiations with Optimum to ensure security of supply 
for Hendrina is requested. 

 

The current coal supply contract with Optimum to supply 5.5 Million Tons (“Mt”) per annum of 
coal from Optimum to Hendrina expires on 31 December 2018. The original life of Hendrina 
was until 2025 and has been extended to 2035.  

 

Over the life of this Coal Supply Agreement (“CSA”) there have been a number of issues 
relating to the interpretation and implementation of the CSA, in particular the penalty 
provisions for out of specification coal and failure to supply the full contract volumes.  The 
most recent issue is the hardship arbitration initiated by Optimum against Eskom on the 
28 February 2014 relating to the hardship notice issued on 3 July 2013 by Optimum.  

 
 
 
 
TO: 

 
 
 
 
The Chairman                                                                          
Board of Directors Tender 
Committee   
EXCO Procurement Sub-
Committee  

 
 
 
 
Date:  

 
 
 
 
 
3 June 2015 
 
25 March 2015 

COMPILER: Johann Bester Tel:  011 800 3729 
BUSINESS UNIT & 
NAME OF END-
USER 

Primary Energy 
 
Hendrina Power Station 

Rev:  

DESCRIPTION MANDATE TO CONCLUDE NEGOTIATIONS WITH OPTIMUM COAL 
MINE FOR COAL SUPPLY TO HENDRINA POWER STATION 

 
ENQUIRY NO.: CORP3101 
PR NO.: N/A 
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Optimum claim, in the hardship notice, that since 2006 they have been supplying coal to 
Eskom at a price lower than their cost of production and have been losing money on every 
ton supplied to Eskom. Optimum have also indicated that they will close the entire mine if no 
agreement is reached on the hardship claim. 

 

Based on the risks associated with the abovementioned Hardship Notice, PED sensitised the 
Eskom BTC about the said notice and was mandated by the BTC to enter into negotiations 
with Optimum to resolve prevalent issues in order to get assurance that Eskom could secure 
coal for Hendrina until and post 2018. 

 

Noting the mandate previously granted as follows: 

 Primary Energy Division (“PED”) is mandated to negotiate with Optimum Coal 
Mine (“OCM”) to ensure security of supply for the life of Hendrina Power Station 
(“Hendrina”). 

 Approval is granted for PED to issue an open market enquiry to secure coal 
supply to Hendrina for the period post 2018 taking into consideration the following: 

o Eskom’s Emerging Miner Strategy. 

o Eskom’s Supplier Development and Localisation Requirements. 

 The Divisional Executive, PED is authorised herewith, with the power to delegate 

further, to take all the necessary steps to give effect to the above, including the 
signing of any agreements, consents or other documentation necessary or related 
therewith. 

 

PED now requires a mandate to conclude negotiations with Optimum, to ensure security of 
supply for Hendrina. Hence it is requested that the Board of Directors resolves that: 

 Primary Energy Division (“PED”) is mandated to conclude negotiations with 
Optimum Coal Mine (“Optimum”) to ensure security of supply for Hendrina Power 
Station (“Hendrina”) at R442/ton (February 2015 money values), for a CV of 
23.5MJ/kg dry basis, from 1 April 2015 to 31 December 2018, and to include into 
this new coal supply agreement (“CSA”), the following valuable right, to be 
exercised by 31 December 2015;  

o PED is mandated to extend the CSA with Optimum for Hendrina from 1 
January 2019 up to 31 December 2035 at a price up to R475/ton 
(February 2015 money values), excluding a margin of 20%, or from 
alternate sources, for a CV of 23.5MJ/kg dry basis. 

 PED is mandated to negotiate and conclude the termination of the Optimum 
hardship claim in lieu of writing off the penalties that have been suspended against 
Optimum since 2012. 
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 PED is mandated to negotiate with Optimum for the full Optimum reserve/resource 
and production for Eskom supply to Hendrina and for other Eskom power stations 
including but not limited to Tutuka and Arnot Power Stations, should it be possible 
to achieve an average cost per ton at or below R500/ton from 1 April 2015 to 31 
December 2018 and at or below R527/ton from 1 January 2019 up to 31 
December 2035 (February 2015 money values), excluding a margin of 15%, for 
the entire complex. 

 PED is mandated to engage with alternate suppliers identified from the open 
market enquiry embarked upon as per BTC mandate to secure and develop 
alternative coal supply options for Hendrina for the period pre and post 2018 
should the opportunity arise to reduce the delivered cost of coal to Hendrina and 
achieve transformation objectives. 

 PED is mandated to negotiate but not to conclude with Optimum, for Eskom to 

take up a free carry shareholding of 10% to 15% equity and/or to engage with 
Optimum to facilitate the purchase of Optimum by Eskom or one of the state 
owned mining companies. 

 The Divisional Executive, PED is authorised herewith to take all the necessary 
steps to give effect to the above including the signing of any agreements, 
consents or other documentation necessary or related therewith. 

 

 

2. APPROVED MANDATE PARAMETERS AND NEGOTIATION RESULTS 
 

The table below reflects the approved mandate parameters and the progress of negotiations 
are discussed below.   
 

Approved Mandate Objectives  Results Achieved 

Real Base: R296.30/ton (R14.28/GJ) 
Aspiration Base: R190.90/ton 
(R9.20/GJ) 
 

Real and aspiration values based on a CV 
of 20.75MJ/kg As Received (AR), 
equivalent to a CV of 22.8MJ/kg on a Dry 
basis 

Price achieved: R442/ton (R20.66/GJ) 
 
Negotiated Savings : None 

The price negotiations outcome is 
discussed in section 3 of this report  

Conditions of contract: N/A Negotiated Terms and Conditions: TBD 

Other Mandate Objectives: Other Negotiated Mandate Objectives: 

1. PED to issue an open market enquiry to 
secure coal supply to Hendrina for the 
period post 2018 

1. RFI issued to the market and results 
discussed in section 2.5 of this report 
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Approved Negotiation Team: Negotiation Team Participants: 

1. Lead Negotiator – Johann Bester, 
General Manager, Fuel Sourcing 

1. Lead Negotiator – Johann Bester, 
General Manager, Fuel Sourcing 

2. Commercial – Ayanda Ntshanga, 
Senior Manager, Fuel Sourcing 

2. Commercial – Ayanda Ntshanga, 
Senior Manager, Fuel Sourcing 

3. Commercial – Sunjay Andhee, Chief 
Geologist, Fuel Sourcing 

3. Commercial – Sunjay Andhee, Chief 
Geologist, Fuel Sourcing 

4. Financial – Rehana Moola, Chief 
Advisor, PED Finance 

4. Financial – Independent Corporate 
Financiers 

5. Technical – Philip Mostert, Chief 
Geologist, Technical Services 

5. Technical – Tshwaro Petso, Senior 
Geologist, Technical Services 

6. Legal – Andrea Williams, Senior 
Advisor, Legal 

6. Legal – Andrea Williams, Senior 
Advisor, Legal 

7. Coal Operations – Gert Opperman, 
Coal Supply Unit Manager, PED 

7. Coal Operations – Gert Opperman, 
Coal Supply Unit Manager, PED 

 8. Hendrina Power Station - Ntombenhle 
Mkhize – Hendrina Power Station 
Manager 
Karien Smith – Hendrina Maintenance 
Manager 

 
 
PED’s negotiating team for the Optimum mandate requires ratification within this approval. 
 

2.1 Status of negotiations with Optimum after BTC mandate approval 
 

Eskom’s strategy throughout the engagements with Optimum has been to convince Optimum 
to trade off the current CSA for at least an additional five year CSA past the 31 December 
2018 expiry date. For Eskom’s benefit the team has tried to secure a cost reflective price, 
with the condition that Optimum grants Eskom the option to extend the current CSA until 
2023.  

 

Over the past 6-months, negotiations have not progressed as well or as quickly as desired, 
between Eskom and Optimum, since no agreement on the coal quality specification could be 
reached. Hendrina’s requirement is a more stringent specification, specifically a lower ash 
percentage, a higher energy specification (CV of 23.45MJ/kg Dry basis) than is contracted for 
in the current CSA (CV of 23MJ/kg Dry basis), a lower Abrasive Index and a reduction in the 
proportion of fines.  The parties however acknowledge that these more stringent coal quality 
specifications and contract extension will come at a higher cost.  Optimum further claims it 
will cost significantly more to produce the higher specification required by Hendrina, since the 
volume and quality of mineable coal product as was contracted in 1993 is no longer available 
due to the changing geology of the area. To achieve the qualities, a reduction in annual 
supplied tonnages from 5.5Mt per annum to 4.5Mt per annum would be a more likely 
scenario, especially if the opencast portion of the mine is closed and only the underground 
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mine is producing. The financial evaluation of the negotiated price with Optimum is discussed 
in section 3 of this report.  

2.2 Coal Supply risk at Hendrina Power Station 
 

Optimum put Eskom on terms to the effect that this matter needs to be resolved urgently 
failing which Optimum would reinstitute its hardship claim or declare Optimum a non-going 
concern.  

 

Optimum is making provisions to shut down the export portion of the mine from 1 April 2015, 
resulting in job losses of around 1300 staff. The low export coal prices and associated 
profitability issues have been cited as the reasons for closing down the Open Cast section of 
the mine.  

 

According to Venmyn Deloitte1, “coal producers are facing low thermal coal export prices as 
they have fallen from highs of more than US$118 per ton in 2011 to just over US$60 per ton 
in January 2015. The low coal export prices have resulted in many junior miners 
experiencing liquidity challenges with several junior miners having taken on debt when 
commodity prices were higher and several more facing limited capital raising opportunities as 
a result of their low share prices. Major and mid-tier mining companies have also not 
emerged unscathed, with some assets struggling to remain profitable and some assets being 
demarcated as non-core and available for purchase. Venmyn Deloitte also states that this is 
a time of great unpredictability for the Southern African coal sector as a result of low export 
prices and limited or non-existent transport infrastructure that would allow exports. This could 
result in possible restructuring of the industry as a result of juniors battling to remain 
profitable and majors deciding to exit certain jurisdictions, sell assets that are non-core and 
potentially decide against coal capital expenditure programmes.” 

 

Optimum claim the open cast section of the mine is more expensive to run due to the very 
high stripping ratios (the amount of overburden that needs to be removed to access the coal 
seam, in the case of Optimum this is 7:1 and most mines operate profitably below 3:1). The 
underground sections will however be kept open to supply Eskom. This has a price 
implication for Eskom as PED is of the view that the Eskom product should be cross 
subsidised by the export product and hence should be supplied at marginal cost or at a 
subsidised price, which was the original basis for allowing the mine to convert from being a 
cost plus mine only supplying Eskom, to a dual product mine with more than 50% of its 
volume being sold to the export market. No revenue from the export portion of the mine will 
result in Eskom’s sales having to cover the full operating costs of the mine. 

 

                                                 
1 Venmyn Deloitte, Southern African Coal – Black Hole or Black Gold, 19 February 2015 

GJO-235



 
 

 

 
 
 

Approval of a Negotiated Outcome 

 
Unique Identifier 

240-53463053 

 
Revision Rev. 1 

 
Revision Date August 2015 

Group Technology and 

Commercial  

 

  240-53463053                             CONTROLLED DISCLOSURE        TE – Group Technology & Commercial,  

                                                                                                                          Effective 20 August 2012 

Page 6 of 12   

 
 

Should supply from Optimum to Hendrina be reduced or stop completely, Eskom has the 
right to put forward a case to obtain an urgent court interdict compelling Optimum to supply 
coal, as contractually bound. Should Optimum reduce supply to levels well below contractual 
limits, Eskom has the right to implement as per the CSA, the export parity price penalties for 
short supply as dictated by the CSA. 

 

Should the coal supply from Optimum be reduced or stop completely, Eskom will need to 
source the coal from alternate sources immediately. While there are alternate sources 
available, these have already been earmarked to fulfil the burn requirements at other Eskom 
power stations and it is unlikely that these will be available to Hendrina. Furthermore, the 
delivered cost of these alternate sources will in all likelihood higher than the price from 
Optimum, as the mine delivers coal via conveyor. Coal delivered by conveyor incurs a 
logistics cost in the order of R5 to R10 per ton compared to road or rail of between R150 and 
R180 per ton, depending on the distance and sidings used.  

 

2.3 Logistics bottlenecks at Hendrina 
 

PED’s first preference would be to have coal delivered to Hendrina via conveyor as the 
current infrastructure at Hendrina is set up for this. Alternatively sourced coal will potentially 
be more expensive on a delivered basis due to the additional logistics portion.  Additionally, 
the small Hendrina stockyard cannot manage an additional 4Mt per annum by road although 
there is currently already an amount of coal delivered by road. Should all the coal have to be 
trucked into Hendrina, the current logistics infrastructure will have to be modified to meet 
Hendrina’s full burn requirements. Most importantly, Hendrina is one of two coal fired power 
stations in the Eskom fleet which cannot reclaim its full daily burn requirement. Hendrina’s 
standard daily burn is 21 326 tons and with the current 7 units on load, the burn is 
approximately 17 000 tons per day. With 10 units on load this increases to approximately 
24 000 tons per day. The current coal delivery profile is 12 600 tons per day via conveyors 
from Optimum and 8000 to 10 000 tons per day from imports via road. Should Optimum 
cease to supply to Hendrina, the following are the constraints that the power station will face: 

 

i. Coal Reclaim Infrastructure is insufficient to maintain Maximum Continuous Rating 
(MCR) burn requirements for an extended period. 

- Existing infrastructure can only reclaim 60% of MCR,  

- An additional feeder is on site on loan from Duvha until March 2015. With a feed 
capacity of ±750 t/hour. 

- No onsite blending facilities available leading to variable quality feed to the boilers 

- Stockyard space constraints when the only source of supply is reclaim to Power 
Station 
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ii. Coal import infrastructure is insufficient to accept and manage total daily burn through 
Import coal delivered  via Trucks 

- Only one weighbridge system, historical maximum imports was 16 000 tons per 
day, once off.  

 

iii. Road haulage infrastructure is in a serious state of disrepair and limited throughput 

- D2274 (District Road) damaged with potholes poses a serious safety concern 

- Only one level crossing which is the point of passing the rail, only one truck can 
pass through at a time. This could lead to traffic congestion, limiting the number to 
trucks to the stockyard and hence delivered coal tonnages 

 

One mitigation option would be to reduce load at Hendrina to the reclaim capability of 16 000 
tons per day, which will place the current grid and risk of load shedding under more pressure. 
Hence contracting with too many suppliers could also lead to a logistical constraint from an 
infrastructure and number of coal delivery trucks perspective. While engaging with multiple 
suppliers the abovementioned constraints also need to be taken into account.  

 

2.4 Hardship and penalties cost 
 

Optimum have not met certain quality parameters in terms of the existing CSA and hence 
have outstanding penalties due to Eskom to the amount of R16M, as at the end of January 
2015, and which still excludes the AI penalties from May 2014 to date. While considering the 
hardship claim and associated higher coal price that Optimum is requesting, Eskom has the 
option of negotiating the offsetting of the outstanding penalties against Optimum’s hardship 
claim. The Optimum hardship claim can be as high as R1.2billion.  

 

2.5 Open market enquiry results for supply post 2018 
 

As per the BTC approved mandate, a RFI was issued to the market for coal supply to 
Hendrina post 2018. Twenty suppliers responded with 30 resources being offered by these 
suppliers. During the technical evaluation process 4 suppliers and 5 sources were not 
considered. 1 supplier wanted to supply petrified wood, 2 suppliers only summited EMPR 
documents, and 2 suppliers did not name their coal sources. The technical evaluation has 
indicated that 9 resources and associated suppliers have a high level of confidence with 
further 12 resources and associated suppliers having a medium level of confidence. A further 
4 resources and associated suppliers had a low level of confidence. Two of the high 
confidence level and one low confidence level resources are located in Limpopo hence the 
logistics costs to deliver the coal to Hendrina may be high. The summary of the RFI 
responses is shown in the table below. 
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Total supplier responses 20 

Total resources offered 30 

Resources not considered based on technical evaluation 5 

Resources and associated suppliers with high level of confidence 9 

Resources and associated suppliers with medium level of 
confidence 

12 

Resources and associated suppliers with low level of confidence 4 

 
 

Figure 1 shows the indicative tonnages that High and Medium confidence sources. The 
strategy is to approach the evaluated suppliers from the RFI process through a closed RFP 
process. Through this closed RFP process, PED will negotiate with these suppliers to ensure 
security of coal supply to Hendrina for the duration of its life post 2018. Key assumptions are 
that suitable Black Owned Emerging Miners will be identified and developed timeously to 
utilise this restructuring opportunity to effectively supply Eskom. 
  

 
Figure 1: Potential tonnages from High and Medium confidence suppliers 

 
 

3. FINANCIAL EVALUATION OF NEGOTIATED CONTRACT PRICE 
 

Figure 2 shows the R/ton price and as received (“AR”) CV of the various PED contracts. The 
previous Optimum proposal as indicated in the approved mandate submission and PED’s 
real and aspirational base are also plotted against the contract prices along with Optimum’s 
current offer. A summary of the real and aspiration base that PED was intending to negotiate 
with Optimum and as submitted in the previous approved mandate, as well as the price 
achieved, is shown in the table below.  
 

GJO-238



 
 

 

 
 
 

Approval of a Negotiated Outcome 

 
Unique Identifier 

240-53463053 

 
Revision Rev. 1 

 
Revision Date August 2015 

Group Technology and 

Commercial  

 

  240-53463053                             CONTROLLED DISCLOSURE        TE – Group Technology & Commercial,  

                                                                                                                          Effective 20 August 2012 

Page 9 of 12   

 
 

 R/ton R/GJ CV (MJ/kg, AR) CV (MJ/kg, Dry Basis) 

Price Achieved 442 20.66 21.39 23.5 

Approved Real Base 296.30 14.28 20.75 22.8 

Approved Aspirational 
Base 

190.90 9.20 20.75 22.8 

 

PED had intended to negotiate a real base of R296.30/ton with Optimum based on the fact 
that the Eskom product should be cross subsidised by the export product and hence should 
be supplied at marginal cost or at a subsidised price, which was the original basis for 
allowing the mine to convert from being a cost plus mine only supplying Eskom, to a dual 
product mine with more than 50% of its volume being sold to the export market. According to 
Optimum the price required to cover costs to break even to meet the current CSA qualities 
(except for AI and sizing) on the Eskom contract needs to increase significantly. Eskom’s 
assessments of Optimum’s proposed costs indicate that if agreed to will cost Eskom 
R5.5billion, at 5.5Mt per annum, for the remainder of the current CSA. 

 

 
Figure 2: Price versus CV spectrum for PED contracts with updated Optimum pricing 

 

The proposed pricing from Optimum is shown in the following table. Note that the R404/ton 
for the lower CV of 22.7MJ/kg Dry basis coal is what Optimum has suggested it can supply 
Eskom, which does not meet the current CSA CV specification of 23MJ/kg Dry basis coal, 
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which contractually should be supplied to Eskom at R154.40/ton. The proportion of 
washed/export grade coal needs to be increased and therefore the pricing will increase with 
higher CV. As the ash requirements set by Hendrina are lowered, the price increases even 
further to accommodate the lower ash percentage. 

 

Minimum CV 
Spec (Dry 

basis) 
(MJ/kg) 

Minimum 
Ash Spec 

(Dry basis) 
(%) 

Indicative 
Cost per ton - 

2015 to 2018 

Indicative Cost 
per ton - 2019 

to 2023 

Load losses 
(MW) 

23.5 27.6 R442.00 R475.00# 66 
23.0 28.8 R421.00 R446.00 133 

22.7 29.6 R404.00 R429.00  

23.0* 28.8 R154.40*  133 

         *Current CSA Specification and price 

         #Excludes a margin of 20% 

 

An analysis conducted by Hendrina has indicated that at a CV of 23MJ/kg, the total load 
losses, taking into account the turbine de-rating, due to the lower quality specification will be 
133MW. If the CV is increased to 23.45MJ/kg, units 1 to 7 at Hendrina can run without 
incurring load losses and comply with Fossil Fuel Fired Regulations (“FFFR”). However due 
to a difference in design, units 8, 9 and 10 will still incur a total load loss of 66MW (22MW per 
unit) in order to comply with FFFR. Hence for the higher CV of 23.45MJ/kg, only units 8, 9 
and 10 require a de-rating. 

 

PED engaged the services of Independent Corporate Finance advisors (Nedbank Capital 
and Basis Points) to conduct the financial due diligence on Optimum’s costs mentioned 
above. The price offer for the coal that meets Hendrina’s higher CV specificat ion is R442/ton 
until 2018, which Optimum has indicated does not include a margin and this has been 
verified by the independent financial advisers. The price post 2018 is R475/ton which 
excludes a margin of 20%.  

 

The conclusion from the Independent Corporate Finance advisors was that, based on mining 
and beneficiation costs for the coal quality specification and ash requirements at Hendrina, 
the price of R442/ton offered by Optimum for a CV of 23.5MJ/kg Dry basis is cost reflective 
and they are in agreement with how the costs have been allocated to produce the coal for 
Eskom. In comparison, PED’s approved mandate was to negotiate a real base of 
R296.30/ton (August 2014 money values) for a CV of 22.8MJ/kg on a Dry basis.  

 

PED will aim to negotiate the annual escalation of R442/ton offered by Optimum for a CV of 
23.5MJ/kg Dry basis based on the proposed escalation basket shown in the table below. This 
is the basket that PED currently utilises for the medium term contracts. The escalation basket 
components will be reviewed on a three yearly basis if the need arises. The final agreed 
escalation basket and indices will depend on the outcome of interactions with Optimum. 
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Labour 
SEIFSA index of actual 

wage rates  

Diesel 
Diesel DME 

0.05% Sulphur Reef 

Electricity Electricity Stats SA 

Mining 

Machinery 

Mining Machinery 

Stats SA 

Overheads CPI Headline (P0141) 

Profit & 
Capital 

Recovery 
CPI Headline (P0141) 

Fixed 
A fixed portion that doesn’t 

escalate 

 

3.1 Option for additional coal from Optimum for other Eskom power stations 
 

Optimum is making provisions to shut down the open cast export portion of the mine. This 
would mean that the open cast resources will not be mined in the foreseeable future. Eskom 
has the option of engaging with Optimum to dedicate this portion of the mine in addition to 
the current underground resources. Taking up this option would mean that the production 
from the mine will stay at 10.8Mt per annum of saleable product (run of mine tons is close to 
15Mt per annum) rather than reducing to 4.5Mt per annum if only the underground section 
stayed open. Optimum has beneficiation facilities on site which could be utilised to 
beneficiate the coal to meet the coal quality specifications at the various Eskom power 
stations including Tutuka. Potentially, the increased volume output from Optimum could 
improve inconsistency concerns at Tutuka. Based on initial discussions, Optimum have 
indicated that they would be able to supply Eskom 10.8Mt per annum at an indicative cost of 
R500/ton from 2015 to 2018 and R527/ton from 2019 to 2023, excluding a margin of 15%, for 
a minimum specification ash % of 25. If Eskom were to pursue the option of facilitating the 
purchase of the mine by Eskom or one of the state owned mining companies, Optimum have 
indicated they would consider a price of R3.5bn as the mine has a total resource of 630Mt in 
situ with 150Mt run of mine extractable reserves. PED is considering taking this coal to 
Tutuka Power Station (“Tutuka”) to reduce load losses at Tutuka. Optimum has rail 
infrastructure and can load coal onto rail and Tutuka can offload containers.  Eskom taking 
coal from Optimum will save 1300 jobs at the Optimum opencast mine. 
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4. RECOMMENDATION 
 

Noting that Optimum would be in breach of the CSA between the parties if they close the 
mine as threatened and are aware of this potential breach, the PED negotiation team 
recommends that Eskom concludes the negotiations with Optimum at R442/ton (February 
2015 money values) for a CV of 23.5MJ/kg Dry basis until 31 December 2018. Eskom has 
the option of merely enforcing the current contract until 2018 but there are associated risks 
with this approach. If Optimum shuts down and coal has to be sourced from alternate parties, 
there is a high risk that Hendrina will have to be de-rated due to the logistics constraints 
discussed in section 2.3. Furthermore, the delivered cost of these alternate sources will in all 
likelihood be higher than the price from Optimum, as the mine delivers coal via conveyor. 
Eskom’s assessments of Optimum’s proposed costs indicate that if agreed to will cost Eskom 
R5.5billion, at 5.5Mt per annum, for the remainder of the current CSA. This will increase even 
further if coal is trucked in from alternate sources. Hence PED recommends negotiating with 
Optimum for the entire open cast and underground resources. This will enable Eskom to 
meet Hendrina’s burn requirement as well as secure additional coal for alternate Eskom 
power stations like Tutuka. 
 

In parallel to this, PED will approach the evaluated suppliers from the RFI process through a 
closed RFP process. Through this closed RFP process, PED will negotiate with these 
suppliers, along with Optimum, to ensure security of coal supply to Hendrina for the duration 
of its life post 2018. 
 
 
 

 
______________________________  

 
____________________________ 
 

Name: Johann Bester Name: Vusi Mboweni 
Designation: General Manager: Fuel 
Sourcing (Primary Energy Division)  
 

Designation: Divisional Executive 
(Acting): Primary Energy Division 

Date:  Date:  
 
 

______________________________  
 

Name: Edwin Mabelane 
Designation: Group Executive 
(Acting): Group Technology and 
Commercial 

 
Date:  
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1

Rohan R. Hiles

From: Gert Opperman <OppermGJ@eskom.co.za>
Sent: Monday, 06 October 2014 15:37
To: Johann Bester
Cc: Ayanda Ntshanga; Sunjay Andhee; Andrea Williams
Subject: OCM penalty waiver
Attachments: Optimum short supply notifications

Hallo Johann, 
 
In support/clarification of my previous email I ask… 
Are we clear that we’re in-line with the current way of not reducing payment based on inferior qualities supplied from 
OCM to Hendrina PS, as well as waiving our short supply claim whilst in the process of negotiating with Glencore on the 
longer term contract? 
This is my first direct exposure to these type of negotiations and I need to get it off my chest. If feels to me that we are 
bending over backwards to accommodate a dying mine, whilst we are bleeding ourselves, just to find ourselves in great 
trouble later. 
 
Kind Regards 
 
Gert Opperman 
CSUM (Arnot/Hendrina & Glencore) 
011 800 6146 
086 537 4699 
082 870 4989 
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Rohan R. Hiles

From: Gert Opperman <OppermGJ@eskom.co.za>
Sent: Monday, 29 September 2014 08:28
To: Johann Bester
Cc: Ayanda Ntshanga; Andrea Williams; Vuyisile Ncube
Subject: Optimum short supply notifications

Hallo Johann, 
 
During the Monthly Technical meeting on Thursday Optimum indicated that they commit to supply not less than 
420kT/month for the remaining three months of the year. 
Since June 2014, when the negotiations commenced with OCM, no short supply notifications were send to OCM since 
talks were that these volumes will be cancelled. 
Considering OCM’s most recent proposal to now reduce the monthly volumes to 420kT/mnth for the remainder of 2014 
I propose that we formalise our understanding and application of the waiver. 
My proposal is that we insist that the shortfall volumes be supplied under the existing contract provisions. Thus, once a 
“new” agreement is signed the shortfall volumes will first be supplied where after the new contract volumes will take 
effect. This could be a provision in the interim agreement. 
 
Kind Regards 
 
Gert Opperman 
CSUM (Arnot/Hendrina & Glencore) 
011 800 6146 
086 537 4699 
082 870 4989 
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GLENCORE CALC
MONTH INVOICED AMOUNT AMOUNT PAID OCM PENALTY PENALTY FOR ASH/CV/VOLS PENALTY FOR SIZING

Feb-12 202 318,35              -55 000 000,00               Estimated amount
Mar-12 1 620 204,91           -55 000 000,00               Estimated amount
Apr-12 55 604 858,73              51 474 152,57    1 616 650,17           4 130 706,15                                    -51 233 660,65               

May-12 60 538 085,22              57 776 114,71    1 893 560,95           2 761 970,51                                    -60 601 021,22               
Jun-12 56 115 331,72              54 091 646,07    322 930,58              2 023 685,65                                    -56 129 006,56               
Jul-12 62 724 542,82              59 105 352,66    158 077,92              3 619 190,16                                    -62 545 284,28               

Aug-12 65 433 641,09              60 369 254,75    790 316,57              5 064 386,34                                    -64 939 300,90               
Sep-12 60 843 693,66              55 917 997,66    -                            4 925 696,00                                    -60 398 734,66               
Oct-12 65 554 781,30              60 333 228,30    -                            5 221 553,00                                    -65 083 096,30               
Nov-12 51 880 298,50              48 389 255,50    -                            3 491 043,00                                    -51 508 636,58               
Dec-12 59 078 595,66              56 151 152,66    174 553,07              2 927 443,00                                    -58 641 073,66               
Jan-13 57 149 101,02              53 110 319,02    1 360 090,30           4 038 782,00                                    -56 738 724,02               
Feb-13 62 760 512,88              58 431 932,88    -                            4 328 580,00                                    -69 573 780,64               
Mar-13 66 046 230,46              62 941 318,46    -                            3 104 912,00                                    -65 592 896,46               
Apr-13 57 586 190,40              53 833 074,40    174 716,21              3 753 116,00                                    -58 757 437,08               on 23 April OCM wrote RE unability to meet the sizing spec

May-13 58 260 081,88              54 295 708,88    179 534,46              3 964 373,00                                    -57 855 469,88               
Jun-13 69 906 236,40              63 749 563,40    -                            6 156 673,00                                    -69 468 227,40               
Jul-13 65 866 250,00              59 616 916,00    -                            6 249 334,00                                    -65 412 000,00               

Aug-13 60 161 143,77              54 369 814,77    1 337 685,88           5 791 329,00                                    -59 729 044,77               
Sep-13 60 218 376,68              50 406 714,83    771 863,90              9 811 661,85                                    -59 825 203,68               
Oct-13 66 602 472,08              60 686 825,43    -                            5 915 646,65                                    -66 148 367,31               
Nov-13 53 734 648,60              47 644 725,70    -                            6 089 922,90                                    -53 310 036,60               
Dec-13 56 142 119,65              48 276 039,29    -                            7 866 080,36                                    -55 761 828,60               
Jan-14 54 328 514,32              44 708 979,37    -                            9 619 534,95                                    -53 964 918,32               
Feb-14 54 239 624,86              43 894 122,25    191 161,76              10 345 502,61                                  -53 876 550,86               
Mar-14 69 799 378,16              58 089 051,68    -                            11 710 326,48                                  -69 369 265,99               
Apr-14 73 530 604,98              59 317 443,51    294 186,80              14 213 161,47                                  -73 047 898,98               

May-14 67 346 005,58              59 624 538,53    -                            7 721 467,05                                    -66 916 338,58               
Jun-14 59 008 486,68              59 008 486,68    -                            -                                                      -58 613 754,68               
Jul-14 64 051 306,76              64 051 306,76    -                            -                                                      -63 624 049,76               

Aug-14 70 451 681,30              70 451 681,30    -                            -                                                      -70 003 800,30               
Sep-14 66 380 353,20              66 380 353,20    2 549 607,52           -                                                      -65 986 918,20               
Oct-14 77 827 483,70              77 827 483,70    196 233,40              -                                                      -77 325 273,70               
Nov-14 68 382 066,65              68 382 066,65    -                            -                                                      -67 957 830,72               
Dec-14 61 954 964,45              61 954 964,45    -                            -                                                      -61 576 462,54               
Jan-15 58 948 784,15              58 948 784,15    -                                                      -58 582 233,57               
Feb-15 49 304 583,98              49 304 583,98    -                                                      -48 998 028,30               

TOTAL 13 833 692,75         154 846 077,14                                -2 269 096 155,76         

-787 252 239,13            
-801 085 931,88            
-646 239 854,74            -723 662 893,31   
141 012 384,39              BALANCE DUE TO OCM SHOULD THEY NOT AGREE TO SIZING PENALTY

CALCULATED AT THE TIME OF INVOICE

Total sizing penalty from 01 April`12 to 23 April`13 with Feb & March`12 assumed 
Total penalty for sizing and chemical if OCM agrees to sizing penalty

BALANCE DUE TO ESKOM AFTER DEDUCTING R154m ALREADY DEDUCTED
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1

Mpho M. Dlamini

From: Jithin Mohan
Sent: Monday, 24 July 2017 13:51
To: John Mamabolo; Gert Opperman
Cc: Vuyisile Ncube
Subject: FW: 
Attachments: 4th Addendum to Hendrina CSA.PDF

Hi, 
 
As discussed, attached is the unsigned version of the 4th addendum to the Hendrina CSA. 
 
Regards, 
Jithin 
 

From: Jithin Mohan  
Sent: 12 June 2017 04:18 PM 
To: Ayanda Nteta; Vuyisile Ncube 
Subject: FW:  
 
Hi Ayanda and Vuyisile, 
 
Maya had requested to know when the attached 4th addendum to the Hendrina CSA was signed (the attached version is only 
signed by one party).  
 
The only records I could find was the signed co-operation agreement and temporary relief agreement (attached pdf’s) and the 
first to third addendums to the Hendrina CSA. Also attached is the Eskom release letter that we have a copy of (word 
document). Kindly advise on way forward. 
 
Regards, 
Jithin 
 

From: Maya Naidoo  
Sent: 08 June 2017 12:52 PM 
To: Jithin Mohan 
Subject:  
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25 August 2016    

 

 

Dear Sirs    
 

ESKOM HOLDINGS SOC LIMITED / OPTIMUM COAL MINE PROPRIETARY LIMITED (IN 

BUSINESS RESCUE) 
  

1 We refer to our letter dated 19 July 2016 and to your letter dated 11 August 2016.  

 

2 We are instructed to advise you that the interim arrangement referred to in such 

correspondence is extended until 31 October 2016. 

 

3 Our clients' rights remain reserved. 

 

  

Yours faithfully 

 

 

Werksmans Attorneys 
THIS LETTER HAS BEEN ELECTRONICALLY TRANSMITTED WITH NO SIGNATURE. 
 

 

 

 

Cliffe Dekker Hofmeyr 

 

Attention: Rishaban Moodley 

Email: rishaban.moodley@dlacdh.com 
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Delivered by Email and/or Facsimile 
 
Displayed –  
 

 Registered Office and Principal Place Business of the Company and anywhere where Employees 
are Employed 

 

 Published on the Website Maintained by the Company and Accessible to Affected Persons 
 
Hand Delivered to the Trade Unions 

 
__________________________________________________________________________________ 
 
31 August 2016 
 
Attention:  All Affected Persons 

Optimum Coal Mine Proprietary Limited (In Business Rescue) 
 

Attention:  Companies and Intellectual Property Commission 
  businessrescue@cipc.co.za  

 
OPTIMUM COAL MINE PROPRIETARY LIMITED (IN BUSINESS RESCUE) 
 
1 We refer to the tenth status report circulated to affected person of Optimum Coal Mine 

Proprietary Limited ("OCM") on 4 August 2016. 
 

2 In terms of the aforesaid status report, we advised, among other things, that we were engaging 
with Tegeta Exploration & Resources Proprietary Limited ("Tegeta"), the new owners of OCM, 
to determine a means by which OCM can be released from its business rescue.  
 

3 In order to discharge OCM from business rescue, we need to be satisfied that OCM is no longer 
financially distressed within the meaning of section 128(1)(f) of the Companies Act 71 of 2008, 
as amended ("Act") as is required in terms of section 141(2)(b) of the Act. 
 

4 We confirm that OCM has procured the payment and/or settlement of the claims of the known 
and undisputed creditors of OCM which arose prior to 4 August 2015 ("Pre-Commencement 
Claims"), being the date on which the business rescue proceedings of OCM commenced.  The 
rights of creditors to pursue claims disputed by OCM are reserved and can be resolved directly 
with OCM, going forward.   
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5 Accordingly, for this and other reasons, we are satisfied that OCM is no longer financially 
distressed within the meaning of the Act and that OCM can be discharged from business 
rescue.   
 

6 This means that OCM will now continue to trade under the management and control of the 
board of directors of OCM and that all queries related to contracts, services, disputed claims, 
supplies and invoices should be directed to Nitin Singh on nitins@optimumcoal.com  
 

7 We confirm that - 
 

7.1 the discharge of OCM from business rescue does not affect the rights of employees and 
trade unions and that any queries or concerns in this regard can be directed to OCM 
through the existing structures; and 

 
7.2 all other matters, for instance those related to the community, operational and/or legal 

issues that have been dealt with by the business rescue practitioners for the duration of 
OCM's business rescue need to be directed to OCM through the existing structures. 

 
8 On 31 August 2016, we filed a notice of Termination of the Business Rescue Proceedings (Form 

CoR125.2) with the Companies and Intellectual Property Commission in accordance with 
section 141(2)(b)(ii) of the Act.  A copy of the duly filed notice is enclosed herewith. 
 

9 Please note that the website that has been maintained by OCM for the duration of its business 
rescue proceedings and the business rescue email address will no longer be available following 
the release of this notice and that all queries pertaining to OCM should be addressed Nitin 
Singh on nitins@optimumcoal.com  
 

10 We take this opportunity to thank you for your patience and co-operation during the process 
and wish you everything of the best in your future endeavours with OCM. 
 

 
Yours faithfully 
 
 

  
 
Piers Marsden and Peter van den Steen  
Joint Business Rescue Practitioners of Optimum Coal Holdings Proprietary Limited 
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Delivered by Email and/or Facsimile 
 
Displayed –  
 

 Registered Office and Principal Place Business of the Company and anywhere where Employees 
are Employed 

 

 Published on the Website Maintained by the Company and Accessible to Affected Persons 
 
Hand Delivered to the Trade Unions 

 
__________________________________________________________________________________ 
 
31 August 2016 
 
Attention:  All Affected Persons 

Optimum Coal Mine Proprietary Limited (In Business Rescue) 
 

Attention:  Companies and Intellectual Property Commission 
  businessrescue@cipc.co.za  

 
OPTIMUM COAL MINE PROPRIETARY LIMITED (IN BUSINESS RESCUE) 
 
1 We refer to the tenth status report circulated to affected person of Optimum Coal Mine 

Proprietary Limited ("OCM") on 4 August 2016. 
 

2 In terms of the aforesaid status report, we advised, among other things, that we were engaging 
with Tegeta Exploration & Resources Proprietary Limited ("Tegeta"), the new owners of OCM, 
to determine a means by which OCM can be released from its business rescue.  
 

3 In order to discharge OCM from business rescue, we need to be satisfied that OCM is no longer 
financially distressed within the meaning of section 128(1)(f) of the Companies Act 71 of 2008, 
as amended ("Act") as is required in terms of section 141(2)(b) of the Act. 
 

4 We confirm that OCM has procured the payment and/or settlement of the claims of the known 
and undisputed creditors of OCM which arose prior to 4 August 2015 ("Pre-Commencement 
Claims"), being the date on which the business rescue proceedings of OCM commenced.  The 
rights of creditors to pursue claims disputed by OCM are reserved and can be resolved directly 
with OCM, going forward.   
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5 Accordingly, for this and other reasons, we are satisfied that OCM is no longer financially 
distressed within the meaning of the Act and that OCM can be discharged from business 
rescue.   
 

6 This means that OCM will now continue to trade under the management and control of the 
board of directors of OCM and that all queries related to contracts, services, disputed claims, 
supplies and invoices should be directed to Nitin Singh on nitins@optimumcoal.com  
 

7 We confirm that - 
 

7.1 the discharge of OCM from business rescue does not affect the rights of employees and 
trade unions and that any queries or concerns in this regard can be directed to OCM 
through the existing structures; and 

 
7.2 all other matters, for instance those related to the community, operational and/or legal 

issues that have been dealt with by the business rescue practitioners for the duration of 
OCM's business rescue need to be directed to OCM through the existing structures. 

 
8 On 31 August 2016, we filed a notice of Termination of the Business Rescue Proceedings (Form 

CoR125.2) with the Companies and Intellectual Property Commission in accordance with 
section 141(2)(b)(ii) of the Act.  A copy of the duly filed notice is enclosed herewith. 
 

9 Please note that the website that has been maintained by OCM for the duration of its business 
rescue proceedings and the business rescue email address will no longer be available following 
the release of this notice and that all queries pertaining to OCM should be addressed Nitin 
Singh on nitins@optimumcoal.com  
 

10 We take this opportunity to thank you for your patience and co-operation during the process 
and wish you everything of the best in your future endeavours with OCM. 
 

 
Yours faithfully 
 
 

  
 
Piers Marsden and Peter van den Steen  
Joint Business Rescue Practitioners of Optimum Coal Holdings Proprietary Limited 
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OPTIMUM 

COAL 

MINE 

 

Optimum Coal Mine (Pty) Ltd    
(Registration No: 2007/005308/07) 

 

Business Address: N11 Hendrina Road, Pullenshope Offramp, Pullenshope 

Mailing Address:  Private Bag X1201, Pullenshope, 1096, South Africa 

Tel.: +27 13 2965111 

Registered Address:  Block A, 144 Katherine Street, Sandton 
 

Directors:  N Howa, PU Govender, J Roux 

 

Mr Petros Mazibuko 

General Manager : Coal Operations   

Primary Energy 

Maxwell Drive  

Sandton  

05 September 2016 

Dear Mr Mazibuko  

RE: Suggested Structure for an alternative to CCI  

We would like to thank Eskom for the support given to Glencore during the business rescue 

process from August last year and continued under our ownership.  We are happy to report 

that we have now come out of business rescue and hopefully the business will continue on a 

solid footing and continue to provide sustainable supply of coal to Eskom on a cost-efficient 

price. 

Our primary concern revolves around the volatility in the CCI model which impacts very 

heavily on our ability to manage our business on a sustainable basis. 

As proposed last time we met, we would like to propose the following modification to the 

pricing mechanism: (  Please See Table 1 for further clarity ) 

Escalation Matrix : 

1. The base price should be adjusted on an annual basis upwards or downwards as the 

case may be on 1 January 2017 and thereafter on 1 January of each subsequent year (the 

price adjustment date) by a price adjustment factor. 
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3. This factor will be weighted in proportion by the following components: 

a. Labour, Mining Supplies, Diesel, Electricity, Overheads, Profit and Capital.   

Naturally, we need a component of fixed costs as well. 

b. Diesel will be adjust monthly, while the other components will be adjust 

annually. 

4. The adjusted base price will be applicable to 31 December of each year for the 

remainder of the contract period. 

5. Should there be any dispute around the calculations mentioned in point 3, then we 

will refer to independent contractor for resolution. 

 

Table 1- Escalation Matrix 

Base Date Base Frequency of

Index Value (B) Date Adjustments

26% SEIFSA Table C-4 127,4 Jun 16 Annually

3% Mechanical Engineering index PQ151, Table 3 113,5 Jun 16 Annually

6% PPI Miring Machinery P0151 Table 4 12.4 Jun 16 Annually

3% Imported Rubber P0151 86,9 Jun 16 Annually

3% Structural and fabricated metal products P0142.1 119,7 Jun 16 Annually

Diesel 8% DME 0.05% Sulphur Reef 1128,87 Jun 16 Monthly

Electricity 4% Electricity PPI P0142.1 Table 3 188,4 Jun 16 Annually

7,50% CPI headline P0141Table A All Items 122,1 Jun 16 Annually

7,50% PPI Coal & Gas P0142.1Table 4 109,8 Jun 16 Annually

11% CPI headline P0141Table A All Items 122,1 Jun 16 Annually

11% PPI Coal& Gas P0142.1Table 4 109,8 Jun 16 Annually

Fixed 10% Fixed Not applicable Not applicable

Total 100%

Labour

Mining Supplies

Overheads

Profit & Capital

Proportion Index and Source TableCost Component %
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Base Price  : 

For the escalation matrix to be applied correctly we need to determine a base price for the 

Matrix to be applied to . We suggest that we use the Average price up till date ( In Table 2) : 

 

Table 2: Base Price Calculation 

Jan-16 
Feb-
16 

Mar-
16 Apr-16 

May-
16 Jun-16 Jul-16 

Aug-
16 

Sep-
16 Average 

  
175,32  

  
201,22  

  
207,07  

  
241,07  

  
188,13  

  
209,45  

  
190,27  

  
182,89  

  
186,78  

        
198,02  

 

We trust this considerations will find your understanding and help Optimum remain 

sustainable and keep providing Hendrina the coal on a consistent basis . 

 

Warm Regards  

  

(electronically signed ) 

George van der Merwe  

Chief Operating Officer  

Optimum Coal 
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OPTIMUM 

COAL 

MINE 

 

Optimum Coal Mine (Pty) Ltd    
(Registration No: 2007/005308/07) 

 

Business Address: N11 Hendrina Road, Pullenshope Offramp, Pullenshope 

Mailing Address:  Private Bag X1201, Pullenshope, 1096, South Africa 

Tel.: +27 13 2965111 

Registered Address:  Block A, 144 Katherine Street, Sandton 
 

Directors:  N Howa, PU Govender, J Roux 

 

 

 

 

 

 

 

 

 

 
Mr Petros Mazibuko 

General Manager: Coal Operations   

Primary Energy 

Maxwell Drive  

Sandton  

4 November 2016 

Dear Mr Mazibuko  

RE: Without prejudice and all rights reserve  

As per our meeting held on the 1 November 2016 at Megawatt Park we hereby request that you 

reinstate clause 5.3 of the co-operation agreement that was signed between Eskom and Glencore 

on the 24 May 2014 as they had claimed against the “Hardship clause “in the current CSA. 

As we are all well aware, that the current agreement is an onerous agreement. Due to this Glencore 

went into business rescue by August 2015. The factors surrounding the hardship clause in the 

agreement has not changed. Since the signing of the co-operation agreement inflation has increased 

two consecutive years by more than 6 % even though the mine inflation is well documented to be 

more in the region of 10-12% per year. This shows that the hardship has increased significantly since 

then. 

Optimum was taken out of Business rescue on the 31 August 2016. This agreement will go a long 

way in serving our mutual interest by keeping the belts running and the supply constant. As per the 

co-operation agreement the qualities will not be compromised. We have already submitted the 

request for tender documents for the Hendrina supply post December 2018. We are willing to 

discuss around this tender for post December supply as indicated in the co-operation agreement 

signed between Eskom and Glencore. 

We hope this letter finds your kind consideration. 

Warm Regards  

George van der Merwe  

Chief Operating Officer  

Optimum Coal  

(electronically signed) 
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