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SOUTH AFRICA HAS THE WORLD’S FIFTH LARGEST MINING
SECTOR MEASURED BY REAL GDP

The global top ten mining countries as measured by
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BUT SOUTH AFRICA’S MINING SECTOR IS
UNDERPERFORMING IN TERMS OF ECONOMIC GROWTH

RELATIVE TO PEERS

The global top ten mining countries as measured by
growth in mining value added to GDP (2001-2008)
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RELATIVE TO OTHER SA INDUSTRIES AND GLOBAL TRENDS,I
SA MINING IS LAGGING IN REAL GROWTH

Industry value creation in SA vs. world
2001-2008 real CAGR, %
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Industry value add real growth
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10 Construction Motor vehicles, trailers, and parts
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8 %etail —motor vehicles and gasoline
7 Chemicals Retail trade?

6 Food and beverages@ Financial intermediation

5 Wholesale trade¥ ‘Transport and telecom

4 Social and personal service eal estate and business activities*
3 Agriculturejealth and social services
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Industry value add real growth
1SA’s 20 largest industries by value add are shown
2 Excluding vehicles
3 At current$ value add per employee level

Represents size of
SAindustry value
add in 2008
= Miningone of SA’s
mostimportant
sectors

= Global mining grew

by >5% p.a., but SA
mining decreased

by -1% (2001-2008)

= If SA’s mining had

grown at 5%, direct
value add would
increase by $8bn

= This growth could
have created an
additional >45 000
mining jobs?

4lncludes real estate, leasing of machinery and equipment, computer programming and related services, R&D and business services

SOURCE: Global Insight; DME; McKinsey & Company analysis

THIS IS DESPITE SOUTH AFRICA BEING EXPOSED TO ALL THE
KEY MINERAL COMMODITIES BY VALUE

Comparison of Revenue by commodity (composition
of revenues of top 40 mining companies - PWC)
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SOUTH AFRICA, IS NOT MATURE MINING REAL ESTATE! THE
COUNTRY STILL HAS SIGNIFICANT GEOLOGICAL POTENTIAL

South African reserves for key minerals, 2008 ot gobal
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RSA NOT ABLE TO CAPITALISE ON THE COMMODITY BOOM,
EVEN BEFORE THE GLOBAL CRISIS HIT

Growth rates in South African mining production
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PRESENTATION OUTLINE
Snapshot of recent performance of
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SA Mining — slow growth laggard,
why?

Role of Mining still underestimated

The future

SOUTH AFRICA WAS UNABLE TO TAKE ADVANTAGE DURING
THE COMMODITY BOOM MOSTLY DUE TO DOMESTIC ISSUES

* Mining production declined in period 2006 to 2008,
despite significant increase in investment in that
period.

— Binding infrastructure constraints (electricity, rail,)
— Red tape constraints (e.g. water licenses)

— Mine closures for safety related issues (some valid,
some not) —s54’s ~— local

— Policy uncertainty (changing the rules of the game)
—Human capital constraints
— Stagnant productivity and rapidly escalating costs

— Volatility in rand-dollar exchange rate
— Then the global crisis hit _
International
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THE LACK OF GROWTH IS DUE TO A COMBINATION OF
DRIVERS ERODING THE SECTOR’S COMPETITIVENESS

Competitiveness drivers Acompetitiveness threat
O Mixed picture

Competitive advantage

Market context

Factor market
efficiency O

The key threats to

Industry structure competitiveness of SA

Inherent potential Enabling factors Product demand mining are

Natural resource Infrastructure A Accessibility of = Infrastructure
endowment @ Ease of doing business markets ® (electricity, rail)
Human capital/A * Social licence O Domestic Y
skills = Security of tenurQ demand = Social licence to
- * Ruleoflaw O -
Geographical « MacroeconomicQ International operate?
factors O stability demand ) )
* Human capital/ skills
Regulato e 0 e
Regulatory and legal = Institutional capacity

requirements O

Institutional capacity

1Dealt primarily in sustainability and transformation workstreams
SOURCE: McKinsey & Company

DETAILED OVERVIEW OF COMPETITIVENESS DRIVERS

= Factor market efficiency = Infrastructure
— Labour, supply and — Focus on electricity,
financial markets port, rail infrastructure
= Industry structure = Ease of doing business
— Ownership requirements — Sociallicence to operate
— Type of ownership — Security of tenure
— Industry representation — Macro-economic stability
Market Enabling
context factors

Inherent potential Product demand

= Natural resource endowment

= Accessibility of markets

— The total endowment of Enabing £ lproductienana | — Access and proximity of
resources, including — commodities to export
quality | markets
= Human capital/skills = Domestic demand

— Basic education levels,
health and life
expectancy of workforce

— Expected growth in
domestic demand for each
commodity

— Skilled labour availability eaulat « International demand
expat and local egulatory _ -
L] Geoéra?)hical factor; environment Expected growth in

domestic demand for each
Regulatory and legal requirements commodity
— Type, level and quality of regulation
influencing the sector
= Institutional capacity
— Ability of state to efficiently process
mineral permits and more generally
regulate sector

— Availability of water .
— Location of reserves and
access to export markets

C OURCE vCKiTSey % ez
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INHERENT POTENTIAL

A Competitiveness threat
O Mixed picture
Competitive advantage
Inherent potential Rating Comment

©® Resource
endowment

Globally largest reserve holder in
PGM, manganese, and gold,
however, some reserve basins
depletingand limited greenfields

rospectin

Human
capital/skills

Shortages of engineers and
artisans locally, with threat of
immigration and move to outside

of miningindustry
= General low and declining Human
Development Index with relatively
low literacy rates
e Distance Of = For coal, current Witbank region
reasonably far from coast (560km)
bulks from

—willbecome more of a concern
coastal with move to Waterberg basin

ports A = For iron ore, distance is further

than all major competitor countries
©®  water

= Watershortages is a majorissue,
. o A however, this issue is shared with
availability

mostother major mining countries

SOURCE: McKinsey & Compan
[

PRODUCT DEMAND

1
re

a Competitiveness threat
(O Mixed picture

Competitive advantage
Product demand Rating Comment
/I----o-ACCESSibi“ty O * SAmay berlefitfrom some new
’ demand regions (e.g., India), but
/I of markets traditionally more exposed to
’ mature, lower growth regions
,' (e.g., Europe)
U
’
2
U
/
/l 9 Domestic = Strong growth in_local demand for
’ coal (>100Mt in next 10 yrs)
demand = Most other commodities export
Accessibility of
markets o focused
eDomeslic demand |
o International
, Lemand 0 1@ |nternational * 3-5% demand growth over next 5-
\ 10 yrs for most commodities
\\ demand (except gold)
\ = Demand for iron ore and PGM
\
\
\

splitper region and sector

SOURCE: McKinsey & Compan
[
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MARKET CONTEXT -Factor market efficiency ~. Competinveness hreat

O Mixed picture

-lndUStry structure Competitive advantage
Market context Rating Comment
--------- o- ‘ Goods market * Rated 31 out of 134 countries
efficiency
(1) Labour market O * Rated 88 out of 134 countries
efficiency
(1) Financial = Deep financial market for size
_________ markets
9 Level of = In a similarrange to other major
. mining countries, however, growth
forelgn_ has been far lower than both local
ownershlp (BRICs) and foreign-dominated
countries
9 Composition = Relatively high level of juniors with
. almostall of diversified majors
of industry present

= Fragmentation

9 ownership Q = Require BEE ownership. At least
restrictions 7 other competitors countries
ict require state or local equity

SOURCE: McKinsey & Compan: 195

- A L/Ompelilivellebb[ﬂl'em—:
Regulatory environment O Mixed picture

Regulatory Competitive advantage

environment Rating Comment

o Regulatory O * Similarrequirements to most
competing countries around
an_d legal tenure of licences and
requirements environmental and safety
requirements
= However, some level of ambiguity
on certain areas of regulation, and
significantchanges in regulation
over past years has created
uncertainty
= Levels of taxation are relatively
low compared to competing
countries, however, proposed
royalties will negatively influence
competitiveness

® Institutional A = Processing times of permits are

. longer than all other competitors,
capacity except India

= Skills shortages in government

departments threaten ability for
government to handle processing

of permits (e.g. water licences)

= Limited transparency around low

grant rate of applications

SOURCE: McKinsey & Compan
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RED TAPE

New Minerals Act enacted on 1 May 2004 following 11 years of
discussions

Mining Charter negotiated in 2002 and commences with Act

Act in sync with global trends towards state custodianship, Charter focused
on dealing with historical legacies

Problem is in interpretation of Act and Charter and initially large bottlenecks
occur in processing applications

Investment in RSA mining falls in 2004/05 as companies battle with new
laws and other factors (rail, rand)

Environmental and water licensing become key challenges

TENURE OF MINING RIGHTS IS SIMILAR TO PEERSBUT THE
REQUIREMENT TO CONVERT IS A THREAT TO TENURE

Tenure of mining rights
Years

Indi
a

30

§ Thetenure of 30 years
for SA mining rights is
Botswan o5 similar to other mining
a countries
§ However, the additional
Ghan requirements upon
a 30 conversion of old
rights to new order

rights poses athreat to
oA _30 theva“dity oftenure

Columbi
a

30
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SA’S MINING RIGHTS PROCESSING TIME APPEARS TO BE LONGER THAN
ALMOSTALL OTHER COMPETITORS

Time to process rights

Mths Unique qualities
Colombia ]1 = TBD
= >75% of small licences within 13 days, balance within
Botswana :|<2 ~ 20days
* Large mines typically 30 days * Long processing times
South :|<2 = Typically 55 processing days, excluding public may discourage
Australia consultation time, etc. applications for new
Brazil Py = Reduced from 4 years in 1999 to 60 days r|ght§
I-’ = Introduced online system for applications * Most countries have
. - . been reducing their
1 ch 5 * Introduced fixed timelines for processing of X !
ana applications processing times
1 overtime with targets
", Peru 6 of less than 3 months
T < " as their processing
DT British h
g oS } times
S £ Columbia 6 S . .
<5 (C = SAisin line with this
» Y (Canada) .
K trend, with a target of
1 Chile 7 3-4 months in the long
I term
I Russia 12
I = Currentaimis 12 months, still far from promised 3-4 months
=SA ->12 = From Jun-Nov 2007 success rate of mining rights application
was 5 out of 453
India >12 " Morethan 90% greater than 1 year, can take 5+ years
= Electronic platformlaunched to speed up process
SOUR s G = .

B

N CEMMET—SerRageomin—Kkom
otswana Department of Mines; Gover

rnment of

AP -COHEI60PHEss-REr-ERGHGY-MIFHGHY-0oR—SIMCO-RIME—MifRG-Yeeldy:
India Ministry of Mines; Australian Government; BC Ministry of Energy; BC MPR;

OO E eIy AN NATTar LA

RSA MINING GFCF FALLS 2004/05 BEFORE RECOVERING

South African mining real gross fixed capital formation,

1994 to 2008
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;
A Competitivenessthreat

ENABLING FACTORS -iInfrastructure O Mixed picture
-Business environment Competitive advantage

Enabling factor Rating Comment

L/ (1] Electricity

= While electricity prices are currently
low, severe capacity shortages have
and will continue to constrain growth

’ (1) Port
’ infrastructure

7 (1] Rail
4 infrastructure

= Typically not constraining growth, with
relatively good quality rating

= Poorer quality rating than port, for some
commodities seen to be restricting
growth. Rail tariffs shows mixed picture
across commodities

o Op

= Currency volatility over the past 5 years

Currenc
Y has been higher than competitors

volatility
Inflation,
interest rates

Infrastructure

Ease of doing business
= Social licence

= Security of tenure O
= Rule of law

= Inflation levels similar to competitors with
slightly higher volatility than all except
Russia

= Macroeconomic O
N L_stability o Security of O = Similar to other countries, however,
3 conversion to new order rights threatens
\\ tenure security of tenure
N
\ o Rule of law O = Goodrule of law, however, illegal mining
for undermining industry
\
\ o Safety O = Safety performance has improved
N N f significantly, but has not met tripartite
N performance milestones
\
N N o Social O = 5% of payroll spent on training (>3%
\ P global average)
[N responsibilities

SOURCE: McKinsey & Compan

INFRASTRUCTURE CHALLENGES

» Government owns 43% of fixed capital stock of the economy but only
accounts for 25% of gross investment.

* Areas that government controls (electricity, rail, most ports, water,
etc.) become binding constraints.

» Lack of competition in key areas and lack of capacity of the state
result in key bottlenecks.

 Have to look at innovative solutions to tackle the constraints.
* Binding constraints in:

» Electricity
* Rall

* Big risks:
* Water
 Liquid fuels

Page 11
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INFRASTRUCTURE CHALLENGES - ELECTRICITY

* Currentreserve margin at 5-8%
* New base load power only expected at earliest 2012 (April)

» Based on current demand trends the reserve margin will continue to
deteriorate

» Opportunity cost of government not properly implementing the Energy
Policy White Paper of 1998 now apparent — immediate cost of build
program >R500 billion

» Only way of preventing a full blown crisis in short term is by achieving major
gains on energy efficiency or by forced savings (targeted at industry)

* In medium term PPPs and Cogen a critically important solution

» Problem of Eskom application is large re-valuation windfall, with return to
capital (valuation and depreciation) and return on capital (WACC)
accounting for 40% of the increase applied for

» Economy cannot absorb 147% increase in price by 2012 (35% x 3)

BY FY 2014/15 RETURN ON CAPITAL AND RETURN TO CAPITAL
IS LARGER THAN THE CURRENT ELECTRICITY PRICE

Composition of proposed electricity price,
Eskom 2nd application, MYPD2

120

Due to changes in
asset valuation and
« thehigh WACC

100

80

B Capital and ROA R'bn

60

O Primary energy costs
(total) R'bn
E Opex R'bn

40

Current
price

o ® Non-Eskom
FY10/11 FY11/12 FY12/13 FY13/14 FY/14/15
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INFRASTRUCTURE CHALLENGES - RAIL

Binding constraint on growth of coal, iron ore, manganese and
chrome

For example RSA has >80% of world’s manganese resources, but high
rail costs and limited service results in RSA accounting for only 15%
of global supply

All major inland railways controlled and operated by one utility

Poor service and poor capacity means that 81% of RSA'’s freight by volume
goes on roads (should be other way around!)

Poor leadership, management and technical capacity combined with poor
investment record result in significant constraints

Average age of rolling stock and locomotive fleet >28 years

Negotiations for upgrades to Orex and Coalink lines >6 years — RSA misses
bulks boom

Critical need to introduce competition on rail

STAGNANT PRODUCTIVITY AND RAPIDLY RISING COSTS

In most of the major mineral grouping relative output per worker has
declined over the past five years:

» (impacts of managerial challenges, skills, safety stoppages, electricity
supply constraints, capacity, etc.)

The industry faces a set of cost pressures that are all rising faster than
general PPI inflation

Page 13
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RSA MINING ALSO FACES KEY SOCIO POLITICAL CHALLENGES
THAT IMPACT ON THE SOCIAL LICENCE TO OPERATE

* General feeling in communities and within political circles that
benefits of mining are not captured locally and communities around
mines remain the most poverty stricken

* RSA mining perceived to be primary ore exporter, with little domestic
value addition

» Past five years characterised by implementation challenges

» Other key departments question why mining has performed so badly
in midst of unprecedented commodities boom

Is RSA mining contributing to socio-economic development?

PRESENTATION OUTLINE

Snapshot of recent performance of
SA Mining Sector

SA Mining — slow growth laggard,
why?

Role of Mining still underestimated

The future
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ROLE OF MINING OFTEN UNDERESTIMATED
» Key foundation industry (enabled SA to become the most
industrialised country in Africa)
» Large employer of semi-skilled and skilled workers
* Critically important NET generator of FOREX

» Significant multipliers into the rest of the economy (large
procurement, investment and wage spender)

» Equally important, very large magnet for foreign investment
inflows (which help fund current account)

« Significant contributor to transformation in the economy

MINING - THE ESSENTIAL CORE OF SA ECONOMY

* Creates 1 million jobs (500 000 direct & 500 000 indirect).

» Accounts for about 18% of GDP (including multipliers).

* Critical earner of foreign exchange >50%.

» Accounts for 18% of investment (including multipliers).

* Attracts significant foreign savings (35% of value of JSE).

* 33% of all BEE deals done in SA over past 11 years (R200 billion)
* 18.5% of corporate tax receipts (2007 R22 billion, 2008 R33 billion)
* 50% of volume of Transnet’s rail and ports

* 93% of electricity generation via coal power plants

* 15% of electricity demand

» About 37% of country’s of liquid fuels via coal (R30 billion worth)
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SA Mining industry, income and expenditure 2008
Total income R364 billion, total expenditure R383 billion

Capital
expenditure,
R64.9 billion

Purchases and
operating costs,
R144.6 billion

Dividends, R25.0
billion

Taxation, R32.2
billion

Depreciation and
impairments,
R21.2 billion

Electricity, water
and rentals, R8.8
billion

Repairs and
maintenance
R9.8 billion

Labour costs,
R58.6 billion

Interest \_Railage and
' Paid, R9.2 transport, R8.8
billion billion

The significant mining industry value chain

Exploration & Project Opencast/ Underground Mineral Smelting Bulk Consulting
Mine Implementation Surface Mining Processing & Materials & Engineering
Development & Construction Mining Refining Handling Services
-Mining - Project - Opencast/surf | - Underground - Engineering -Drying - Conveyor - Exploration
surveying & engineering & ace contract contract mining design & project |equipment& |equipment& |-Mineplanning &
deposit & mine | design services mining services management services consumables | design
modeling -Bulk earthworks | services -Handheld drilling | services - Smelting & -Cranes - Geotechnical &
equipment & & surface - Drilling & equipment - Contract mineral | tapping -Valves surveying
services infrastructure blasting - Blasting processing equipment& |- Pumps - Hydrology
construction equipment& | equipment & services services -Materidls & |- Environmental &
services consumables | consumables -Comminution - Converting storage social impact
-Shaft sinking & |- Haulage & -Mobile haulage | equipment & equipment equipment assessments
underground mine | excavating & drilling services - Environmenta | - Transportatio |- Feasibility studies
development equipment equipment - Concentration I/gas treatment | n vehicles - Civil construction
- Crushing & -Ground support | equipment & equipment& |- Other & bulk earthworks
screening equipment services services - Procurement &
equipment -Ventilation & - Tailings - Refractory management
refrigeration equipment equipment & - Shaft sinking
equipment services consumables -EHS& Q
-Winding & - Processcontrol, |- Process -Ventilation
hoisting assaying & testing | control, - Assaying &
equipment equipment assaying & sampling
- Other support - Reagents & sampling - Instrumentation &
processes & chemicals equipment & control
equipment services - Electrical
- Reagents & -Maintenance &
chemicals stores
- Contract
Mining/Minera
processing
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RSA'’'S MINING WORKFORCE IS THE FOURTH LARGEST IN THE WORLD

Mining industry employment?®
’000 workers

China /A6146
India |1 093
Indogesia | 1062

------------------------------------ 519

RSA Bt R2Bon B

Russia coal 224 407 101 @ i
ussiacoal a4 27% growth in

us [ 140 employment in

) RSA mining
Australia :l %0 between 2001
Chile [ ] 90 and 2008
Brazil :| 74

Canada :| 59

Venezuela ]43 2001 Coal PGM Gold other 2008
Botswana |11

Tanzania 8

1 Most recent available data, 2007/2008 data for all countries except Tanzania (2004), India (2005), and Botswana (2006)
21Includes quarrying as well as oil and gas mining (no more granular data available)

SOURCE: DMR, Minerals Council of Australia; Australian Bureau of Statistics; Bank of Botswana; Brazilian Labour Ministry; Natural Resources Canada;
—Statistestrstitute—of Shite, 0S5 WSHA e EcorommicSurvey 2007708 ofir T t tr

Tstryof tabour; atou vt

|.E. THE BENEFITS OF SOUTH
AFRICAN MINING ARE MOSTLY
CAPTURED LOCALLY!!
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PRESENTATION OUTLINE

Snapshot of recent performance of
RSA Mining Sector
RSA Mining — slow growth laggard,
why?

Role of Mining still underestimated

The future

IF CURRENT TRENDS CONTINUE THE RSA MINING INDUSTRY
WILL STRUGGLE TO COMPETE AND GROW

Four scenarios were developed for the forward looking
scenarios

Current constraints e @

arerelieved

~7

Constrained bf
current bottlenec

Production growth

Costincreases are
reduced to half of
historic rates

Cost Management
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SOMETHING DIFFERENT HAD TO BE DONE TO
DRIVE POSITIVE OUTCOME

* Industry has history of constructive engagement
(minerals policy discussion, significant work on
investment task team in 2006/07, Charter, etc.)

» Confrontational outcome on implementation
iIssues tests commitment of stakeholders to
growth and transformation objectives

» Outcomes over past 5-years, negative mining
growth, which in turn holds back RSA’s growth
prospects

“MINING INDUSTRY GROWTH, DEVELOPMENT AND
EMPLOYMENT TASK-TEAM (MIGDETT)

 Tripartite, leadership driven. Setup in December 2008.

» Deal with Short term issues (business survival and trying to limit
retrenchments):
— Try and avoid retrenchments where possible (short-timing, extended leave, etc.)
— Good protection already afforded to workers through LRA/BCEA/MPRDA
— Reduce cost pressures where possible
— Maintain predictability and stability of policy
— SUCCEEDED 50 000 jobs lost versus 100 000 jobs losses expected

* Long term issues (repositioning the industry for growth):
— Must get infrastructure right for the next boom
— Address longer term regulatory constraints
— Develop sufficient human capital to enable the sector to grow in future
— Move to “SA Inc” approach
— WORK IN PROGRESS
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PROCESS FOR THE DEVELOPMENT OF STRATEGY
FOR GROWTH AND TRANSFORMATION

*DMR believes that industry leadership (bus, gov, lab) needs
to take back the moral high ground and leadership of the
industry

*Possibly too much focus on implementation

*DMR drives the critical need to get mining growth onto
higher growth plane and to build on transformation

DMR DG insists stakeholders must work together to more
effectively grow and transform the industry

AGREEMENT BY TRIPARTITE LEADERSHIP TO
DEVELOP “STRATEGY FOR SUSTAINABLE
GROWTH AND TRANSFORMATION OF SOUTH
AFRICAN MINING SECTOR”

To be developed by tripartite under auspices of MIGDETT
— SAMDA to lead transformation study
— Competitiveness task team with McKinsey study as institutional framework

Detailed rules of engagement spelt out (constructive, problem
solving, no holy cows, confidential, etc.)

Mining Charter review part of the process
Target, strategy document by end March 2010

Strategy document to be debated in MIGDETT Plenary (Mining
Summit) in late March

Final strategy document to be submitted to Cabinet in April
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PRESENTATION OUTLINE

Snapshot of recent performance of
RSA Mining Sector

RSA Mining — slow growth laggard,
why?

Role of Mining still underestimated

> The future

STRATEGIC CONTEXT GOING FORWARD

Tripartite stakeholders have to work more closely
together to progress the growth and transformation
agenda of the RSA mining industry

The challenges related to capacity and skills in the
industry, in government and in service providers is
probably the single biggest risk to the mining
industry’s future — and this can only be overcome
through effective partnerships

MIGDETT process key opportunity to get strategic
direction right and to make progress

Implementation of strategy outcomes set to be key
challenge that must be met (get rubber to hit the
tarmac)
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MINING AND MINERALS MATTER
FOR SOUTH AFRICA
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