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I
HISTORICAL BACKGROUND

When the idea of exporting South African coal to Europe was first
considered, in the mid 1960s, the coal mines required long-term contracts
that European coal customers were reluctant to sign. Furthermore, in
order to reduce the freight rate and thus make South African coal exports
competitive in the European market, the coal had to be transported in
large vessels of 100 000 t or more. None of the South African harbors
were then suited for that draught.

The available capacity in South African harbors, built during World War 2,
was unable to handle the draught of such large vessels, and therefore a
new deepwater harbor was required and of the five sites selected,
Richards Bay was found the most suitable. The design for the new port
was submitted to the Railways and Harbors Administration in 1971.

The 26 collieries of the then Transvaal Coal Owners Association (TCOA)
founded in 1923, applied for and obtained Governmental approval for the
export of 109 Mt of bituminous coal at an annual rate of not more than 9
Mt, in 1976.

As a result of the work of renowned metallurgists, such as David Horsfall,
the idea of “washing” or beneficiating low quality (high ash) run-of-mine
coals into exportable products such as low-ash coal (7 to 7.5% ash) for
the Japanese steel mills and power station steam coal smalls (pps) with
13 to 15% ash for European customers, became a reality.

The other major requirement was a rail line to move coal from the mines
to the new port. The surveying of the line began in 1965 and after many
years of hard and difficult work, a train, using the line built between
Broodsnyersplaas and Richards Bay, with 50 wagons carrying 3 724 t of
export coal arrived to the terminal on 23 January 1976. This line was
almost from the launch pressurised by its own and the Terminal’s
successes and therefore more trains and larger tonnages were essential,
making it subject to many upgrades. In 1996, the line then known as
COALIlink, became acknowledged as a world-class system of transporting
coal to Richards Bay. This line nhow moves 2,5km-long trains with 200
wagons carrying up to 17kt of coal to the Terminal.

The company that has yielded fortunes for Richards Bay, the Richards Bay
Coal Terminal (RBCT) was created on 30 December 1973 in the TCOA
boardroom. The RBCT was formed to export 12 Mt per annum in Phase I.
In 1978 it was expanded to 24 Mt/a (Phase II) and in 1984 to 44 Mt/a. In
1991, capacity was upgraded to 53 Mt/a and in 1992, without any major
expenditure, throughput was increased again to 63 Mt/a, while in 1997 a
further capacity increase to 69 Mt/a was carried out. In early 2000 a
brownfields expansion (BFE) took the terminal to 72 Mt/a. The latest



expansion, Phase V, will give RBCT a total capacity of 91 Mt/a by mid
20009.
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Few changes to the terminal’s shareholders have been made since its
beginning in 1973. Most of the six original companies have remained
shareholders, although they have gone through mergers and name-
changes. The only newcomers are Total Coal, (joined in Phase II) and
Sasol (joined during the BFE expansion). The remaining four: BHPB
(37%), Anglo Coal (27%), Xstrata Coal (29%), and Kangra (2%) were all
part of the first shareholder’s group. Eyesizwe Coal was created, from
collieries owned by Anglo and BHPB collieries and therefore received
portions of their quotas.

THE NEW SOUTH AFRICAN COAL INDUSTRY

Since the advent of the new MPRDA, a number of small BEE coal
companies have been launched. In order to improve their revenue, the
majority have aspired to become coal exporters. Because of the
previously described structure of RBCT, and the high rail and port
handling costs attached to exporting from the other two terminals -
Durban BC and Maputo TCM - most were left with only one choice; to sell
their export coal to a RBCT shareholder or to a coal trader with an RBCT
allocation. In both instances, the BEE producer would make only a very
small profit from coal that usually sold for four to five times more than its
equivalent in the local market. This state of affairs, although originally
accepted as a fait accompli when only very few small “independent”
companies existed and the bulk of the production (more that 80%) was in
the hands of the “majors” (companies with vast resources and many
mines) created much discontent between the new potential exporters,
who were unable to fulfill their aspirations entirely.

THE DME’S COAL INDUSTRY TASK TEAM

The Coal Export Forum of the DME took place in Pretoria on 1 August
2002. The participants agreed that there was an immediate and urgent
need for BEE coal export producers to obtain access to existing coal
export infrastructure, and to procure larger and more permanent coal
exporting facilities for future coal exports.

The DME had invited the entire coal mining industry to attend the Forum.
Many of the participants present were particularly outspoken about the
fact that it was then impossible for non-RBCT shareholders to use the
Terminal, unless the newcomer was prepared to negotiate for a portion of
a shareholder’s quota, paying normal terminal handling fees plus a fee to
the shareholder for the privilege of using RBCT. Although the RBCT was
built by the shareholders for the use of the shareholders only, this
situation was considered unfair, especially for the owners of new collieries
who, faced with heavy financial obligations were trying to break into the
export arena where coal prices are much higher than in the local market.



By the end of the Forum it was clear that all the participants, including
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some of the RBCT shareholders, were avidly seeking a solution to the
problem. However, with so many participants, this Forum did not appear
to be appropriate venue for this to take place. Consequently, as a follow-
up to the Coal Export Forum, a smaller group, the Coal Industry Task
Team (CITT), was appointed to solve the impasse.

The CITT began negotiations with the RBCT and infrastructure service
providers, e.g. Spoornet and the National Port Authority (NPA), in
September 2002. After many meetings and discussions, the RBCT agreed
to part with a million tons of coal and give it to the CITT for the financial
year 2002/2003. This tonnage was made available too late during that
year and as a result, the four applicants utilised only 300kt. The allocation
was made to assess whether BEE coal companies really had the elements
required to become successful exporters. Before the end of that year, it
became clear that smaller and smarter BEE companies were able to make
inroads into the export market. It was also proven that BEE coal mines
required more capacity than 1 Mt/a. In June, 2003, RBCT's shareholders
offered an incremental allocation growing by 1 Mt yearly, from 1 Mt for
the financial year (April/March) 2002/2003 to 4 Mt/a for 2006/2007.

During the second year, 2003/2004, 14 companies submitted applications
and the 2 Mt/a were fully utilised. The third year, 28 companies applied,
but only 17 qualified. Last year's 4 Mt/a were shared by 18 BEE
companies. Percentage-wise, the CITT companies, during the last two
years, have exported more than their RBCT counterparts.

The CITT is now running its successful fifth year of exports. There are
many more potential exporters queuing for allocation, hence the 4 Mt/a
available for 2007/2008 will not be enough for all the applicants and other
solutions are being sought from the RBCT's shareholders and elsewhere.

Because of the complications involved in the logistics of moving coal from
small producers and integrating these small stockpiles into larger
tonnages capable of using existing RBCT facilities, an export facilitator
was appointed by the CITT. Mhlatuze Coal Administrators (MCA) has been
in operation for five years now and has proven to be an asset to the
group and the RBCT. Many long hours of negotiations between the
existing shareholders, the RBCT Board and other parties have avoided the
chaos that could have resulted with too many coal grades and qualities
being stored in too few stockpiles.

CITT AND PHASE V

As a result of the proof given by the CITT, that smaller coal mines also
have a potential for exports, the long-awaited expansion of the RBCT,
also known as Phase V, was finally approved in Nov 2006. Phase V, as
described by the RBCT, was mainly launched to accommodate the new
BEE coal companies.
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Phase V, increasing the RBCT capacity from 72 Mt/a to 91 Mt/a will
provide 19 Mt/a for new entrants to the coal export industry. This new
capacity will become available by mid 2009. The invitation to apply for the
allocation was issued late last year by Alexander Forbes (AF), the
allocating company and a workshop was held in September 2006 to clarify
the requirements essential for new coal exporters.

The deadline for the submission of applications was the end of November
2006. About 27 companies applied for allocations. The 9 Mt/a available
were oversubscribed. The tonnage requested was almost twice more than
what was available. (Total tonnages not yet published by AF).

The configuration of the new RBCT will consist of the previous
shareholders with a total tonnage of 72 Mt/a, the new shareholders or
users with 9 Mt/a of capacity (this tonnage will be allocated by March
2007), the previously known South Dunes Coal Terminal (SDCT) with 6
Mt/a and 4 Mt/a currently used by the CITT. Due to long delays in the
implementation of SDCT, a part of the previous shareholders have ceased
to exist, necessitating a new structure for this group. A few, if not all, of
the present companies with CITT allocation, will move

up to larger tonnages as RBCT shareholders or users of the 9 Mt/a. As a
result, some of the 4 Mt/a allocation will again be available for new BEE
coal companies.

THE FUTURE COAL INDUSTRY AND THE CITT

The CITT will continue to play a key role in the introduction of BEEs to the
South African coal industry. There is also the possibility that the new
group of exporters, using the Phase V allocation, will be in need of a
logistics export facilitator. Mhlatuze, CITT’s Administrator, with experience
in handling small coal mines, is an excellent choice for this role.

The extra tonnages required for Phase V will, as an added benefit be
supporting the new entrants in the export industry. Not only will coal
exports from South Africa grow, but by-products of coal “washing” to
increase quality needed to export, other coal fractions, not suitable for
export, will be sold in the South African market.

Since its small beginnings in 2002, the CITT has become a sophisticated
export facilitator. As a result of the assistance given to BEEs entering the
export market, these new mines have become financially feasible.
Advantage gained in the export arena can also be extended to other
areas. The next step will be to assist BEE coal mining companies to make
the best use of their coal products, destined for the inland market. Most
of this coal finds its way to Eskom’s boilers to fuel the World’s cheapest
electricity. There are many more users of coal in the local industry and
some, although in need of smaller tonnages, require better quality coal.
In the metallurgical industry, for example, there is a strong need for
reductants or carbon-rich coals to convert metallic ores to metals. The
4



market for these and other products can be successfully exploited by the
new BEE coal miners and, although the tonnages are limited they provide
an easy forum for “niche” products.
The outstanding work of the CITT can only be completed when the South
African mining industry extracts, by conventional mining methods, its last
ton of mineable coal beyond the year 2055.
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DEFARTEMENT V&M HANDEL-DEPARTMINT OF COMMERCE
PAVEAEIENCLELIES. 3
e . T o e
errwtl) R A H.27/2/3/1 159 Straben Sireet,
Pivere g | 14
= 1 PRETORIA,
The Cheirmen,
The Transvaal Coal Owners Association
{1923), (Pty.) Ltd.,
F.0. Box 1197,
JOHLNNESBIRG,
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Dear Sir,
EXFOET OF COAL.

With reference to your letter dated 11th Nevember,

1969, and the subseguent discussiona we had in connection with
the export of specially prepared low ash coal to Japan and of
%awe: station ecal to Eurapa,ngarticularly Italy and Germany,

have to confirm the telephonic advice given by Mr. EKruger
of wy office to you on lot December; 1969, namely that Miniaters
have ggreed in prineiples that s meximum of 4 million tons of
coal per year may be exported either to Japan or Burope, or
to both these two destinations,on the condltions set out in
your letter, and subject to submission of the results of the
negotiations to the Minlester of Economie Affairs before firm
contracts are comeluded,

Youre faithfully,

SECEETARY FOR COMMES




Annexure 3

THE THANSVAAL COAL Bank of Lisban Building

OWNERS ASSOCIATION gauf;SA'.fre‘el,Johannesburg
ou rica

(1923) (PTY) LIMITED P.0. Box 62381

Marshalitown, Transvaal
Telephone 834-6151

Telex 43-0005 5.A.
Telegrams "COALSALES"

OG0

8th November 197k

Mr. G. J. J. F. Steyn

Secretary for Commerce
Department of Commerce

Civitas Building

Cnr. Struben and Andries Streets
Pretoria

0002

Dear Sir,
EXPORT OF COAL

We have received your letter of 1st November 1974 dealing as far
as we are concerned with the approval in principle of an additional
quantity of 100 million tons of coal for export by TCOA.

We are now studying this letter and the implications of the important
conditions that you have set up covering this quantity but at the

same time we must of course state that such conditions cannot apply

to our original authorisation covering the export of 108 million tons
for which we now hold export contracts committing its total utilisation.

As we proceed to the negotiation of further business taking up tonnage
out of the additional 100 million tons now authorised we will of course
be in contact with your Department and those other Administrations in
the Government which could be involved.

As the constructors, owners and future operators of the Richards Bay
Coal Terminal, we would expect to find ourselves in negotiation with
others to whom coal export authorisation has been granted which will
of itself require us to negotiate with the Railways and yourselves
on the contractual practical issues involved.

We would like to express our appreciation to you for having granted us
this additional authorisation in renponse to our application to you.

Yours faithfully,

Original Sigr=< by A. D. TEW

A D TEW
MANAGING DIRECTOR
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THE VEXED QUESTION OF RESERVES
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Annexure 6

NOTIFICATION OF THE COMMENCEMENT OF THE
TENDER PROCESS FOR A PORTION OF THE

9 MILLION TONS PER ANNUM CAPACITY FROM
RICHARDS BAY COAL TERMINAL'S {RECT)
PHASE V EXPANSION PROJECT.

Further o the ennouncemarnia In Nowember 2005
and August X108, tha Sheraholders and Bear of
Dirsctcm of Richerde Bay Coal Teminal Comparnmy
Linkted ano ploaen o oG e o nersonent
of the tardar proosss for 8 portion of fha § millon o
par amum apaciy thal will bacome svalable = a
renult of they Pheess v Expansion Project. The temndnal
will commanca tre oxpansin project on 1 Sapismber

2006 10 atpand i current. annual throtghput capacdy
of T2 millon fona to 81 millon tons.

Afull pack of spplioalinn domerams will be svallshls
&t Tha oifices. of Alomander Forbes Risk Sarvicos, BO
Rivania Aoed, Serdion, on 12 Septambar 20H0E
Parties wizhing iIn oo/iect sn applioalion pack will ba
requined to pay a ron-refundable dopoek of RS 000
and to snier Imio & confidant/allly undarbaking.

A tendar clarificaiion worcshop will ba hald an
18 Bapismbar 2388 at 10h30 at the offioss of
Aleosanchor Forbes Flak Sarvicos, 80 Fivenla Rioad,
Sandicn and ander doournsniaticn will only be

Ay part of tha sxpanslon, which In
mpacisd io ba compisted during the firet
el of 2068, B millon tone e annum
of sxport throughpul will ba mads
avaleble ko cument and polential coal
axparem

Righte to sxport coal Wa RBCT will ba
meds avalnbia b partes who qualify.
Thie nolification Invites all polentially
qualifing eepart 2oml praducers inisrasied
In the right ko wport a porlon of 1he
% milllon o per annum, 1o fandar thelr
Inimmest o Alsssncer Forbes: [n the svent

rbct

iviliable up unill 1600 on euch day.
Adtardance et {his lender clarification
workshop s compuleory for Thows parliss
wishireg te submi an applicatlon.

Applicaris wil be required o complals
ang aubmil he applicmion carunriedion
o Alsxncier Forbew belors 18hC0 on 38
MNovermber 2008, aftor which time, no
further applostions will ba sooapiad
Tha Indepondont adudicatcr will then
svalusts applicationy and conditional
miarding of Tha sllocxiions ln erwisaged
i bo completed dufing Apell 20T,

of the app!icanis will bs the overriding mnking atisds.

Basls sasditians witashad to & fandar
appicaiion will bm

+ mpplicenis musl have proaf of mining capachy

¥ banjeabl atudy stago;
+ mpplioenis musl ba ebis o demonstreda

Bpoores ralling capadiy support
= applications wil b subject tn the right to udit;
+  mpplications must incuds e unconditionsl offer
0 adcuine the full nnage applied for in the
vt formmg
+ In tho ovent of vvar subacriplion, ranking oiteria
will be appled.

RBCT hes appeyinted Asandor Forbes se the
Imd sparsdart adud oo for tha arder proosss .

Puliribiah Jaboiaibilig NHERREOR DR

M appicalions vl be wubjed i B roviow,
wrification and re-svaluation process by the
Indepardent . In ordario promois a0oses:
1o the aminal by BEE Enttilos, RBCT nosorves the
rigirl to [imit Tha tonregs swarded to ey spplioant.

Furfher iInformadion can be olbisired by smaling
Paul Sidvingion at

mwmnummm
Almndeforbes.on RBCT10F

This reoiliceion soms nol coslbuls sy form of comeniineen,
mooemarstslinn or ofisr on Tha part of mry of the parias
FBCT waprewsly reesnves The right iIn by urdeliened disorslion,
without ghving resschs thanrfom, ol sy e and in mwy
rescact, 0 el ov isminia the: process conbempiaiad
thia polificetion, 40 lanninels discussions with sy or ol
Inisvewisd prties, o el sy or ol of Tha olfere e o
RAgE" T T Oy IR SmEed Fomy B Boen | e &
o in e B mllon ko par e of eougheut oessolly.
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