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Mining in focus

Surging commodity prices makes the revitalisation
of mothballed operations a tempting reality, writes
Leon Louw and Dr Nicolaas C Steenkamp.

he economic downturn that has
plagued the mining industry
for the past few years, forced
several companies to mothball marginal
operations. Some commodities
have, however, recovered since the
beginning of 2017, making it viable
to re-start these operations again.

This year, manganese, iron, coal
and chromite / ferrochrome prices
made significant strides and there
was a substantial resurgence of
gold. Resuscitating marginal or
low profit mines certainly has its
merits, but such projects present
numerous challenges as well.

Most operations are placed on
care-and-maintenance because of
economic difficulties. Suboptimal
grades, fluctuating and low commodity
prices and increasing operating costs
hampers profitability, while infrastructure
constraints result in costly mining
operations, especially when they are in
remote regions. Traditional underground
mining methods are more expensive
to operate compared to modern
mechanised operations while open cast
operations pose fewer challenges.

Is recommissioning viable?
'The main factors affecting the viability
of revitalising a mothballed operation are
the costs of restarting, maintenance and
safety and legal requirements. According
to Breton Scott, managing director at
Bowline Professional Services, a number
of technical and financial factors must
be considered when deciding whether
or not it is viable to bring an operation
and associated infrastructure back into
production. It is always going to be a
balancing act between revenue potential
(depending on the commodity price),
product recoveries, production rate, life
of mine and capital / operating cost
tolerances. In addition, re-opening a
mine requires a fresh capital injection.
'The question foremost on the capital
providers’ mind will always be: what
will be done differently this time?

“This automatically offers an
opportunity to think creatively and

relook at the drivers that make a
mining business profitable,” says Scott.
According to Scott these drivers are the
prevailing and projected commodity
price(s), the level of mechanisation,

the optimal location and condition of
existing infrastructure of the operations
to effectively supply the market.

“In addition, one needs to carefully
consider, among others, manpower
requirements (in-house or outsource);
equipment (own or rent); infrastructure
(brick-and-mortar or prefabricated);
bulk power and water supply;
technology (can product recoveries
be improved at lower cost); economic
production rates (sometimes ‘less is
more’); and the renegotiation of sales
agreements. It must be highlighted
that all considerations must be
achievable within the constraints of the
regulatory environment,” adds Scott.

The introduction of new mining
or processing technologies may also
influence the decision to re-start
operations. An example is the
introduction of a modular processing
plant, able to process more variable ore
or a more power effective unit. This
could potentially reduce operating
costs, making it viable to bring the
operation back into production.

Too big an ask?

Andrew Lane, energy and resource
leader at Deloitte Africa, is not
convinced that recommissioning old
shafts or historical mines is viable.

“T am not convinced that commodity
prices have recovered to the point that
this would be viable at any significant
scale. To bring an old shaft back into
production, you would have to believe one
of two things (if not both): the commodity
price will remain above the level at which
the mine can operate profitably; and/
or the new owner has a mining method
or operating model, which allows them
to mine at a significantly lower cost
than the previous owner,” says Lane.

Lane adds that restarting a mothballed
operation normally takes longer and the
costs are significantly higher than what
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It is a big advantage if the plant and equipment on site is still in
working order when the mining operation is brought back on line.

initial plans make provision for. “If the
shaft has been properly cared for and
maintained while closed, that would help
with getting over the basic safety hurdles.
But to get back to full continuous
production is hard work and funding is a
function of the business case,” says Lane.

Another shutdown?

According to Warren Beech, partner
and head of Mining at Hogan Lovells,
several projects that were put on

hold in South Africa, were brought
back on stream based on increased
demand, higher commodity prices

and the general positive outlook

at the beginning of the year.

“Many of these projects started
looking feasible again and soon after
were back on track, although the
current business environment has once
again changed the dynamics,” says
Beech. Some projects are relatively
easy to bring back on line, and in some
cases, can be implemented within 18
months to two years, while bigger
projects can take between six to eight
years before running at full capacity.

Most of the mining projects that
were shrugged off in 2016 and are back
in the fast lane within the first four
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months of 2017, are coal operations.
These include extensions on existing
operations that were put on ice, or new
extensions within an existing group.
Several coal majors have embarked

on some form of expansion project

or bringing what was believed to be
canned operations back on line.

According to Beech there are two
types of operations that were shelved
during the days when the mining
cycle were testing new lows.

“Existing operations (brownfields)
were placed on care and maintenance
where it didnt make sense to mine or
sell these mines. Then there were new
greenfield projects that were put on
hold,” says Beech. Both, nevertheless, had
to deal with similar economic challenges,
although it is easier to get a shaft — that
was put on care and maintenance — going
again. An existing mine, compared
to a new project on virgin land, has
all the vital infrastructure in place
and, importantly, would have all the
necessary regulatory approvals in place.

Moreover, it is easy to source
labour in an area where a mine was
operating before. That said, the current
political and economic situation in the
country may force all these re-mining

projects to consider shutting down
again. The initial decision to restart
was based on perceptions of the
risks involved in operating in South
Africa at the beginning of 2017.
Significant political and economic
events, in the meantime, have altered
the business landscape and revitalised
projects may once again be put on
the back burner. If this is the case
a brownfields project, where the
operations were started up eagerly not
too long ago, can close again in less
than six weeks, although it is not an
ideal situation. But positive political
and economic change and stable
commodity prices, will make seemingly
downtrodden projects attractive again.

Mothball opportunities

Scott says that mothballed operations

can be brought back into operation

within a short lead time. “The

implication is that full benefit

can be derived from any sudden

commodity uptick, or positive political

or economic news,” says Scott.
Stockpiled material on site can

be sold while the operation is being

re-started, which generates an income

for the operation to cover some of the



Before a mine is started up again, the old
infrastructure needs to be checked again to ensure
the safety of mineworkers. i J
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initial costs. Selling scrap metals on
site also contributes to generating
funds during the revitalisation stage.
Open cast mining operations are
easier to revitalise than underground
workings. The main upside potential
on open cast mines is that once basic
geotechnical and rock engineering, and
social and environmental investigations
have been completed and the required
remedial work done, it can be brought
into full or partial production in a brief
time. Scott says that there are several
surface mining contractors that offer
competitive operating rates and that
can establish site in double quick time.
Underground operations require
more intensive work to be done before
re-starting operations. Depending
on the commodity mined, a major
uptick in price will make any existing
operation enticing though, even if it is
not premium grade ore. Lower grade
material, sweepings and vampings
can be sold off initially to offset
start-up costs. “Existing detailed
geological, metallurgical, geotechnical
and rock engineering data will aid in
determining whether or not selective
pillar mining or footwall ripping can
be done to recover saleable ore during
the revitalisation phase,” says Scott.
When a major sells a mothballed
operation to junior mining companies
that lack the resources to develop a
greenfields-operation, it presents many
opportunities for the new entrants.
At the same time the previous owners
can refocus their operations, while
stimulating the market by opening
it up to juniors. New agile, smaller
companies can fully optimise the mine
before bringing it back into production.
“Revitalised mothballed operations
have a knock-on effect and create
opportunities in the supplier markets
and other related industries,” says Scott.

Environmental concerns
According to Ingrid Watson,
programme manager: Environment

at Wits University’s Centre for
Sustainability in Mining and Industry
(CSMI), it makes business sense

to re-mine old shafts rather than

to sink a new one and install the
necessary infrastructure. “What we
have seen, however, is that major
mining companies pass the mothballed
mines onto junior miners that do not
always have the resources to carry

out the environmental programmes
and rehabilitation properly,” says
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The company that takes over a previously mothballed operation,
takes on the environmental responsibility with the acquisitio:n
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Watson. Blyvooruitzicht gold mine is

a good example where a once hugely
productive mine was passed on from
one big company to the next and, in
the end, no one is taking responsibility
for the environmental rehabilitation.

“Even when in care and maintenance,
the company still carries full
environmental responsibility for that
mine,” says Beech. So, if a junior
acquires an old shaft and decides to
shelve it for a while, the company
exposes itself to massive environmental
liability and financial risk.

“The basic costs don’t go away,”
says Beech. That means all fixed costs,
excluding employment costs, will remain
in place. A mine will still have to, for
example, keep all the excavations in good
order, continue checking the support,
carry on with concurrent rehabilitation,
water the roads and monitor the dust
fall-out; all this doesn’t change.

“What does change is that
the mine reduces its production
costs, but overall the costs don't
just disappear,” says Beech.

“Any company that intends obtaining
and re-opening a mothballed mine,
needs to understand that they are
taking over a liability and they have to
ensure that there are sufficient funds
available for rehabilitation and closure
when they take over this liability,” says
Watson. “Research shows that while
there might be sufficient funds for mine
closure, it is almost like a double tax.

“Companies make financial provision,
but they cannot access those funds (held
by the DMR) until they have completed
the rehabilitation programme. So, these
junior miners must spend money to

rehabilitate, while their funds are sitting
with DMR, and only once rehabilitation
is complete, will the DMR authorise the
rehabilitation and the company can have
its money back,” explains Watson. For
small junior mining companies this is a
big burden, and a concern for the DMR,
the government department ultimately
responsible for the environmental closure
and rehabilitation of derelict mines. The
DMR clearly lacks the resources and
capacity to deal with this problem.

Watson says that in an ideal world the
major mining companies would mine
out the resource and then close it, instead
of passing it on to smaller companies
to carry the burden. “However, I realise
that this is not realistic. The company
that re-opens the mine must make the
financial provision, operate the mine,
and close it. I also recognise that big
companies with massive overheads
can't continue to operate a mine and
make it financially viable past a certain
stage, whereas smaller companies will
be able to do that,” says Watson.

In the end, the buck stops with
government, it needs to make sure that
companies that acquire the mothballed
operations, have sufficient resources not
only to operate the mine effectively, but
to close the mine effectively as well.

Challenges

Scott says the main challenge of
revitalising a mothballed operation is
to bring the mine back into operation
with minimal unplanned expenses.
“All machinery that has been placed
under care-and-maintenance will
need to be tested, recommissioned
and certified as safe for use. It may
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also require some repairs or replacing
of expensive parts,” says Scott.
The associated risk is that some of
the parts may have been cannibalised by
previous operations to reduce operating
costs. If the facility was not guarded
properly during the shutdown period,
material and equipment may also have
been stolen and/or sold as scrap material.
Re-using existing infrastructure and
processing plant equipment reduces the
potential of introducing new technology.
Tying in new technology requires careful
engineering and redesign, which often
comes at a cost and with time delays. A
detailed cost-benefit analysis is imperative.
On the staffing side, there may be a
challenge to recruit lost skilled workers.
Retrenchments are usually part and parcel
of an operation being mothballed. The
skilled workers that were not redeployed
to other operations within the company
are usually lost. Recruiting a new
workforce usually comes at a higher cost
and requires a period of time for the
new workforce to be trained so they are
familiar with the modified operations.
Scott also notes that there may
be legacy issues with a mothballed
operation. In other words, what was
the previous relationship with local
communities, authorities and other
stakeholders? What will it take to rebuild
relationships and improve perceptions of
the benefits of restarting the operation?
“As with any new business venture,
one needs to evaluate the opportunity
properly, truly understand the original
reasons for an operation being
mothballed; and as long as the gains
outweigh the pains, there is no reason
to not forge ahead,” concludes Scott.
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