Thermal coal

The thermal coal market continues to be plagued by oversupply
despite announced reductions in capacity worldwide. Spot
prices will also be affected by forecast weakness in China’s
imports because of reduced economic activity, higher
hydropower output and measures to support the domestic
industry.

Prices

Thermal coal prices continued on a downward trajectory in the first
half of 2015 in response to surplus supply and lower import demand
from China. Newcastle free on board prices began 2015 at around
US$62 a tonne and declined progressively to around US$54 a tonne
in mid-April. Prices have since recovered to around US$60 a tonne.

Many producers have struggled to remain viable in an environment
of lower prices. However, the supply response has been delayed
because of limitations to changing infrastructure supply services, the
depreciation of the US dollar relative to the currencies of other major
producers, and lower energy prices. After a period of sustained low
prices, some companies are beginning to announce their intention to
cut production. Despite this, there has not been a sufficient reduction
in capacity to reduce the supply overhang. As such, spot prices are
expected to remain under pressure over the remainder of 2015 and
into 2016.

Benchmark prices for the Japanese Fiscal Year 2015 (JFY. April
2015 to March 2016) settled at US$67.80, a strong premium over the
prevailing spot price of US$57 a tonne at the time of settlement.
Although the benchmark price was 17 per cent fower than JFY 2014,
the depreciation of the Australian dollar meant that the price received
by Australian producers was around $1 a tonne higher. Benchmark
prices for JFY 2016 are forecast to settle at 9 per cent lower at
around US$62 a tonne, underpinned by continued oversupply and an
assumed depreciation of the Australian dollar.

industry.gov.au

Figure 5.1: Thermal coal spot prices
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Figure 5.2: JFY thermal coal prices
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China’s imports are forecast io decline by 31 per cent to 157 million
tonnes in 2015, before recovering slightly to 160 million tonnes in
2016,

India

[ndia has around 113 gigawatis of new coal-fired capacity under
construction or approved. These investments form the backbone of
the Indian Government’s plan to improve eiectricity access and
stimulate economic growth. India’s coal production has not kept pace
with the rapid increase in its demand associated with the expansion
of coal-fired capacity, contributing to a rise in imports over the past
few years. Coal India Limited, the largest coal producer in India, has
been successful in increasing production in early 2015. However,
growth in production is not expected to be sufficient to meet demand
in the short term.

[n early 2015, India's coal imports were mostly of high energy coal
that can be blended with tower guality domestic coal to meet power
plant specifications. This affected the volume of imports from
Indonesia, India’s primary source of coal. India’s thermai coal
tmports in 2015 are forecast to increase by 11 per cent to 174 miilion
tonnes, overtaking China as the world’s largest importer of thermal
coal. In 2016, imports are forecast to increase by a further 8 per cent
to 188 million fonnes.

Japan

Japan's imporis of thermal coal in early 2015 continued o be
supported by the absence of nuclear power. In May the Japanese
Government released a draft plan for Japan's energy mix by 2030,
which indicated a continued role for nuclear power over the medium
to longer term. Under the plan, nuclear power is expected to account
for 2022 per cent of the energy mix, gas 27 per cent, coal 26 per
cent, renewables 22-24 per cent and oil 3 per cent. Although a few
reactors have received approval to restart from the Nuclear
Regulatory Authority, there still remains uncertainty over the timing
of restarts in the short term which is likely to support Japan's coal
imports. Japan's thermal coal imports are forecast to increase by 2.8
per cent in 2015 to 148 million tonnes before declining to 145 million
tonnes in 2016.

industry.gov.au

Figure 5.5: China’s quaiterly coal imporis by source
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Figure 5.6: India’s electricity generating capacity >50MW
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Indonesia has been adversely affected by lower demand in China
and India as they favour higher energy coal from other sources.
Lower demand, combined with iower production, tighter regulation of
exports and increased domestic use are expected to coniribuie o
fower exports in 2015 and 2016. Indonesia’s exports of thermal coal
are forecast to decline to 405 million tonnes and 403 million tonnes
in 2015 and 20186, respectively.

Colombia

tn the March quarter, Colombia's coal production declined by 5 per
cent year-on-year to 23 million tonnes because of [abour disputes
and transport limitations. The introduction of a night time rail
restriction on the Fenoco coal railway to reduce noise poliution has
affected the operations of three major coal mines: Drummond,
Prodeco and Colombia Natural Resources. Accordingly, the
Colombian Government has revised its 2015 production forecast to
87 milliontonnes. Colombia’s exports of thermal coal are forecast to
decline by 4.2 per cent to 68 million tonnes in 2015 and then recover
by 10 per cent to 75 million tonnes in 2016.

Australia

Exploration

Australia's coal expioration expenditure in the March quarter was
around $44 million, down 44 per cent on the December guarter and
57 per cent on the March quarter 2014. Low coal prices and
persistent oversupply continued to reduce the incentive to investin
coal exploration.

Production

Australia’s thermal coal production is estimated to have declined by
0.7 per cent to 246 million tonnes in 2014-15 as announced
reductions in capacity more than offset higher production from
recently completed projects. In February, Glencore anhounced ifs
intention to reduce output at its Australian operations by 15 million
tonnes in 2015. In 2015-16, Australia’s thermal coal production is
forecast to increase by 1.4 per cent to 249 million tonnes.

industry.gov.au

Figure 5.9: Major thermai coal exporters
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Figure 5.10: Australia’s coal exploration expenditure
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Table 5.1: Thermal coal outlook

unit 2014 20157 20161 % change

World

Contract prices b

—nominal Ussh 82 58 62 -8.6

~real ¢ Usgit 84 68 61 -10.6

Coal trade Mt 1058 1010 1036 2.6

Imports

Asia Mt 762 718 738 2.8
China it 228 157 160 1.9
Chinese Taipei Mt 61 62 62 0.5
India Wit 157 174 188 8.1
Japan Mt 144 148 145 2.0
Saouth Korea Wit 98 100 102 2.0

Europe it 228 222 224 1.2
European Union 27 Mt 178 172 171 -0.6
other Europe it 50 50 53 7.3

Exports
Austraiia Mt 201 195 205 4.8
Colombia it 71 68 75 10.3
Indonesia it 408 405 403 0.6
Russia it 12¢ 122 125 2.5
South Africa Mt 74 75 77 2.7
United States Mt 31 25 23 -8.0

2013-14 2014151 201516 §

Ausiralia

Production it 247.8 246.1 249.4 1.4

Export volume it 194.6 200.8 201.7 0.4

- nominal value ASm 16 708 15621 14 6831 -B.3

—real value d ASm 17 166 15 621 14 274 -8.6

b Japanese Fiscal Year (JFY). starting April 1, fob Australia basis. Australia-Japan average centract price assessment for steaming coal with a calorific value of 6700 kcalfkg gross
air dried, ¢ in current JFY US dollars. d In current financial year Australian dollars. T forecast.
Sources: ABS: IEA: Coal Services Pty Lid; Queensland Depariment of Natural Rescurces and Mines.
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