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Russell Vale Coal Mine – A Stranded 
Asset? 
Executive Summary 
Thank you for the opportunity to make a submission to the Planning Assessment 
Commission relating to Wollongong Coal Ltd’s Russell Vale Coal Mine proposal and public 
hearing. We oppose the project and believe it should not be given development consent. 

The Institute of Energy Economics and Financial Analysis (IEEFA) believes the externalised 
costs to the community will exceed the questionable benefits of the Russell Vale Colliery 
proposal in Wollongong for its foreign parent, Jindal Steel & Power Limited (Jindal). 

IEEFA’s analysis suggests that inclusive of historic capex, the net present value of this coal 
proposal is clearly negative at current export coking coal prices and currency rates, 
particularly once rehabilitation costs are incorporated. For the project to make a viable 
rate of return requires the assumption that seaborne coal prices will experience a sustained 
and significant uplift after the 70% decline that has been experienced in the last five years. 
Few financial analysts forecast this increasingly remote scenario. 

IEEFA’s analysis of the global coal market shows that a major turning point was reached in 
2013/14, and that this market has most likely moved into permanent structural decline. 
Coking coal is not proving any more resilient that thermal coal in this regard. 

Coal companies hoped that the totally unexpected 11% decline in China’s coal imports in 
2014 was an aberration. But far from a cyclical anomaly, the deterioration has accelerated 
in 2015. China’s coal imports have declined a further 30% January to October 2015. China 
is the world’s largest producer, consumer and import market for coal, so is the best 
barometer of the global sector’s future. 

The coal mining sector has seen share prices decimated. Global listed coal mining 
companies are down an average 70% in the last five years. Jindal’s share price is down 
30% in just the last year alone, and 87% in the last five years. Jindal management are under 
increasing shareholder pressure to review all decisions with the aim of significantly cutting 
operating costs from existing business units and curtailing all but the most compelling new 
greenfield projects. Russell Vale Colliery is increasingly unlikely to fall into this category. 

IEEFA concludes this export coal project proposal is likely to remain a stranded asset and 
should not be approved for further development. The abysmal performance of 
Wollongong Coal over the last five years and senior management and staff exodus is all 
clear testament that the company is unlikely to successfully develop any new project. We 
note that net debt has risen to A$694m, many multiples of the net book value of equity of 
A$96m, and the Auditor’s repeated questioning of the ‘going concern’ assumption. There 
is a growing list of Australian and international coal companies now in Administration who 
have entirely failed to predict the rapid, sustained decline in global coal export markets. 
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Seaborne Coal has Entered Structural Decline: China is 
Coal; Coal is China 
In conjunction with Carbon Tracker, IEEFA published a major global coal demand and 
supply study in September 2014.1 The key conclusion of this study was that the Chinese 
domestic demand for coal was likely to peak by 2016, hit a plateau and then steadily 
decline thereafter. Given China is half global coal consumption, this lead to the second 
conclusion; that world seaborne coal demand would peak concurrently with China in 
2016. 

The International Energy Agency (IEA) has historically proven far more optimistic about the 
outlook for coal markets. The IEA’s World Energy Outlook 2014 forecast a peaking then 
plateau in thermal coal demand in China by 2020-2025. A key weakness in this analysis is 
the reliance on data only up to 2013, ignoring the key turning point evident in 2014 that has 
accelerated through 2015. 

However, the IEA’s November 2015 “World Energy Outlook 2015” publication models a 
dramatically different scenario with China’s coal demand plateauing and then gradually 
declining over the 2013-2030 period. This has staggering implications for the outlook for 
seaborne coal imports into China, and with China the #1 importer globally in 2014, global 
implications for demand and hence pricing. The IEA’s November 2015 “World Energy 
Outlook 2015” also states on page 25: 

“China is becoming the wildcard of coal markets, with the risks to our projection of a 
plateau and then a slow decline in coal demand arguably weighted to the 
downside.” 

Further, we consider the IEA’s Executive Director, Dr Fatih Birol’s very strong and telling 
comments on page 3 of this report’s Forward: 

“We look to the negotiators in Paris to destroy our projections in our central scenario, 
which we show to be unsustainable.” 

Major global investment banks have increasingly come to a similar conclusion. Bernstein 
Research in June 2013 called for a peak in China’s coal consumption by 2016 in their 
seminal Blackbook: “China: The beginning of the end of Coal”. Morningstar in April 2014 
published “Burned Out: China’s Rebalancing Heralds the End of Coal’s Growth Story.” UBS, 
Citigroup (“Energy Darwinism”), Merrill Lynch, Deutsche Bank, HSBC, Morgan Stanley and 
Goldman Sachs (“Thermal coal reaches Retirement Age”) have likewise massively 
downgraded their demand and price expectations for coal and now assume no material 
price recovery in the longer term.  

1 http://www.carbontracker.org/wp-content/uploads/2014/09/Coal-Demand-IEEFA.pdf  
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Professor Ross Garnaut has likewise repeated argued that Chinese energy demand is at a 
cross roads2. Lord Nicholas Stern and Fergus Green have published authoritative papers 
detailing the structural changes in China and the resulting conclusion of structural decline 
of seaborne coal.3 

The historic November 2014 China-US Climate Change Agreement has created a wave of 
global regulatory and policy initiatives that strongly supports the IEEFA projection. This 
agreement commits to building upon a number of significant actions to move aggressively 
away from fossil fuels and transition towards a lower carbon energy mix.  

US domestic coal consumption is expected to decline 10% in 2015 alone, to be down 30% 
from its peak in 2008. 

China’s imports of coal declined a record 30% year-on-year in the first ten months of 2015,4 
China’s domestic coal production is down over 4% and coal consumption in 2015 year-to-
date is estimated to be down 5-6% yoy. This is for all coal, with coking and thermal coal 
consumption declining in tandem, with similar forces of structural change impacting both. 

Any suggestion that this decline is temporary is in IEEFA’s view, delusional. China’s cabinet 
announced Wednesday 2 December 2015 that it would try to cut pollution from coal-fired 
power plants by 60% by 2020 through new regulations to force further upgrades to plants.5 
The announcement formalizes a step China is taking to try to reach broader coal-use and 
emissions goals to decrease some of the world’s worst levels of air pollutants and to help in 
limiting climate change. China is by far the world’s largest coal consumer and emitter of 
carbon dioxide and other greenhouse gases. China issued the National Climate Change 
Plan (2014-2020), actively taking measures in various fields to tackle climate change and 
achieved remarkable outcomes.6 

China looks to have actually seen peak coal production and consumption in 2013. 

BHP’s Chief Executive Officer, Andrew MacKenzie’s reflections of December 2015 are the 
most recent to explore this new economic profile of China, and implications for Australia.7  

The IEA in November 2015 (page 22) states that: 

2http://www.rossgarnaut.com.au/Documents/Garnaut_AFR_AustraliahasnotrecognisedchangeinChinesedemandforiro
noreandcoal060415%20.pdf  
3 http://www.lse.ac.uk/GranthamInstitute/wp-
content/uploads/2015/06/Chinas_new_normal_green_stern_June_2015.pdf  
4 In English: http://www.stats.gov.cn/english/PressRelease/201511/t20151111_1271430.html 
Chinese: http://www.stats.gov.cn/tjsj/zxfb/201511/t20151111_1271244.html 
5 http://www.nytimes.com/2015/12/03/world/asia/china-plans-to-upgrade-coal-plants.html?&moduleDetail=section-
news-
2&action=click&contentCollection=Environment&region=Footer&module=MoreInSection&version=WhatsNext&conten
tID=WhatsNext&pgtype=article  
6 http://www.china.org.cn/environment/news/2015-11/23/content_37136145.htm  
7 http://www.afr.com/news/world/asia/bhp-billiton-ceo-andrew-mackenzie-china-india-want-to-lead-the-world-
20151203-gleo3l#ixzz3tIP8h9QA  
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“the structural shift in the economy favouring an expansion of the services sector 
rather than heavy industry (both steel and cement production are likely to have 
peaked in 2014), mean that 85% less energy is required to generate each unit of 
future economic growth than was the case in the past 25 years.” 

A recent equity research report by Daniel Kang of JP Morgan, “Global Coal Update” 
concludes China reached a peak in steel demand intensity of 569kg/person in 2013, a five-
fold rise from its levels in 2000. The country’s shift away from investment led growth resulted 
in per capita consumption declining to 524kg this year and should fall further to below 
515kg/person by 2016 and 2017. This downtrend begs the question of whether China has 
already hit peak steel intensity. JP Morgan concludes this ratio will plateau through to 2020. 

Figure 1: Steel consumption versus GDP per capita 

 

Source: JP Morgan, “Global Coal Update”, 6 October 2015 

 

The key conclusion is that any economic cost-benefit analysis of the Russell Vale Colliery 
should take into account the dramatic economic shifts that entirely reshaping coking coal 
demand globally. Any forecast of the possible benefits for royalties, corporate profitability 
and hence corporate taxes, plus sustained employment, that are reliant on a resurgence 
of global demand should be taken with a significant degree of caution.  
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The global equity market is increasingly pricing in a permanent, structural decline for coal 
companies. As such, IEEFA views with extreme caution any presumption that a coal 
company that is already in financial distress and surviving only on the ongoing financial 
support of its parent entity can raise hundreds of millions of dollars of new equity capital to 
facilitate even more surplus production capacity. 
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Coal Price Declines – Down 70% since 2011 
The seaborne coal market has entered structural decline. Having peaked in 2011 at over 
US$300/t, the seaborne coking price has fallen 70%, hitting new lows almost every month in 
2015. In the December 2015 quarter, this coal index price was US$89/t, well down on the 
US$124/t average realised in CY2014 – refer Figure 2.  

Newcastle thermal coal forwards factor in coal prices remains below US$48/t through to 
October 2021 (down 10% in just the last three months) in nominal dollar terms. We see no 
divergence in the pricing trends for coking coal relative to thermal coal. The same 
structural adjustment impacts are occurring in China, and the rise of steel recycling, coal 
grade substitution and electric arc furnaces are reducing iron ore, coking coal and steel 
projections dramatically. 

Figure 2: US and Australian Export Coking Coal Prices Hitting Decade Lows (US$/t) 

 

Source: UBS Equity Research estimates, Platts, Census 

 

Any recovery in the global traded coking coal market is predicated on a sustained 
recovery in the Chinese economy. All the evidence over 2015 suggests this is not 
underway, and the Chinese equity market collapse in mid-2015 is now being replicated in 
the ongoing weakness of Chinese economic data.8  

8 http://www.bloomberg.com/news/articles/2015-11-24/china-s-earliest-monthly-economic-indicators-flash-warning-
sign  
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Further, IEEFA would question a scenario that is predicated on a sustained recovery in the 
Chinese construction and heavy industry sectors. In August 2014, the Chinese State Council 
issued “Guiding Opinions on Accelerating the Development of Productive Service 
Industries to Promote the Industrial Restructuring and Upgrading”.9 This program is one of 
many designed to move the historical reliance on heavy industry in China’s economy 
towards a service and consumer orientation. 

Figure 3 details the continued coking coal price decline, down 32% since January 2015 to 
a new low of US$75.80/t in November 2015. 

Figure 3: Australian Export Coking Coal Prices Down 32% since January 2015 (US$/t) 

 

Source: Jindal Power & Steel Investor Presentation, November 201510 

  

9 http://www.china.org.cn/environment/news/2015-11/23/content_37136145.htm  
10 
http://www.jindalsteelpower.com/img/admin/financial_reports/analyst_presentation/Industry_Update_Key_Highlight
s_Q2_1H_FY16.pdf  
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Adding New Supply to An Oversupplied Seaborne Coal Market 

It makes no strategic sense for Australia to add new greenfield coal export capacity. If 
Jindal is successful in redeveloping the Russell Vale export mine, this will add additional 
supply into an already chronically oversupplied seaborne market where demand is now 
declining, having peaked globally in 2014. This will drive the coal price down further, and 
more existing Australian mines will close as a result – given many are operating at gross 
cash breakeven at best in the current weak pricing environment – Figure 4. The December 
2015 Major Projects report by the Bureau of Resource and Energy Economics (BREE) details 
how Australia continues to promote new coal developments, with a national pipeline of 
coal projects which in total could add over 400 million tonnes per annum (Mtpa). 

Australia might gain export volume market share as a result. But adding new capacity is 
merely profitless prosperity, at best for Australia. At worst, it is building yet another stranded 
asset, unable to get a commercial return on its investment, nor in all likelihood, fund its 
closure and environmental rehabilitation costs. The Wollongong economy would be far 
better served looking to industries of the future that will bring sustainable jobs in industries 
with a commercial viability. 

Figure 4: 50Mtpa of new NSW coal supply capacity planned, despite lower demand 

 

Source: Platts, November 201511 

  

11 http://www.platts.com/videos/2015/november/asia-coal-watch-1125  
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Exporter Country Currencies Have Permanently Shifted Global 
Coal Cost Curves Downwards 

Any suggestion that the Australian Dollar (A$) depreciation against the US dollar (US$) will 
provide sufficient support to restore the viability of Australian coal exporters ignores the 
relative appreciation of the A$ against its key global coal exporting peers – Indonesia, 
Russia, Columbia and South Africa, all of which have seen even more material 
depreciations against the US$ since 2011 – Figure 5.  

Combined with the rapid and permanent cost down drive by global coal producing 
majors and the more than halving of the oil price since 2014, the current deflationary 
pricing environment is expected to remain a feature for the longer term. IEEFA views the 
global cost curve for coal, particularly in the marginal source of supply seaborne trade 
sector as having flattened, lengthened and lowered considerably, and permanently. 

Figure 5: Coal Exporter Currencies Have Fallen Near 50% vs the US$ since 2014 

 

Source: JP Morgan, “Global Coal Update”, 6 October 2015 
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Jindal Power & Steel – Equity Capitalisation down 87% 
in Just Five Years 
Jindal Steel & Power Limited, the 80% controlling shareholder of Wollongong Coal Limited, 
has dramatically underperformed the Indian Stock Market over the last five years – refer 
Figure 6. While the Indian market is up more than 30% in this period, Jindal Steel & Power 
has declined 87%, taking its market capitalisation of equity down from a peak of over 
US$15 billion to US$1.3 billion at the start of December 2015 (Rs66.70/USD, share price of 
Rs93.40/share). 

Figure 6: Jindal Steel & Power Limited vs Bombay Stock Exchange Index (2011-2015) 

 

Source: Yahoo Finance, taken as at 4 December 201512 

 

 

  

12 https://au.finance.yahoo.com/echarts?s=JINDALSTEL.BO#symbol=JINDALSTEL.BO;range=1d  
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Jindal Power & Steel – Balance Sheet and Cashflow 
Pressures Build 
The parent company of Wollongong Coal Limited is Jindal Power & Steel Limited (Jindal). 
The capacity of Jindal to continue to underwrite and sustain the loss-making operations of 
Wollongong Coal Limited is under increasing pressure due to the significant deterioration in 
Jindal’s own core business in India. 

The six months to September 2015 saw Jindal report a net loss to ordinary shareholders of 
Rs957 crore (US$143m net loss). This was booked on revenues of Rs4,707 crore (US$706m), 
down 8.5% year-on-year. This reflects a 2.4% year-on-year decline in global steel demand in 
the ten months to October 2015. The result is a decline in average global steel plant 
utilization rates from 80% in 2011 to 77% in 2012, 74% in 2013, 73% in 2014 to below 70% in the 
September 2015 quarter. 

Earnings before interest and tax (EBIT) were Rs857m crore (US$129m), down 59% year-on-
year, and were insufficient to cover the group’s consolidated net finance expense which 
was Rs1,616 crore (US$242m). Net interest of US$242m for the last six months was up 42% 
year-on-year, suggesting the result of excessive financial leverage of Jindal Power & Steel is 
having an intensified impact at a time when Jindal’s average realised steel price is down 
11.4% year on year in the September 2015 quarter, such that reduced operating margins 
are occurring at a time of excessive financial leverage. While Jindal’s management remain 
optimistic about strong growth outlook, the share price of the company (Figure 6 above), 
suggests the equity market is less convinced. 

Figure 7: Jindal Steel & Power Limited – Results for the Six Months to September 2015 

 

Source: Jindal Steel & Power Half to September 2015 Results13 

 

Net Debt of US$6.3 billion – Five times Jindals’ Equity 
Capitalisation 

Jindal reported Net Debt of Rs42,183 crore, which translates at RS66.7/US$ to be US$6.3bn, 
which represents almost five times the current market value of group equity. This 

13 http://www.jindalsteelpower.com/img/admin/financial_reports/results/JSPL_2Q_1H_FY16_Financial_Results.pdf  

1HFY2015 1HFY2016 1HFY2016 1HFY2016
Rs Crore Rs Crore Rs Bn US$m

Revenue 5,143.0 4,707.0 -8.5% 47.1 66.7 705.7
EBIT 2,082.0 857.0 -58.8% 8.6 66.7 128.5
Net interest -1,134.0 -1,616.0 42.5% -16.2 66.7 -242.3
Net profit for ordinary shareholders 860.0 -957.0 -211.3% -9.6 66.7 -143.5
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calculation of Jindal net debt excludes the advances Jindal has made to Wollongong 
Coal, given the capacity to recoup the advance is highly questionable. 
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Wollongong Coal – Shareholder Wealth Destruction 
Wollongong Coal has seen its share price decline almost 100% over the last five years, as 
detailed in Figure 8. At the last traded price of 1c per share, the company has a notional 
equity market capitalisation of A$69m (on issued shares of 6.9 billion). 

Figure 8: Wollongong Coal Limited vs The All Ords (2011-2015) 

 

Source: Yahoo Finance, taken as at 4 December 2015 

 

Wollongong Coal - Net Losses Continue to Build 
Wollongong Coal reported a net loss for ordinary shareholders of $71 million (m) in the six 
months to September 2015, a 20% greater loss than reported in the previous corresponding 
period – Figure 9. Revenues were down 12% year-on-year to only A$7m.  

Figure 9: Wollongong Coal Limited: Net Loss of A$71m in the half to September 2015 

 

Source: Wollongong Coal Limited – Interim results14 

14 http://clients2.weblink.com.au/news/pdf_2%5C01690819.pdf  

Year end March FY2014 FY2015 Change 1HFY2015 1HFY2016 Change
A$m A$m YoY A$m A$m YoY

Revenue 69.1 8.5 -87.7% 8.2 7.2 -11.9%
Earnings before interest and tax (EBIT) -91.5 -92.5 1.1% -30.8 -18.7 -39.4%
Net interest & Currency losses -77.9 -106.7 37.0% -28.1 -52.1 85.4%
Net loss for ordinary shareholders -169.7 -201.0 18.5% -58.9 -70.8 20.2%
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With Wollongong Coal’s Wongawilli Colliery on care and maintenance, and the residual 
Russell Vale Colliery workforce of 80 employees retrenched and the mine put on care and 
maintenance as of 1 September 2015, 15 Wollongong Coal’s prospects have gone beyond 
dire. 

Despite the management claim of an investment of over $400m in the business, the 
company has been losing money with every tonne of coal produced, and that was before 
the free-fall in coking coal prices over 2015. As the results for the year to March 2014 and 
March 2015 show, Wollongong Coal lost almost $400m in the preceding two years, before 
this last collapse in coking coal prices. Total losses for the last 30 months exceed $440m. 

Wollongong Coal Limited reported that net debt has risen by over $100m in the six months 
to September 2015, reaching $694m – Figure 10. 

Figure 10: Wollongong Coal Limited: Net Debts of $694m as of September 2015 

 

Source: Wollongong Coal Limited – Interim results16 

IEEFA notes that the net shareholders funds of A$96m include a Director’s valuation of 
A$862m for the net carrying value of Property, Plant and Equipment.  Included in this is 
A$171m for the written down value of Plant & Equipment, A$500m for mine development 
and $145m for mine leases. With non-producing coal deposits being sold for as low as $1 
(Isaac Plains sale by Vale and Sumitomo to Stanmore Coal in July 201517) when valued at 
over A$430m just a few years ago, this Wollongong Coal Director’s Valuation looks to be 
facing a significant review. Anything more than a 10% writedown would reduce 
Wollongong Coal to negative book value of shareholders equity position. 

 

15 http://clients2.weblink.com.au/news/pdf_2%5C01657654.pdf  
16 http://clients2.weblink.com.au/news/pdf_2%5C01690819.pdf  
17 http://www.smh.com.au/business/mining-and-resources/aussie-coal-mine-isaac-plains-snapped-up-for-bargain-
basement-price-just-1-20150730-ginsy8.html  

Wollongong Coal
31 March 

2015
30 Sept 

2015
A$m A$m

Current Debt 587.8 521.7
Non current Debt 0.0 172.6
Convertible Bonds 12.2 12.5
Cash -9.8 -12.9

Total Net Debt 590.2 694.0

Shareholders Equity 167.0 96.0
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Wollongong Coal reports it has accepted a US$630m loan facility from a subsidiary of 
Jindal. As of 30 September 2015, US$121.3m of this facility has been drawn. Without 
ongoing financial support from Jindal, with no revenues, ongoing losses accruing every 
month and A$694m of net debt, Wollongong Coal would have almost no ability under 
anything like the current market conditions to continue as a going concern in IEEFA;s view. 

The Interim Result announcement also details the series of “Statement of Claims” that have 
been lodged against Wollongong Coal. While most have been eventually settled, this is 
further supporting evidence of a company in financial distress. 

Even if the Russell Vale Colliery were to resume profitable operations, barring a multi-
hundred million dollar equity injection from Jindal Power & Steel, this company will in all 
likelihood under almost any foreseeable scenario face the prospect of negative net worth 
once the A$694m of net debts are taken into account. 

 

Auditor’s Qualification – Going Concern Doubts 

The Ernst & Young Audit Statement signed 27 November 2015 clearly raises doubts about 
the “going concern” assumption, stating: 

“Without qualifying our conclusion, we draw attention to Note 2 in the financial 
report which describes the principal conditions that raise doubt about the entity’s 
ability to continue as a going concern. As a result of these matters there is significant 
uncertainty whether the company will continue as a going concern, and therefore 
whether it will realise its assets and extinguish its liabilities in the normal course of 
business and at the amounts stated in the financial report.” 

The 2014/15 Annual Report was similarly qualified as to the “going concern” assumption. 

 

Failure to Comply with Australian Stock Exchange Listing 
Requirements 
Wollongong Coal Ltd was delisted for failure to comply with Australian Stock Exchange 
(ASX) Listing Requirements for most of the last six months. On 30 October 2015 the company 
was accepted for reinstatement to official quotation, having belatedly released its 
quarterly production results.18 

 

 

 

18 http://clients2.weblink.com.au/news/pdf_2%5C01680136.pdf  
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Senior Executive and Board Director Turnover 

On 19 August 2015 Wollongong Coal appointed a new Chief Executive Officer (CEO), Mr 
Milind Oza,19 and the appointment notice provided to the ASX fails to mention any prior 
executive experience in either the coal mining industry nor Australian market.  

This follows an alarming series of announcements relating to the resignation of the top 
executives in Wollongong Coal, including Mr Jasbir Singh from the position of executive 
chairman and CEO effective on 8 May 2015,20 the resignation of the Chief Financial Officer 
(CFO) and also Mr David Stone, Chief Operating Officer,21 as well as resignations of 
Directors of the company.2223 No explanation was provided as to this series of resignations, 
which combine with the series of retrenchment programs of the existing employee base in 
mid to late 2015 to undermine any ‘corporate memory’.  

 

Employee Safety 

Massive executive and staff turnover combines with the parlous financial state of 
Wollongong Coal Limited to significantly elevate employee safety should this company be 
permitted to renew coal mining at Russell Vale. 

Data published in December 2015 by the Queensland Department of Natural Resources 
and Mines suggested the number of mines with dust levels at or above legal limits had 
increased six-fold between 2012 and 2014. As was reported by the Australian Financial 
Review, 24the link was not drawn by the department, but the two-year period in question 
was typified by collapsing revenues for most coal miners, and the data will revive concerns 
that safety standards in Australian mines have reduced in correlation with commodity 
prices. The commissioner separately noted that six mine workers had died while working in 
Queensland mines between May 2014 and March 2015, in what the department said was 
the worst annual fatality record in 18 years. 

 

  

19 http://clients2.weblink.com.au/news/pdf_2%5C01651963.pdf  
20 http://clients2.weblink.com.au/news/pdf_2%5C01624145.pdf  
21 http://clients2.weblink.com.au/news/pdf_2%5C01625225.pdf  
22 http://clients2.weblink.com.au/news/pdf_2%5C01627752.pdf  
23 http://clients2.weblink.com.au/news/pdf_2%5C01628308.pdf  
24 http://www.theage.com.au/business/mining-and-resources/coal-mine-safety-is-under-the-spotlight-again-amid-
reports-of-black-lung-cases-20151201-glckuu.html#ixzz3t6jTKgxa  
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Global Listed Coal Companies Wealth Destruction 
IEEFA notes the more than 70% decline in global coal company share prices in just five 
years. 

For example, Peabody Energy, the largest pure-play western coal producer has seen 
US$18bn shareholder wealth destruction over the last five years. Peabody stock is down 
99% in this period, whilst the US Equity market index is up almost 60%. Patriot Coal, Walter 
Energy and Alpha Natural Resources each entered Chapter 11 in May, July and August 
2015 respectively. Investing in coal companies is increasingly accepted by the financial 
markets as a wealth hazard.  

Figure 11: Peabody Energy vs US Equity Market (2011-2015, indexed vs peers) 
 

 
Source: Yahoo Finance, 7 December 2015 
 

A global consensus and acceptance that climate change is real, and that global policy 
action is inevitable puts the global spotlight on the coal sector, with the export 
subcomponent most at risk, in IEEFA’s view. With China announcing it will bring in a national 
emissions trading scheme (ETS) by 2017,25 more than half the world’s economic output will 
by then be covered by an ETS, factoring in an explicit price on carbon pollution. Coal is the 
energy industry sector most exposed to this ongoing policy development. 

25 http://chinacarbon.net.cn/china-us-agreement-sets-2017-national-ets-start-date/  
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With just one Chinese coking coal company announcing in September 2015 it would layoff 
100,000 employees or 40% of its workforce,26 Chinese corporate action clearly highlights 
that China does not see any sustained recovery as remotely evident. 

Figure 12 details the same equity market trend is evident in Australia. Bandanna Energy 
(Oct 2014) and Cockatoo Coal (Nov 2015) both entered Administration in the last year, 
having previously been capitalised at well over A$1 billion of equity. We note the equity 
market is increasingly factoring in structural decline and when combined with excessive 
financial leverage, this puts most listed coal companies globally in a very difficult position 
to continue funding their existing loss-making operations, let alone consider funding new 
expansion prospects such as Russell Vale. 

Figure 12: Peabody Energy vs US Equity Market (2011-2015, indexed vs peers) 
 

 

Source: Yahoo Finance, 7 December 2015 
 

  

26 http://cleantechnica.com/2015/09/28/chinese-coal-mining-company-lays-off-100000-workers/ 
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Rehabilitation Liabilities – Who Wears the Cost? 
For NSW, history would suggest there is a key risk that taxpayers could end up wearing the 
cost – both for the local community that fails to begin the transition towards new more 
sustainable growth industries of the future, and for all tax payers. Australia already suffers 
the legacy of 50,000 unrehabilitated and abandoned mine sites, most of which were 
mined by foreign firms who paid out their dividends progressively while the mines were 
profitable, and then closed down and left without undertaking their rehabilitation 
requirements.27 History is the proof that the current system will internalize any benefits to 
foreign Jindal shareholders, but externalise much of the clean-up costs to the NSW 
community.28  

 

Global Carbon Budget 
The University College of London published a report in January 2015 saying that 95% of 
Australian coal reserves need to stay in the ground for the world to have a 50% chance of 
staying within 2 degrees C. Developing the Russell Vale coal mine flies in the face of this 
compelling scientific logic.29 

 

 

 

 

 

 

 

 

 

Tim Buckley, tbuckley@ieefa.org, Director Energy Finance Studies, Australasia 

Institute of Energy Economics and Financial Analysis   December 2015 

  

27 https://www.thesaturdaypaper.com.au/news/politics/2014/05/24/minings-multi-billion-dollar-black-
hole/1400853601#.VYOPrNIw_Z4  
28 https://independentaustralia.net/business/business-display/who-will-pay-the-178-billion-mining-rehabilitation-
bill,7772  
29 http://www.theguardian.com/environment/2015/jan/08/australia-accelerates-coal-projects-study-buried  
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Institute for Energy Economics and Financial 
Analysis 
 

The Institute for Energy Economics and Financial Analysis (IEEFA) conducts research and 
analyses on financial and economic issues related to energy and the environment. The 
Institute’s mission is to accelerate the transition to a diverse, sustainable and profitable energy 
economy and to reduce dependence on coal and other non-renewable energy resources. 

More can be found at www.ieefa.org. 

 

About the Author 
Tim Buckley, Director of Energy Finance Studies, Australasia 
 
Tim Buckley has 25 years of financial market experience covering the Australian, Asian and 
global equity markets from both a buy and sell side perspective. Tim was a top rated Equity 
Research Analyst and has covered most sectors of the Australian economy. Tim was a 
Managing Director, Head of Equity Research at Citigroup for many years, as well as co-
Managing Director of Arkx Investment Management P/L, a global listed clean energy 
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Important Information 
This report is for government information and educational purposes only. It is for the sole use of 
its intended recipient. It is intended solely as a discussion piece focused on the topics of the 
export coal markets, and the structural headwinds facing the sector. Under no circumstance 
should it to be considered as a financial promotion. It is not an offer to sell or a solicitation to 
buy any investment even indirectly referred to in this document; nor is it an offer to provide any 
form of general nor personal investment service. 

This report is not meant as a general guide to investing, or as a source of any specific 
investment recommendation. While the information contained in this report is from sources 
believed reliable, we do not represent that it is complete and it should not be relied upon as 
such. Unless attributed to others, any opinions expressed are our current opinions only. 

Certain information presented may have been provided by third parties. The Institute for Energy 
Economics and Financial Analysis believes that such third-party information is reliable, and has 
checked public records to verify it where ever possible, but does not guarantee its accuracy, 
timeliness or completeness; and it is subject to change without notice.  
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