Xstrata Coal Queensland Pty Lid & Ors v Friends of the Earth ~ Brisbane Co-Op Ltd & Ors

Supplementary Expert Report to the Land Court by William
Simes

1. Instructions

| have been instructed by Aliens Arthur Robinson an behalf of Xstrata Coal Quesnsland Pty Ltd to
provide & report responding to the:
(a) comments on global coal supply and demand; and
()  conclusions based on current:
()] recoverahle coal resources figures; and
(i) coal production and consumption rates and pricing,
in the expert reports o be relied upen by the Friends of the Earth - Brigbane Co-Op
Ltd in the procesdings. -

In order to prepare this report, | was provided with the expert reports by Emeritus Professor Jan
Lowe dated 3 August 2011, Dr Malte Meinshausen dated 3 August 2011, Mr Hans Hoegh-
Guldberg dated 4 August 2011 and Professor Ove Hoegh-Guldberg dated 3 August 2011,
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2.

Opinion and Findings

241

Comments in regards to Global Goal Supply and Demand
Raport by Mr Hans Hoegh-Guldberg dated 4 August 2011

(@)

(b}

{c)

(@)

{e)

"

Section 7 of the report by Hans Hoegh-Guldberg comments on the likelihood of
substitution of coal from elsewhere in the case that the Wandoan mine does not go
ahead. It concludes that a shortfall of coal supply would be primarily offset by
Increased demand for gas or alternative pawer sources, | disagree with much of
the analysls and conclusions in Section 7.

The following paragraphs set out my reasoning.

Paragraph 45(a) in Section 7 states “The international seaborne coal market,
particularly in the Asian region, is currently restricted by a shortfall of supply, not
demand.” Paragraph 46{a) alsc makes reference to 41 Mt of supply growth in

2010 falling short of demand growth by 15Mt, and furthar supply growth in 2611 Is
not expected to satisfy projected demand growth (both from Xstrata's 2010 Annual
Report}.

Paragraph 45(a) concludes by stating other mines in Indonesia, South Africa, Brazil
and elsewhere are not meeting the demand and that a further reatriction of supply if
the Wandoan mine does not proceed is uniikely to be fully compensated by
additional preduction.

The approach in paragraph 45(z) is flawed In that it uses a short tarm sifuation to
draw a long term concluslon. That Is, it assumes that demand will always be wall in
excess of supply capacity.

As a preliminary polnt, | believe two paints of clarification are necessary in relation
to paragraph 45 in Section 7:

{0 Paragraph 45(a) refers to Brazil. Brazil has minimal coal, but is & major iron
ore producer and exparter.

() Paragraph 46(b) refers fo 30 Mtpa of Wandoan coal In relation to the
world's coal markets. The 30 Mipa relates to run of mine {ROM) cosl, and
after washing results in amounts up 1o 22 Mipa which will bacome available
for sale.

Figure 1 daplcts coal prices for Ausiralian thermal coal expart prices over the past
25 years, In US$ (nominal dollars). After many years of adequate coel supply
capagity, relatively small price cycles and *flat” coal prices (in nominal § tarms, or
diminishing coal prices in real $-tarms), the Australian coal Industry is now in a
period of stronger demand and renewed investment. Apart from the growth in
demand, in particular within Asla, other factors impacting the market In recent
years include:

{l) Significant “congolidation” In the coal supply industry, from the (ate 1890s,
and & new focus on impraved sharehaolder returns. “Consoiidation® is a
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term used to describe acquisition and merger of coal companies by
competitors [eading to lower number of large mining companies.

{ii) Infrastructure capacity Imits belng reached in New South Wales and
Queensland, and a shift from government funded to industry funded
expansions taking time to have effect. Similarly, infrastructure capacity has
limitad supply responses in some other coal producing regions,

(i) . Avery vlatile period from iate 2007 due to strong demand, supply
interruptions (for example Queansland floods in January 2008), the global
financial crisis in 2008 and other faciors resulting in some panic behaviour
in the market.

Figure 1: Australian Thermal Coal Expori Prices

1e0 +
160_[ — Cortract Reference Price
140 7 — BJI/NEX Spot Price

Note: Data sourced from Energy Publishing'. The price series relate to Australian thermal coal
axports. The Contrac! Reference Price refers to annually negotiated contract prices, principally with
Japanase power utiliies, whife the BJI/NEX refars to Newcastle spot prices.

{g) It is correct that the recent coal market demand growth has been ahead of the
supply response. However, that supply response is gaining increasing momentum,
and in the future there will be perlods whers supply capacity is greater than
demand, which will likely result In downward price pressure, As noted in Section
4.1(g) of my original report coal, supply growth is accurring across numerous
countries, with much of this expansion due for completion before 2015.

{h} Wandoan is yet to be built, with first coal approximately 3 years away. A decision
today not to proceed with the Wandoan mine would provide sufficient time for
consumers to source alternative supply and induce Investors and project
developers to advance other oppartunities.
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{0

i

{k)

U

(m)

{n)

(0)

{p)

Paragraph 45(b} also makes the error of mixing short term market Issues with the
longer run impact of not proceeding with the Wandoan mine, when discuasing the
potential for an induced price increasa:

“The non-operation of the Wandoan coal mine might lead to comparativaly
slightly higher world toal prices, probably inducing a small shere of extra
coal praduction...........not be able to make up...........given the supply
shortfalls already.”

Not procesding with the Wandoan mine may, in theory, lead to siightly higher worid
coal prices, albsit it is difficultto quantify given the overall market movements and
the relative minor contribution the Wandoan mine will have on global coal rade {ie
~2% of seaborne thermal traded coal, or 0.3% of world thermal coal consumption).
| estimate a price impact, if any, of less than 1% over the long term.

Paragraph 45(c) considers the impact on demand in the case of “slightly higher
coal prices”. It discusses the European market and competition with gas.

In different electricity markets there are differing competitive positions. In many
parts of Europe, Imported coal demand fluctuates with overall snergy demand, the
availability of hydro, and gas prices. At times of low gas prices, there may be a
lower coal burn, however these occurrences are indepandent of any decision to
proceed or not with the Wandoan mine and the avalability of Wandoan coal.

Paragraph 45(c) also makes comment that the “increasing compelitivenass of new
ges-powared power plants™ and government incentives for renewables will lead to
more investments in these sectors and not coal in the case of a coal price increase
due to the Wandoan mine not proceeding.

Techrical Improvements are resulting in improved competifiveness of a range of
new power plants, inciuding coal, as well as gas and ranewables. Apart from
particular market circumstances, for example the advantage of gas as peaking
stations or In markets with high carbon prices, coal fired generation will continue to
have a competitive edge over altemnative options in most cagses. Howavar, the
question of which type of plant to build Is not deperndent on whether coal from the
Wandoan mine Is available or not. The potential Impact of the Wandoan mine on
the coal price is slight, if any, and does not change the strong competiﬂve position
of coal fired power generation.

Paragraph 46 of Section 7 concludes “the economics of tha international enargy
market rather suggest that a shortfall of coal supply would be primarily offset by
increased demand for gas or altemative power sources.”

The economics of the International enaergy market do not suggest that a shortfall in
voal from the Wandoan mine wouid be primarily offset by increasad demand for
gas or altemative power sources for the following ressons.

)] There are abundant coal reserves and any declslon not to proceed with the
Wandoan mine would atlow altemative coals to replace it.

(i) The nature of the coal supply Is that any price impact of not proceeding
with the Wandoan mine would be minimal, if any.
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(i)

The sconomics of coal fired power generation are such that it Is
considerably more competitive than gas or renewables, excluding any
carbon cosis. Further, in markets where carbon is priced, the relative
change from having or not having Wandoan coal available would have no
more than a minimal impact on the economics of coal fired power
generation.

22  Comments in regards the analysis based on Coal Resources and Production Rates
Report by Emeritus Professor lan Lowe dated 3 August 2011
Paragraph 33 of Emeritus Profsssor-lan Lowe's report states:

(a)

{b)

"It would...be wrong to say that ‘then mining of this coal wiil not make any
difference to global warming because if this mine does not procsed the

- coal will jJust come from another mine somewhere In the World'. It is true

that there s a large amount of coal in the World and that the coal could be
supplied from another. mine. However, that reasoning ignores the fact that
coal is a finite resource, so the mining and use of the coal from this mine
will release to the atmosphere carbon that would otherwise be trappad in
the ground”

Paragraph 33 references a report by Baumert, Herzog and Pershing sourced from
the World Resource Institute, who reference the coal reserves and rate of depletion
from a BP 2005 report’, which in turned sourced ifs data from the World Energy
Counell (WEC). There are a number of points to note about such estimates:

M
(i)

(iil)

(™)

The Baumert etal report shows coal depletion by the year 2188.

The WEC? collates enery resource and reserve data from a survey to
member countries and supplements this as necessary with other data
sources. It notes that it is a compilation of existing data, not a set of
specially commissioned national assessments. And it further notes,
difficulties in the collection process. The reserve numbers stated and used
by BP and others are thosa deemed to be economically recoverable from
known resources. As such, they do not include the undiscovered
resources, nor those currently considered as sub-economic.

The latest WEC reserve number for Australia is shawn at 78 bitlion tonnes,
from 100 billion tonnes proved in place. The 78 billion fonnes reserve
number in¢ludes black coal (bituminous and sub-bituminous) and brown
coal (39 billlon tonnaes and 37 billion tonnes respactively). The Weandoan
depostt Is included In the Iatest estimate (and was also Included in the
2005 BP report).

A further 119 billion tonnes of black coal from sub-economic and inferred
resources are also noted in the WEC report for Australia, of which 75 billion
tonnas is estimated as recoverable. Further, some 174 billion tonnes of
brown coal resource is estimated at 156 billion tonnes recoverable reserve.
These numbers highlight the very large upside potential for the global coal
reserve base.
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{c)

{d)

{e)

(v)

There are llkely to be large inconsistencies in approach in the reserve
rumbers provided to tha WEC within the survey. There are no global
standards for the reporting of mineral rasources and reserves, albeit the
move towards a standard does caver a number of countries, in particular to
cover companies reporting on local stock exchanges. The Australasian
Code, known as the JORC Cods, is accepted across a number of
counfries. Figure 2 shows the relationship between resource and reserves.
In simple terms, a Résource relates to the minerai (such as coal) within the
ground, while Reserves relate to that portion that are considered economic
to mine. The various categories of Resource or Reserves relate to the
degres of knowledge and confidence of the estimates.

Figure 2. General relationship batween Exploration Resuits, Mineral Resources

and Ore Reserves (source JORCY.
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As outlined above, there are inconsistancies and unknowns ragarding estimates of
the world’s coal reserves, Analysis that uses specific reserve estimates may result
in misleading conclusicns.

Nonetheless, it can be accepted that the world’s coal reserves are very large and
could potenttally last for many centuries if there is demand.

Paragraph 33 argues that it Is "wrong to say that the mining of this coal will make
no differance to global warming....... ", by referring to coal as finite. This argument
is flawed on a number of grounds:

0

Coal reserves may well be finite, howaver they are very large
notwithstanding that we do not know just how large. As noted above the
reserves could last many centurles. It is inappropriate to base an argument
on the assumption that all the coal reserve will be mined whan such a
timeframe will likely see major changes to the energy business. If all the
known coal was minad over that period, then the incremental increase in
the carbon releasad by burning the coal from the Wandoan mine would be
negligible.
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{i) ‘Similarly, the incremental change in the dapletion of the world's coal
reserves from developing or not developing the Wandoan mine is also
negligible. The impact of not procesding with the Wandean mine, and thus
leaving that coal in the ground, would have the &ffect of bringing forward
the depletion period only by about 40 days, at the end of a period of 150
years (using the estimates as provided, without considering the upside to
the reserve base).

(i}  The Wandoan project is proposed to rimn for about 30 years. Arguing
against its development on the basis of the potential deplstion of coal much
greater than 100 years later is misaligned, -

In summary, it is not wrong to say that mining coat at Wandoan will not make any
(meaningful) differenca to global warming because if the Wandoan mine does not
proceed the coal will just come from another mine somewhere in the World.

‘Report by Dr Malte Meinshausen dated 3 August 2011

(-}

(h)

Paragraph 45 of Dr Malte Melnshausen's report argues that the operation of the
existing coal mines and gas and ol fledds around the world may result In emissions
"beyond the level that we can actually afford" and that the Wandoan mine would
“increase an already large stock of "tappad” carbon”.

Paragraphs 45 and 48 focus on limiting the production of coal from Wandoan,
however ignore that it Is the demand for energy and thus the demand for coal that
will result in the overall carbon emissions. The demand for coal s strong, there are
large reserves of coal aveilable, and thus development of the Wandoan mine will
not have & net impact on the overall carbon emissians.
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3.

Summary of Opinion and Firdings

@)

®

{c)

(d

Section 7 of the report by Hans Hoegh-Guldberg provides comments on the
likelihood of substitution of coal from eisewhere in the case that Wandoan does not
go Into operation, It concludes that a shortfall of coal supply would be primarily
offsel by Increased demand for gas or alternative power sources. | disagree with
much of the analysis and conclusions of Section 7.

The econamics of the internaticnal energy market do nof suggest that a shortfall in
coal from Wandoan would be primarily offset by increased demand for gas or

‘altsrnative power sources because:

(M There are abundant coal reserves and any decision rot to proceed with the
Wandoan mine would allow alternative coals to replace it.

()  The nature of the coal supply s that any price impact of not proceeding
with the Wandoan mine would be minimal, if any.

(i)  The economics of coal fired power generation are such that it s
considerably more competitiva than gas or renewables, excluding any
carbon costs. Further, In markets where carbon is priced, the relative
change from having or not having coal from the Wandoan mine avaiiable
would have no' more than a minimal impact on the coal fired power
generation.

Paragraph 33 of Emeritus Professer lan Lowe's repart states that it Is “wrong to say
that the mining of this coal will make no difference to global warming....... " by
referring to coal ae finite. This argument is flawed on a number of grounds:.

()  -Coal reserves may wall be finite, hawaver they are very large
notwithstanding that we do not know just how large. The reserves could
last many centuries. It is inappropriate to base an argument on the
assumption that all the coal reserve will be minad when such a timeframe
will likely see major changes to the energy buslness. If all the known coal
was mined over that period, then the incremantal Increase In the carbon
released by burning the coal from the Wandoan mine would be negligible.

(i} Simllaty, the incremental change In the depletion of the world's eoal
reserves from developing or not developing the Wandoan mine is also
negligible.

()] The Wandoan project is propesed to run for about 30 years. Arguing
against its development on the basis of the potential depletion of coal much
greater than 100 years later is misaligned..

Paragraphs 45 and 48 of Dr Malte Meinshausen's report makes a conclusion that
without the Wandoan mine there may be "mors than entough” carbon within the
coal minas and gas and oil flelds already In operation around the world to result In
emissions "beyond the level that we can actually afford”. This ignores that it is the
demand for energy and thus the demand for caal that will result in the overall
carbon emissions. The demand for coal is strong, there are [arge reserves of coal
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avallable, and thus development of the Wandoan mine will not have a nat impact
on the overall carbon emissions.

4. Additionat Information Required

| am not aware of any readily ascertainable additional facts that would assist me [n reaching a mora
reliabla conclusion.

5. Expert's Statement

| confirm the following:
(a) the factual matters stated in this report are, as far as | know, true;
{6} 1 have made all enquiries that | consider appropriate;
(c) the opinions stated in this report are genuinely held by me;
(d)  the report contains reference to all matters | consider significant: and
{e) | understand my duty to the court and have complied with the duty.

Slgnad: 0 ... { e
Name: William Dean Simes
Date; 1€ August 2011
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