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Commodity outlook

The high quality metallurgical coal (“Met coal”) prices for the 
December quarter 2011 (Japanese Fiscal Year 3Q 2011) have 
seen contract settlement of US$285/t FOB Australia, down 
9.5% from US$315/t from September quarter and $45/t 
from the record $330/t quarterly benchmark set in 2nd quarter 
of the year. The drop is seen because of recovery in the 
operations of Australia’s coal producing regions which were 
affected by floods during December 2010 and initial months 
of 2011.

Figure 1: Metallurgical coal prices over years
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As per a report by JP Morgan, Global hard coking coal prices 
are expected to fall down by 10% in 2012 to US$263/t 
and further by 3.2% in 2013 to reach US$254/t as can be 
seen in Figure 2 below. This is expected as a result of the 
operations reaching back to their capacities in Australia and 
the expansion projects coming live. At the same time, the 
growth in the steel sector is expected to slow down with 
high growth markets of India and China forecasting a slower 
growth in their steel industry.

Figure 2: Met coal price forecasts
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But there are more conservative views on pricing of Coking 
coal with Wood Mackenzie expecting the price to fall down to 
below $240/t by the fourth quarter of 2012. Also with Anglo 
American settling coking coal contract prices for quarter 
ending March 2012 at $235/t FOB Australia with Korean steel 
maker Posco, the outlook further looks a bit gloomy.

Supply and demand
Figure 3: Global met coal exports, 2006–12F
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As per a report by Bureau of Resources and Energy 
Economics, Australia (BREE), the outlook for steel is of a 
5% growth in consumption in 2011 as well as 2012 mostly 
driven by strong demand from developing economies. 
Consequently, the demand for its raw material met coal, is 
also expected to grow at a fair pace in 2011 as well as 2012. 
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The increase in 2011 is expected to be only 1% to 277Mt 
because of the low production during the first half of the year 
due to floods in Australia. The growth for 2012 is expected to 
increase to 9% supported by higher imports from Asia and 
expected return to full capacity in Australia. 
 • China’s met coal consumption growth is expected to 

outpace its domestic production growth and thus the 
imports are expected to grow by 8% and 4% for 2011 and 
2012 in line with the growth expected in the steel sector. 

 • In India, the steel industry growth, as per a report by 
RNCOS, is expected to compound 10% over the period 
2010-13. With constrained opportunities in the domestic 
supply of met coal, the growth in the steel industry is 
expected to push the growth in demand of met coal to 
13% in 2011 and 18% in 2012 respectively. 

 • As Japanese steel mills return to operation in the second 
half of 2011, after the damage caused due to earthquakes 
and tsunami in March, the demand for met coal is 
expected to increase due to reconstruction activities 
which will require more steel. However it is expected to 
be at 3% for the full year 2011 as the second half growth 
is offset by the decline in the first half.

Figure 4: Global met coal imports, 2006-12F
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 • Australian exports of met coal are expected to be down 
14% year-on-year basis in 2011 because of the heavy 
rainfall in late 2010 and early 2011 and subsequent 
flooding. Many of the operations are still recovering from 
the natural calamity. The flooded portion had a production 
capacity of 58Mtpa of met coal, which accounted for 
about a fifth of the global trade.

 • In 2012, Australia’s exports are expected to increase 20%, 
albeit on a lower base for 2011, under the assumption of a 
normal seasonal conditions and the realization of original 
capacities and planned expansions. 

 • Canada and United States saw a marked increase in their 
exports in the first half of 2011 because of higher global 
prices and supply shortages from Australia with a 17% 
growth seen for US in the first half. 

 • Canadian exports are expected to increase by 7% in 
2011 and a further 10% in 2012 underpinned by higher 
production. A lot of project expansions are in pipeline, 
including Patriot Coal’s Met Build-out projects and Teck’s 
Elkview mines, which are expected to provide support to 
this growth rate. 

 • In the first half of 2011, the US producers were able to 
take advantage of gap created by the drop in Australian 
exports. But with production in Australia recovering in 
the second half, the reliance on low quality US coal was 
reduced in the second half of the year and thus the full 
year growth is expected to have fallen down to 6%, 
compared to 2010. With further reliance on the US coal 
expected to reduce in 2012, US exports are expected to 
decrease by 9%.

Key developments

Ownership changes

In the third quarter of 2011, the total value of announced 
deals in the coal industry was US$5.60 billion, up from 
US$3.81 billion in the third quarter of 2010, a y-o-y  
increase of 47 percent, as shown in Figure 5. Number of 
deals announced in the third quarter of 2011 also increased 
from six to eight as against the second quarter. Out of 
the eight deals announced in the quarter, 6 have been 
successfully closed.

Figure 5: Value of deals announced and completed  
in coal industry
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 • PEAMCoal, a consortium of Peabody Energy and Arcelor 
Mittal, initially started bidding for Macarthur Coal 
(Coking and PCI coal producer) in July, with the bidder’s 
statement issued on August 4, 2011. Initially the offer 
price was A$15.50 per share, which was later revised to 
A$16.00 on August 30. Finally A$16.25 was offered to 
the remaining 10% shareholders after gaining 90% of the 
ownership of the company. Arcelor Mittal dropped out of 
the consortium and Peabody gained the 100% ownership 
of the company. 

 • Xstrata coal, with acquisition of First Coal Corporation, 
got access to coking coal exploration leases in British 
Columbia, Canada. After the successful completion of the 
acquisition, the company would now be a wholly owned 
subsidiary of Xstrata Coal Canada. 

 • In the third quarter of 2011, Australia was at the center 
of merger and acquisition activity in coal sector with four 
of the eight announced deals had an Australian acquirer, 
target or both.
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Table 1: Top coal deals announced in Q3 2011

 Date announced Target Target 
nation

Acquirer Acquirer 
nation

Status Value of 
transaction 

(US$ million)

Stake 
(%)

Value 
/ R&R 

(US$/t)

July 11, 2011 Macarthur Coal Limited Australia Peabody Energy US Complete 3,850.60 100% 1.85

September 6, 2011 Shanxi Jizhong Energy 
Mining Co. Ltd

China Jizhong Energy 
Resources Co., Ltd. 

China Incomplete 945.55 80% 6.00

July 6, 2011 OOO Kolmar Russia Lonestate Assets Ltd Russia Complete 400.00 51% -

August 1, 2011 Syntech Holdings II Pty 
Ltd; Syntech Resources 
Pty Ltd

Australia Austar Coal Mine 
Pty Limited

Australia Complete 222.16 100% 0.31

August 8, 2011 First Coal Corporation Canada Xstrata Coal Pty Ltd Australia Complete 151.71 100% 0.09

September 6, 2011 MetroCoal Limited Australia DADI Engineering 
Development 
(Group) Co. Ltd

China Complete 24.00 15% 0.13

September 9, 2011 Siberian Mining Group 
Company Limited

Hong 
Kong

Cordia Global 
Limited

British 
Columbia

Incomplete 5.90 27.80% 1.77

July 26, 2011 Xstrata Coal 
(Mpumalanga 
Complex)*

South 
Africa

Undisclosed bidder - Complete Not 
Available

100% -

Source: Merger Markets, Company reports, KPMG Analysis

* The target in this case is a property / portfolio, and not a company

Regulatory Updates

In 3Q 2011, the regulations introduced were mostly for increasing the revenue base for the government from the coal mining 
sector as well as to have stricter control over the mining activities. The controls are being implemented so as to retain and 
provide the benefits of non-renewable resources in the form of coal, to the future generations as well and to increase welfare 
of the local community. 

Table 2: List of recent regulations regarding coking coal industry

Country Regulation Description

Poland Excise Law •	 The Ministry of Finance, Poland is planning to introduce excise duty on hard and coking coal 
from January 1 onwards, which is expected to provide $50 million to Polish Government.

China Collection and Use of the 
Coal Price Regulation 
Fund of Guizhou province 

•	 Guizhou authorities have applied an additional levy of 10% of the selling price of raw coking 
coal which would be collected along with other levy and taxes. This will replace the coal-
related fees being charged by the local government.

China Drafting regulations for 
exploitation of rare coals, 
including coking coal

•	 China’s National Energy Bureau is drafting regulations on rare coals mining in a protective 
manner. The country could restrict the mining rights, upgrade standards, and encourage 
mining enterprises’ mergers and acquisitions.

India Mines and Minerals 
(Regulation and 
Development) Bill, 2011

•	 The Ministry of Mines, India is planning to impose a 26% levy on profits of the coal mining 
companies which would be utilized for the welfare of the project affected people. It has 
been approved by the Union Cabinet.

Colombia Ban on new mining 
requests

•	 Colombian government extended a suspension of new mining requests by 6 months until 
February 2012. It is being done so as to revamp and redesign the mining regulations in order 
to control corruption and safety aspects related to the mining industry.
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Future projects updates

Table 3: Major Greenfield coking coal projects

Project Country Ownership Capex 
(US$M)

Potential 
Start Year

Full Capacity 
(Mtpa)

Type Progress and Updates

Wandoan Queensland, 
Australia

Xstrata Coal (75%) 
ICRA (Itochu) 
Pty Ltd (12.5%) 
Sumisho Coal 
Australia (12.5%)

30

(ROM Coal)

Green Environmental group ‘Friends of 
Earth’ has launched a case in the 
Land court to stop the coal mine 
on grounds of carbon emissions

Tavan Tolgoi Mongolia Peabody Energy 
(24%)  
Shenhua Group 
(40%)  
Erdenes MGL 
(36%)

1500 2011 15 Green Mongolia chose Peabody Energy 
and Shenhua group to develop 
the project to its full capacity.  
The plan of development 
submitted by the group was later 
rejected by the Mongolian’s 
National Security Council

Hay Point 
Stage 3 
expansion

Australia BHP Billiton (50%)
Mitsubishi (50%)

2500 2014 11 Port 
capacity

Progressed from 20% completion 
to 31%, scheduled to complete 
on time

Zambeze 
Project

Mozambique, 
Africa

Rio Tinto 100% 2015 10 Green Pre feasibility study completed, 
definitive feasibility study 
scheduled for completion by  
mid CY2012

Cerrejon 
Coal mine 
expansion

La Guajira, 
Colombia

Anglo America 
(33.33%)  
BHP Billiton 
(33.33%)  
Xstrata (33.33%)

2013 8 Brown Approval received for expansion 
of the mine

Benga Project Mozambique, 
Africa

Rio Tinto (65%) 
Tata Steel (35%)

940 2012 6 Green Completed acquisition of 
Riversdale in July 2011, added 
project to its portfolio

Daunia Australia BHP Billiton (50%)
Mitsubishi (50%)

1600 2013 4.5 Green Progressed from 11% completion 
to 18%, scheduled to complete  
on time

Washpool 
Coal

Queensland, 
Australia

Aquila Resources 
(100%)

368 2.6 Green Definitive feasibility study 
completed, mining lease expected 
in March next year

Broadmeadow 
life extension

Australia BHP Billiton (50%)
Mitsubishi (50%)

900 2013 0.4 Brown Progressed from 32% completion 
to 43%, scheduled to complete  
on time and increase project life 
by 21 years

Kestrel Mine 
Extension

Queensland, 
Australia

Rio Tinto (80%)
Mitsui Kestrel Mine 
Investment (20%)

2000 2013 1.3 Brown Feasibility study commenced, 
costs increased from US$1.1bn to 
US$2bn, expected to extend LOM 
by 20 years

Source: Company data, KPMG analysis


