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Executive Summary

IEEFAhas undertaken a financi al review of POSCO of
coalmine proposal in the Southern Highlands, NSW |, and finds the project financially

unviable and unlikely to proceed .POSCO0& s -ammedlsubsidiary, Hume Coal Ltd,

proposes to invest capital of A$1.2 8bn over the 19 -year project life to produce 39 million

tonnes ( Mt) of export coal (  2Mtpa, 80% coking, 20% thermal).

Key Features

9 The Hume Coal pro posal is for 50 Mt of run of mine coal. On an assumed yield of 78%,
this equates to 39Mt of product coal . With three year s of construction starting 2018, first
coal is assumed in 2021, with production of 2.0Mtpa and mine life of 19 years.

9 The total capital cost over the project life is estimated at A$1.2 8bn. This assumes
A$720m initial ¢ apex including the associated Berrima Rail Proj  ect plus a 10%
contingency, $339 m of sustaining capex during the mine life, $80m for exploration and
admin over 2016 -2020, $40m of property purchases and a $30m rehab bond.

1 The mine plan involves an innovative  technique called pine feather mining, an
Australian first, aimed at limiting land subsidence and water impacts. The downside is a
coal deposit recovery rate Hume Coal estimates at only 35%.

1 Assuming 20% thermal coal at US$60/t and 80% hard coking coal at US$90/t (2016
dollars, indexed for inflation), and maintaining the current A$/US$0.75 3 gives a current
product value of US$84/t or A$112/t.

f South326s 11l awarra Met al | B8Mtgaiofcceal (80% cokihgandni t pr o (
20% thermal). 1 | | a w &$/trcash sost of production has been cut 18% since FY2014.
f Assuming Hume Coal <can replicate South3238s dr am:

sustaining capex for lllawarra Coal of A$79/t, adding A$8/t royalties & A$30/t of
depreciation, IEEFA calculates a total cost of A$117/t product coal.

1 Total costs of A$117/t plus financing costs of $13/t are A$130/t (2016 dollars), well
ab ove likely revenues of A$112/t.

1 No corporate tax is likely without a sustained , sizable lift in coal prices in real terms.
1 No price on ca rbon nor cost of water is factored in, two key financial risks.

IEEFA concludes that with a total cost (including interest) of coal of A$130/t, absent a
sustained recovery in coking coal prices and / or a collapse in the A$/US$ currency rate,
this project will lose money with every tonne of coal produced. The negative net present
value for the project of 6A$384m means the probability of this proposal proceeding is
remote. POSCO is an integrated steel company, but would be commercially better off
sourcing a long term supply agreement or buying one of the many distressed coal mines
readily available on the market.

BHP Billitonis reported in July 2016 to have offered Anglo -American just US$1bn for

>10Mtpa of coking coal capacity at Grosvenor & Moranbah North: US$100 per tonne of

coking coal capacity, just over one quarter of Hu
US$0.7bn (A$0.9bn for 2Mtpa) or US$350/t.
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1.0 Hume Coal Mine: Background

Hume Coal Pty Limited (Hume Coal) , a wholly owned subsidiary of South  Korean steel
maker POSCO via its Australian s ubsidiary POSCO Australia Pty Ltd, has proposed to

devel op an underground coal mine in the Southern Highlands of New South Wales  (NSW).
POSCO is amongst the largest purchasers of Australian coal and iron ore.

Hume Coal was originally set up in 2010 as a jointv  enture between POSCO Australia and
Cockatoo Coal Limited  after their purchase of the project from Anglo American 1POSCO
Australia later acquired Cockatoo Coal 6 80% stake in 2013 for A$9.7m cash 2 making it the
sole owner of the Hume Coal project .3 Cockatoo Coal originally paid A$21.5m plus

A$9.7m for its share of exploration costs at Hume Coal, = meaning it has lost two thirds of its
investment value in just three years.

In its latest annual report, POSCO a cknowledges that its revenue is closely linked to the

price of raw materials its opera tions require. POSCO already has interests in Australian coal
mines, via its subsidiary POSCO Australia, with participating interest in a number of joint
venture partnerships ( refer Annexure 3). There is no mention of the Hume Coal project in
POSCOds 2015 A suggesting thatethe projdct is not material to POSCO
shareholders .

The Hume project is situat ed within the Southern Coalfield of N  ew South Wales, one of the
main source s of hard coking coal in the state .4 As such coking coal will be the primary
product and run -of-mine (ROM) coal will be washed in order for it to meet market
specifications for expo rt coking coal °. Product specifications for the Hume project can be
found in Annex ure 1. Hume Coal have stated that 50  million tonnes (Mt) of ROM coal is
recoverable from the 115Mt indicated 6 from which 39 Mt of saleable product coal will be
produced.

Mining Operations ... 2Mtpa for 19 Years

Hume Coal envisage a three -year construction period followed by a mine operating life of
19 years with nominal annual production of up to 3.4 million tonnes per annum ( Mtpa )
ROM coal and a peak of 3.0Mtpa of product coal. Average annual production across the
operating li fe of the mine will be around 2  Mtpa. Extraction will take place at depths
between 70m and 180m within the Wongawilli Seam of the Southern Coalfield. Hume
intends to produce 39 Mt of product coal over th e life of the mine; based on their

predict ed production of 50 Mt ROM coal, this equates to an assumed yield of 78%. The
expected peak workforce during the construction phase of the project is 400 full -time
equivalents (FTE)and over the life of the mine , Hume Coal is estimated to employ around
160 FTEemployees (refer Section 3) .

In an Australian first, the p ine feather mining system (Figure 1) is to be used partly as a
response to environmental concerns about groundwater. Under this system, pillars of coal

1 http://www.bloomberg.com/news/articles/2010-07-05/korea-electric-posco-buy-stakes-in-australian-mines-from-anglo-
american
2 Total consideration was A$9.74m cash and POSCO also relinquished 135 million Cockatoo Coal shares that
subsequently proved to be worthless
3 https://www.australianmining.com.au/news/cockatoo-coal-sells-stake-in-coal-exploration-project/
4 NSW Coal Industry Profile Volume 1, 2014, p.49.
5 Preliminary Environmental Assessment, EMM, July 2015, p. 11
6 NSW Coal Industry Profile Volume 2, 2014, p.57
I ————————————————————————_—_———————
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are le ftin place with the intention of providing stability to the overburden and negate
subsidence. Additionally, this system is designed to minimise effects on groundwater as
voids are to be filled with coal reject material and sealed with bulkheads in o rder to allow
groundwater recovery.

L
\
4

JC 77 7 [ 7

/.
O\ W\ \ W \ W

LT

W W\

N
A\

Pine feather extraction (backfilled)
Pine feather extraction (plunges)

- Gateroad development (for access)

/)
\\

Source: Preliminary Environmental Assessment by EMGA Mitchell McLennan.

Produced coal is to be transported by rail to Port Kembla Coal Terminal in Wollongong for

shipping to international or domestic markets. Thiswill necessitate the construction of a rail
connection from the Hume Coal project to the exis
Rai |l Projectdo wildl have its own omtheHuo@Goant appl i
Project.
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Location

The proposed mine site is located about 130km south -west of Sydney close to the New

South Wales town of Berrima. The project would cover an area of about 5,043 hectares of

which around 1,243 hectares is owned by Hume Coal with most of the balance  owned by

NSW State Forests, Wingecarribee Shire Council and the Crown JHume Coal 6s tot al
ownership, including land adjacent to the project area, is about 1,760 hectares . The Hume

Coal project was previously known as the Sutton Forest proposal.

Source: Preliminary Environmental Assessment by EMGA Mitchell McLennan

"Preliminary Environmental Assessment, EMM, July 2015, p. 13
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