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INTRODUCTION

| was asked to make a presentation to the China Mining 2002 Conference on
the topic of “Impact of WTO entry on International Trade of Minera
Commodities.” | have taken the liberty of modifying my assigned topic
somewhat--to “Impact of WTO Entry on the International Trade of Coal,”
because that iswhere | have some experience and expertise. | hope that this
modification will not let this panel on Opportunities and Challenges for
China s Mining Industry down. | believe that there are lessons for al those
active in the Chinese mining sector from the country’ s experience with the
international trade of coal. Indeed, the expansion of the international trade of
coal during the period when China' s membership in the World Trade
Organisation (WTO) was being finalised and adopted, suggests that the
experiences of the Chinese coal industry in the international forum may be
harbingers of those to come for other segments of the mining industry.

It ismy hope that the other members of this panel can use some of the points
raised in my presentation to underscore and reinforce pointsin their
presentations, which will likely range into other segments of Chinese mining.

In this presentation, | will endeavour to follow this structure:

First, I will review Chinese international coal trade activity for the past few
years with a focus on the export of steam codl;

Second, | will attempt to summarise some factors relating to practicesin the
Chinese export coal sector which grow in importance as full integration of
Chinainto the WTO is achieved.
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Structure of Presentation

® Review Chinese international coal trade activity
for the past few years, with focus on the steam
coal market

® Summarise market factors which will gain
importance as China is integrated into the WTO.

® Examine the current state of information available
to analyse China’s practices in the international
steam coal sector

® Speculate on “the way forward” for Chinese
international coal trade
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Third, I will examine recent experiences with some of these factors and
practicesin China and in the coal sectors of countries which compete with
Chinain the international steam coa trade.

Finally, I will speculate briefly on the way forward for Chinese international
coal trade--and hopefully provide some grist for the mills of the other
panellists.

CHINESE COAL EXPORTS

The surge of Chinese coal exports since 1998 has been one of the most
dramatic developmentsin world energy markets, and has had an especially
strong impact upon Asia/Pacific energy markets.

In 2001, Chinese coal exports reached arecord of nearly 91 million metric
tonnes, and based upon Chinese trade statistics, returned over US$ 2.5 billion
of revenue to the country. Theincrease in 2001 over 2000 was 65.2%, from
55.1 Mt to 90.9 Mt.

When growth is viewed from the late-1970s to the present, the significance of
recent increases is apparent. Chinese coal trade has moved from mainly trade
with nearby countries governed by bilateral agreements to a strongly market
oriented relationship where four government-owned Chinese trading
companies bid on coal tenders published by public and private sector coal
consumers throughout the Asia/Pacific region on aregular basis.
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K1 Chinese Hard Coal Exports
are Expanding Rapidly

Total Chinese Hard Coal Exports
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Coa Export trade has moved from less than 10 Mta before 1987, to the 25 Mtarange
between the late-1980s and mid-1990s, to over 30 Mta between 1996 and 1999. In 2000
and 2001, it increased sharply, taking Chinato the 2nd ranking world coal exporter from
the 7th ranking exporter in only seven years.

Asthe figure on this page indicates, by far the strongest increase has been experienced
with steam coal exports; although coking coal exports have increased as well--especialy
in 2001 when they increased 78%.

The increase of steam coal exports mirrors strong growth in demand for steam coal in the
past few years. The growth has been especially strong in the Asia/Pacific market where
many countries have growing economies which has stimulated increased industrial coal
demand, and especially increased demand for coal-fired electricity generation. Ina
sense, the Chinese coal industry was in the right place, at the right time to capitalise on
this demand surge. After languishing throughout the late-1990s, world hard coal demand
experienced the strongest growth in 2000 and 2001 since the first half of the 1990s.

Growth in key Asia/Pacific markets was particularly strong--reaching double digit
proportions in many countries.

To some extent, it should be understood that this strong demand growth may have
mitigated against disputes related to regulation and market practices in key competing
countries. Asthe saying goes, “arising tide floats all boats,” and indeed
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= Recent Efforts Focus on the
International Steam Coal Market

® The vast majority of hard coal
export volume is steam coal
which increased 63.5% in 2001

Chinese Steam Coal Exports by Destination
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many of the major competitors in the Asia/Pacific steam coal market were
too busy mining and shipping coal to pursue issues related to fair tradein
2000 and 2001.

This may not continue to be the case in the steam coa market, nor isit the
case in the coking coal market. Indeed, because of its linkage to the
integrated steel sector, coking coal demand is far less volatile than steam coal
demand, and has experienced muted growth. A strong foray into this market
by Chinese coal producers may serve as a catalyst to bring issues related to
fair trade immediately to the top of the agenda among its competitorsin
world coking coal markets.

A comparison of the delivered price of spot steam coal into Japan from the
major suppliersin the Asia/Pacific market in 2001, shown in the chart on the
next page, underscores the price competitiveness of Chinese steam coal in
this market.

At around US$31 per tonne, a 6,200 kcal/kg steam coal was the second
lowest cost product available FOB port. Although it is about 2% above the
FOB price of a comparable Indonesian product, it is 1.3% below comparable
Australian and Canadian steam coals and 4.5% below a comparable South
African steam coals. It isawhopping 18.5% below the FOB price of a
comparable US steam coal.

When sea-going transportation costs are added, the competitiveness of the
Chinese product is significantly enhanced. Even the addition of extra costs
for shipping in smaller Panamax-size vessels, rather than capesize vessels,
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Kl Factors Stimulating Chinese Steam Coal

Exports in the Asia/Pacific Market

® The primary stimulant is Delivered Steam Coal Price in Japan
competitive delivered price
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competitive in 2001 compared to
other Asia/Pacific suppliers
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does not impugn the delivered price competitiveness of the Chinese coal. China opened
the door to capesize shipments in 2000 when the port of Qinhuangdao was upgraded to
handle cape-size vessels. Plans areto upgrade at |least two other ports in the next few
years to handle capesize vessels. In theillustration above, Indonesia and South Africaare
shown with the cost of smaller vessels indicated because some coa shippers must use
facilities without capesize capability. In Australia, Canada and the US, all coal shippers
would be able to use capesize if the coal consumer can receive these vessels.

Coal Origin Import Price Differencefrom Chinese % Difference

China $33.42 $0.00 0.0
Indonesia $36.09 $2.67 7.4
Australia $36.35 $2.93 8.1
Canada $36.94 $3.52 9.8
S. Africa $42.73 $9.31 25.8
uS $42.82 $9.40 26.0

Although delivered priceis, perhaps one of the most important factors affecting coal
competitiveness, consumers also have other issues which can be addressed by Chinese
coal producers. Perhaps the most important non-priceissueis coa quality. The
development of a production base of large, state-owned mines, with quality control
procedures and state-of-the-art preparation plants has permitted the Chinese to improve
coal quality and maintain it on a sustained basis.



Chinese Steam Coal Quality Ranks Well

Comparison of Coal Qualities for Major Asia/Pacific Steam
Coal Suppliers
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Coal Origin Cal.Value Sulphur Ash

K cal/kg (%) (%)
China 6,200 0.80 10.0
Indonesia 6,200 1.00 10.0
Australia 6,300 0.80 13.0
Canada 6,100 0.60 14.0
S. Africa 6,200 1.00 16.0
US 6,300 0.80 12.0

In addition to port expansion, Chinese coa producers have been supported by the state-
owned railroad in securing adequate rolling stock and power to ensure that coal shipments
are made on schedule, and are not disrupted by transport constraints. Further, many of the
countries that have increased their Chinese steam coal imports have a desire to increase
their coa supply diversity, and are amenable to moving business to new market entrants.
Finally, the Chinese coal trading companies have maintained a sustained effort to
participate in market activity, by bidding on supply opportunities, participating in
conferences and other market events and by formally approaching major coa consuming
companies active in international steam coa markets.

To further illustrate the impact that delivered, or landed price has on steam coal markets, |
would like to look atwo key marketsin the Asia/Pecific region alittle more closely. | do
this because it isimportant to understand the affect that entry of anew low cost supplier
into these markets has had on the relative position of other steam coal exporters.
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Steam Coal Price/Supply Shift in Japan

® Between 1994 and 2001, steam
coal imports in Japan increased
52.7% from 52.9 Mt to 80.8 Mt

Japan: Steam Coal Supply Curves in 94 and 01
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shifted downward significantly

® Several factors affected this price
shift, but increased Chinese coal
imports is one of the most
significant developments
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Steam coal imports into Japan increased from 52.9 Mt in 1994 to 80.8 Mt in 2001.
The increase was stimulated primarily by coal consumption for electric power
generation.

In the face of sustained demand growth, the import price of steam coal into Japan
declined steadily over the seven-year period, and was 13.5% lower in 2001 than in
1994. Most market analysts agree that the following factors militated toward price
decline:

*A move away from “reference pricing” of Japanese steam coal imports

*An increase in the volume of imported steam coal purchased on the spot
market

*Somewhat weaker world steam coal prices and lower freight rates
*An increase in the consumption of competitively priced Chinese coal

Although several factors affected this price decline, most analysts attribute a major
part of the downward import price pressure to the increased availability of Chinese
steam coal.

The competitiveness of Chinese steam coal resulted in the shift of the imported
steam coal supply curve, asillustrated in the figure above. The downward shift of
prices saved Japanese coa consumers as much as US$ 422 million in 2001
compared to the market price structure that existed in 1994. From a competitors
perspective, other supplying countries are looking at alower market price structure
and more competition for market share when they approach the Japanese steam
coal market.
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Steam Coal Price/Supply Shift in Korea
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A similar comparison in the Republic of Korea (South Korea) shows an even
more dramatic shift in the steam coal price/supply conditions.

Steam coa importsinto South Koreaincreased from 22.5 Mt in 1994 to nearly
47.1 Mtin 2001. Asin Japan, the increase was stimulated by adramatic
expansion of coal-fired electricity generation.

In the figure above prices and volume from 1995 are used to derive the earlier
supply curve, because import price data are not available for 1994. In the face of
demand growth of over 109% between 1994 and 2001, the import price of steam
coal declined sharply between 1995 and 2001--by 21.8%.

The competitiveness of Chinese steam coa stimulated the shift of the imported
steam coal curve asillustrated in the figure above. The resulting downward shift
of prices saved South Korean steam coal consumers as much as US$ 434 million
when compared to the market price structure that prevailed in 1995. Again, from
a competitor’s viewpoint, the South Korean market has moved to alower price
structure with more competition for market share.

These market dynamics have been repeated throughout the Asia/Pacific region,
and especially in the key five markets that were mentioned previously. Chinese
steam coal producers, shipping through ports on the northeast China coast, enjoy
asignificant transportation advantage over Australian and South African coal
suppliersin al five markets. While China s transportation advantage is not so
secure versus Indonesia, it does enjoy an advantage into at |east three of the five
locations, and a significant coal quality advantage over many Indonesia coal
producers.
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Supplier Competition in
Asian Steam Coal Markets
® Chinese market share increased Big "5" Asian Steam Coal Market Shares by Origin
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The figure above illustrates the impact that landed price competitiveness, along with
subordinate market factors, has had on the position of Chinese steam coal suppliersin
the Asia/lPacific market.

In 1980, this market was split between Australia, South Africaand North American coal
suppliers. China srelatively small share was due mostly to bilateral trade agreements
with Japan and afew other countries.

From the mid-1980’ s to the early-1990’s, China' s share in the market declined
significantly as Indonesia entered the market and began taking market share from South
African and North American suppliers. Australia s position as market |eader grew
stronger.

However, after the mid-1990's, China’ s surge into the Asia/lPacific steam coal market is
dramatic. Although Australia clingsto its position as market |eader, China came within
4 percentage points of displacing it in 2001. North American and South African
suppliers, suffering from the greatest transportation disadvantage, and relatively high
FOB prices, have nearly been forced out of this market. Indonesia has expanded its
market share, but much more slowly between 1995 and 2001 than between 1990 and
1995.

In the realm of WTO and “free and fair” trade then, the nations which are likely
devoting the most scrutiny to the market dynamics today are Australiaand Indonesia,
since they are more likely interested in maintaining their respective market positions.
South Africa and the United States have experienced declining market share even
before China s recent foray into the market, and likely realise that their market share
losses are due to factors other then China s entry into the market or trade practices.



(I‘ 0 N
s Some Effort on International
Coking Coal Markets

Coking Coal represents Chinese Coking Coal Exports by Destination
only 12.6% of the export
volume, but..... 14

= Coking coal exports 12

increased faster in 2001--
77.8% compared to 63.5%

10

= Several key Asian markets
are large coking coal
consumers

4 M | M
= Because of market H ﬁ
dynamics, coking coal can 2 H
serve to introduce Chinese !!i I I
om IBBBRAARAANANN

coal in more diverse
markets

mil tonnes

wwwwwwwwwwww

‘I:IAII Others @ Japan [ RoK 1 Phil. IEU‘

INTERNATIONAL ENERGY AGENCY

Although I don’t want to spend very much time on coking coal, | believe that
itislikely that unfair trade practices could be raised in the international
market sector whether steam coal trade becomes an issue or not.

In 2001, Chinese coking coal exports increased by nearly 78% from 6.5 Mt to
11.5 Mt.

The greatest increases were in the Japanese and K orean markets, which
heretofore have been dominated by coking coal suppliersin Australiaand
Canada.

Chinese coal producers have also shown interest in coking coal marketsin
India, Brazil and the European Union. These markets are currently supplied
by Australia, Canada and the US.

Because coking coal markets are far more stable than steam coal markets,
and do not exhibit the strong growth characteristics, coking coal producers
tend to “guard” their coking coal markets more jealoudly. If asimilar degree
of market penetration by the Chinese occursin the international coking coal
sector, the issue of unfair trade practicesin coal markets could rise quickly to
the top of the agenda.

10
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1 World Trade Organisation: What “Market”
Factors Become Important?

® By joining the WTO, China introduces the concept of “fair trade”
into its international coal activities

- Trade without discrimination

- Freer trade--with barriers lowered through negotiations

- More competitive--by discouraging ‘unfair’ practices
> export subsidies
> dumping
> emergency measures to limit imports

- More beneficial for less developed countries--providing time to
adjust, greater flexibility and special privileges

® International coal transactions will become more closely linked to
coal and energy transactions (market factors) in the domestic
sector.
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WTO PARTICIPATION AND KEY MARKET FACTORS

The accession of Chinato the WTO introduces the concept of “fair trade” into its
international trade of mineral commaodities generally; and, into its international
coal activities specifically. Since the expansion of international coal trade pre-
dated China’ s accession to the WTO and is ongoing as the country is integrated
into the organisation, the coal industry may be considered a pioneer in China's
eraof freetrade.

Under WTO agreements, countries cannot normally discriminate against trading
partners by offering special favours. Further, trade barriers--both tariff and non-
tariff barriers, like export and import licensing arrangements, are expected to
move from being arbitrary and intrusive towards contingency and deactivation.
Trade becomes bound to commitments to reduce barriers and increase market
openings.

A key feature of “fair trade” is the introduction of competition by reducing unfair

practices such as export subsidies and dumping to gain market share. Also, WTO
members are encouraged to lower their reliance on measures to limit imports that

may have previously been justified by national or regional employment disruption
and other supply and demand rel ated emergencies.

Finally, the WTO recognises some of the disadvantages that developing countries
face over developed countries, and provides more time to adjust their markets by
applying standards more flexibly and granting special privileges.

The net affect for Chinese international coal trade is that transactionsin the
international sector will be come more closely linked to coal and energy
transactions and practices in the domestic sector.

11
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% Important Market Factors for International
Coal Transactions under WTO Rules

® Organisation and transparency of the coal transaction
and supply chain

® Domestic and export prices for similar qualities of
coal

® Productivity and labour costs in Chinese coal mines
supplying both the domestic and export market

® Operating costs in Chinese coal mines

® [nternal transportation costs for coal shipped in both
the domestic and export markets
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This means that Chinese coal suppliers, and supporting industries and the
Chinese government, will need to supply on a sustained basis, statistics which
reveal the organisation and activities throughout the entire coal supply chain.

Thiswill include, at a minimum:

*Domestic and export prices for similar qualities of coal

*Productivity and labour costs in mines supplying both domestic
and export markets

*Operating costs in Chinese coal mines

eInternal transportation costs for coal shipped in domestic and export
markets.

Safeguards against dumping, subsidies and “ countervailing” duties, and
emergency measures to limit imports requires that a body of statistical data
be available to ensure some measure of market transparency.

Only with such data can such activities be proved or disproved.

I would like to examine, briefly, current practicesin China, and correlate
them with some “anecdotal evidence” that has been published in the popular
and coal industry press to illustrate where changes may be required for China
to fully comply with the spirit of WTO membership.

12
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Price Comparisons

One calculation that can be used to validate or disprove aclaim of dumping is
based upon the price in an exporter’ s domestic market compared to the priceit is
charging in its export markets.

Price data on Chinese coa exports and imports are available on a monthly basis--
although they are not separated into steam coal and coking coal categories.
Quarterly domestic price data on steam coal for boilers and anthracite are also
available from 1997, but the methodology of collection, point of measurement and
the detail from which national level data are aggregated are unclear. Nevertheless,
the data do offer an opportunity to compare domestic steam coal pricesto coa
export and import values.

The figure on the | eft above shows the quarterly trend since 1997 of import coal
values, export coal values and domestic coal for boilers prices. The data show a
clear trend to converge around US$ 30 per tonne--especially in 2001 when Chinese
coal exports and imports surged.

The figure on the right shows the annual trend since 1992 of domestic bituminous
coal for boilers and anthracite, and import and export coa values since 1997. On
an annualised basis, the convergence of export values and and domestic bituminous
coal are obvious beginning in 1998. The convergence of import valuesis not as
strong, but is also present. The relationship of domestic anthracite pricesto any of
the other price trendsis very weak.

While these data offer some potential for conclusive discussions about dumping,
and suggest that Chinaiis moving into arelative “fairer” posture regarding coal
exports, the lack of definition and scarcity of detail would mitigate against their
sole use in WTO proceedings on Chinese coal trade.

13
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Supply Costs

An aternative to comparing export values to domestic pricesisto calculate a price
based upon the exporter’ s production costs, other expenses and a normal profit
margin. In the case of the Chinese coal industry, these costs and expenses would be
derived from statistical data and anecdotal information on the country’s coa industry
infrastructure.

This map shows coafields in Chinaand major ports of coal entry and exit. Thelight
yellow shaded area indicates those provinces of Chinawhere most export steam and
coking coal originate. The shaded areaincludes thirteen provinces which were
responsible for 86% of Chinese coal production in 2001. The red lines indicate the
rail routes that are employed to move coal from the producing sites to domestic
markets and export points. Chinese export coal values are measured FOB at the port
of exit, and include the following elements of the “coal chain:”

Production costs
Rail costs
Port storage and handling costs

Details on each of these elements are required to calculate a“normal” price based
upon supply costs and a profit.

Supply Costs--Mine Productivity

A key indicator of coa production costs is mine productivity--often expressed in
tonnes/miner/shift, or tonnes/miner/year. To bevalid for athorough analysis of
domestic and export coal costs and expenses, these productivity data should be
provided on the mine level--i.e. productivity of each mine supplying coal to the
domestic and export sector. Mine level productivity data are available

14
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Coal Mine Productivity Comparisons

® Mine level productivity
statistics are available for 1999 Labour Productivity
most countries supplying Selected Asia/Pacific Coal Supply Countries
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most countries supplying the Asia/Pacific market, including Australia, Canada, South
Africa, the US, and Indonesia. These data have been collected regularly by several
private, public and international agencies, including the IEA, which has published
tonnage-weighted aggregated productivity datain Coal Information since 1994.

Incomplete productivity data are available on Chinese coal mines. Although
aggregate production, and total workers data are published in the China Coal
Industry Yearbook, the methodology for calculating this changed in 1996, when only
aggregate employment from state mines was reported. Prior to this, aggregate
employment for al mines was reported. In 1999, mine level productivity data are
published for 61 (out of an estimated total of 42,000!) mines. Province level
productivity data are published for twenty provinces and regions (out of atotal of 29
which report production). The province and regional level productivity data do not
include al mines. Based upon the details of the tonnage reported in the China Coal
Industry Yearbook, coverage of productivity can be summarised as follows:

Summary of Coverage of 1999 Chinese Coal Mine Productivity Statistics

Provinces and regionsreporting Covered Total %

some productivity data Prod. Prod. Coverage
(million tonnes)

Exporting (12 out of 13) 441.6 790.7 56

Non-exporting (8 out of 16) 77.0 252.9 30

Total China 518.6 1,043.7 50

15
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Mine Labour Cost Comparisons
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Thus, productivity coverage, even at the province and regional level isonly for 50%
of total production, although it is higher in exporting areas than in non-exporting
areas. Theseincomplete data show the productivity difference between exporting
and non-exporting areas to be significant--non-exporting areas have productivity
some 132% below the exporting areas and 112% below the national average. On
the surface, such awide discrepancy would suggest that much higher cost
production is being withheld from the export market, although thisis difficult to
substantiate with such limited data. At the very least, it underscores the problems
that could occur unless current productivity data standards in China are improved.

Supply Costs--Mine Labour Costs

Most countries supplying the Asia/Pacific coal market provide statistics on mine
labour costs. Thisistrue of Australia, Canada, South Africa, the US and Indonesia.
These data have been collected regularly by several private, public and international
agencies, including the IEA, which has published average mine labour costsin Coal
Information since 1994. These datafor 2000 are summarised in the figure above.

While there are periodic data and estimates of coal mine labour costs available for
Chinawhich have been published by the World Bank and the International Labour
Office, these data are often on the mining sector as awhole (rather than just the coal
mining sub-sector), or are based upon special one-time surveys or analyses.
Although the Chinese Statistical Yearbook does report some wage and employment
dataon aregular basis, these data also cover the mining sector as awhole and
cannot be used as reliable indicators of labour costs in the coal sub-sector. Absent
the availability of any reliable, sustained statistics on Chinese coal mine labour
costs, it is not possible to use even the limited productivity datato derive mine
operating costs.
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leA Without Mine-level Productivity and Labour
Costs--There is No Way to Gauge Mine
Operating Costs

Mine Operating Costs in Selected Asia/Pacific
Steam Coal Supply Countries

® Average steam coal mine
operating costs can be estimated
for most countries supplying the

Asia/Pacific coal market
25
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Supply Costs--Mine Operating Costs

Coa mine productivity and labour cost statistics can be used to calculate mine
operating costs. When those data are available at the mine level, a supply curve can be
derived, and tonnage weighted average mine costs can be calcul ated.

Numerous private, public and international agencies cal culate these mine operating
costs, including the IEA, which has retained a consultant to calculate the mine
operating costs and published the resultsin Coal Information since 1993.

The figure above summarises the mine operating costs for steam coal producersin
countries that are key AsialPacific market suppliers. Thefigureillustrates the
relatively wide range of operating costs which can exist among the key suppliersin a
market and still permit them to be competitive when advantages and disadvantagesin
other parts of the coa “supply chain” are combined with the costs.

Since China does not routinely provided mine level productivity statistics, nor
estimates of coal mine labour costs, there is insufficient data avail able to estimate
costs at Chinese steam coal mines.

An ongoing World Bank study on clean coa technology deployment in China contains
an informative section on coal production and distribution in China. Costs and prices
at the provincia level are estimated for both state and township (small local) minesin
nine provinces and regions. Seven of the nine areas are included in the provinces and
regions that are designated as “exporting” provinces and regions used for the
productivity analysis summarised in slide 15.
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=d What Are Chinese Coal Production Costs:
$12.50/t, $7.50/t, $6.25/t ?

International Coal Report
Issue 580 23 September 2002

China: Chinese production costs at about US$12/mt, official
says -

The average cost of production for China's coal mines is 100 yuan/mt {US $12/mt)
on average, while the most efficient mines can cut costs to as low as 50 yuan/mt,
said Song Chaoyi, the Deputy Director General for the Department of Basic
Industry of the State Development Planning Commission.

Song, speaking through an interpreter, said at the Coaltrans Beijing conference that the
amount he referred to was "coal production cost," which included "material costs,
material censumption, composition of employees and also the electricity gas costs and
also the fixed asset depreciation and also the underground facilities."

"So, on average, we come up with an average, one hundred yuan producing per tonne
of coal in China," he said through an interpretar, "For some enterprises, for those high
efficiency enterprises in China, probably, production cost is well balow a hundred yuan.
Their cost might be in the range of 50 or 60 (yuan),” he said.

INTERNATIONAL ENERGY AGENCY

Cost and Price Differ ences Between State and Township [Coal] Mines

Province Avg. Production Average Price Difference
Cost US$/t US$/t
State Mines
Anhui 20.68 23.24 2.56
Guizhou 16.21 17.88 1.67
Hebei 19.23 15.96 -3.27
Heilongjiang 17.75 17.22 -0.53
Inner Mongolia 11.83 11.17 -0.66
Shaanxi 12.16 11.70 -0.46
Shandong 23.83 27.28 3.45
Shanxi 14.50 16.07 1.57
Sichuan 20.28 20.97 0.69

The source of the tables on state and township mines shown on this and the
following pageis cited as a“survey of township mines conducted by Ministry
of Coal Industry” using 1995 data. Although the data are an interesting
picture of production costs and pricesin 1995, they do not fully cover
exporting or producing provinces and regions. In fact, the provinces covered
areresponsible for less than 66% of 1995 production. Further, the data
represent a period when Chinese coal exports were 28.6 Mt--about 31% of the
level they reached in 2001.
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e What Are Chinese Coal Production Costs:
$20.00/t ?
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International Coal Report
Issue 581 30 September 2002

’China: Daning mine annual production cost at "under $20"
per mt

Daning, Asian American Coal Inc.'s first China project has annual costs of less
than $20/mt, company chairman E. Morgan Massey said.

Half the mine's output is fine coal that is delivered to the year-old Yangcheng Power
Co. plant near Jingsheng in Shanxi province. The mine also supplies PCi coal to steel
mills as well as lump coal for the industrial market.

“The total cost of the Daning Mine is budgsted to be US$86 million. This works out to
about under $20 per annual tonne of production. This is not bad by world standards,”
Massey told the recent Coaltrans China conference.

i
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Cost and Price Differences Between State and Township [Coal] Mines (cont’d)

Province Avg. Production Average Price Difference
Cost US$H/t US$/
Township (local) Mines
Anhui 14.63 21.25 6.62
Guizhou 3.13 5.01 1.88
Hebei 8.75 12.50 3.75
Heilongjiang 8.91 7.93 -0.98
Inner Mongolia 3.68 5.00 1.32
Shaanxii 3.19 8.75 5.56
Shandong 17.50 21.88 4.38
Shanxi 5.07 6.26 1.19
Sichuan 8.37 11.10 2.73

The data provide some evidence to support the speculation in the coal industry press
that costs range from US$ 6.25 per tonne to US$ 20 per tonne as illustrated in the
previous figure and the figure above, but they do little to support estimates of costs
and pricesin 2001. From another perspective, they also indicate that the Ministry of
Coal Industry conducted provincia and regional level cost and price surveys--even
disaggregated into two categories of mines. However the report does not provide
background on the methodology, frequency and availability of the survey statistics.
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Inland Rail Rates for Selected Asia/Pacific Steam Coal
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Two other conclusions that can be drawn from the statistics and narrative in the World
Bank study are that some state mines were losing money at price levels prevailing in the
domestic market in 1995. This suggests some level of subsidisation--indeed the study
states that “...many mines sell coa at aloss, or at prices lower than the production costs.
This difference if made up by government subsidies....” Secondly, the study concludes
that small, local township mines do not operate on alevel playing field with state mines,
thus enabling them to sell coal at very low costs. Specific expenses that township mines
avoid are: workman’'s compensation, safety rules, environmental rules, royalties, cod
conservation costs, and many transport and access infrastructure costs which the state
mines must cover. This suggests that not only is there subsidisation of the state mines,
but cross-subsidisation from the state minesto the local township mines. Any, or all of
these suggestions lend credibility to a claim that domestic and export pricing may not
have been established on an equivalent basis--at least in 1995.

Supply Costs--Inland Transportation

Another important part of the export coal supply chain consists of transport of the coal--
usually by rail--to ports of exit. In some cases, the cost of transporting coal can equal or
exceed the cost of producing it. While this causes inherent disadvantage, it may still be
possible to compete effectively in international coal marketsif other advantages like
short ocean haul distances, coal quality, or low mine operating costs offset the inland
transportation costs.

A survey of theinland transportation costs of most countries supplying the Asia/lPacific
coa market is conducted by the IEA and has been published in Coal | nformation since
1994. Datafrom the survey for 2000 are summarised in the slide above. It is often
unlikely that asingle rail rate will apply to all coal movementsin the export sector.
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Are Chinese Coal Rail Costs Low or High?

International Coal Report
Issue 580 23 September 2002

China: China rail cost national average at 8 cents/mt per km

China's national average cost for transporting 1 mt of coal per kilometer on its
railways stood at eight US cents, while the rail cost of Shenhua Group Corp,,
which has a dedicated railway from its mine, was higher on a per kilometer basls,
said Shi Ziming, deputy director of China's Ministry of Railways.

Shi told {CA at the sidelines of the Coaltrans China conferance that the average cosl
per kilometer of fransporting 1 mt of coal was eight US cents. Shi said that Shenhua
charges were probably higher than the national average because it used foreign
investments during the construction of its dedicated railway from its huge Shentu-
Dongsheng coal field to the Huanghua port.

INTERNATIONAL ENERGY AGENCY

This is because the haul age distances from export mines often differ significantly,
and one of the determinants of the transportation rate is haulage distance. Other
significant factors are the difficulty of the terrain, the capacity of the rolling stock
and power, costs and benefits for labour, the level of traffic on main export lines
and fuel and maintenance of way costs. All of these factors, combined with

haul age distance determine the final magnitude of therail rate. Asthe slide on
the previous page illustrates, some Asia/Pacific coal suppliers like Australiahave
the advantage of mines being located relatively close to the ports of exit resulting
in lower cost rail hauls. Indonesiais not shown on the chart because many of the
export mines are located adjacent to the sea and can load ocean going vessels
after a short conveyor, truck or barge haul. Conversely, some shippers face
haulage distances in excess of 1,000 km. If haul distances for the 13 regions and
provinces shown on the map in slide fourteen are examined, Chinese coal
exporters face awide range of transportation distances. These haulage distances
are summarised in the table the next page.

As the table suggests haul distances for Chinese export coal can vary from aslittle
as 80 km to over 2,000 km. Clearly, if costs are reflected in the rail rates that
apply to these haulage distances, they will vary significantly.

Unfortunately, thereislittle but anecdotal evidence, such as that which appearsin
the excerpt above from a coal industry publication, to estimate rail rates. Rail
rates are derived from tariffs, railroad financial documents, official rail mileage
tables and many other sources. In Chinait is nearly impossible to find any rail
rate or costs statistics but for anecdotal information based upon speculation in the
industry press and inarticul ate pronouncements.
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Estimated Haul Distancein km from Chinese Coal Minesto Exit Ports

Region or Province L ow High
Anhui 290 545
Beijing 125 225
Hebei 205 1,065
Heilongjiang 875 1,725
Henan 788 1,000
Inner Mongolia 1,100 1,350
Jiangsu 200 315
Jiangxi 700 950
Liaoning 450 650
Ningxia Hui 2,090 2,190
Shaanxi 1,215 1,590
Shandong 80 480
Shanxi 813 1,435

Thisinformation creates more confusion about Chinese coal transportation costs rather
than clarifying the cost structure. For example, the statement attributed to a deputy
director of the Railway Ministry in the previous slide suggests that 8 US Cents/tonne-
kmistherate. However, if thisrateis applied to some of the longer haul distances
above, it yieldsrail rates above US$175 per tonne. Conversely, if it is applied to the
shorter haul distances, it yields ratesin the US$ 6 to US$ 10 per tonne range.
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Are Chinese Coal Rail Costs US$ 15 to
US$ 16 per tonne?

International Coal Report
Issue 548 11 February 2002

China: China expected to remove rail subsidies with WTO
entry

China's low coal prices could be hit by its entry into the World Trade
Organization (WTO).

It could be forced to remove rail subsidies for its coal exports, causing it to lose its price
advantage over competitors from Australia and Indonesia, an official of an Australian
mining firm said.

“If you join the WTO, you have to stop subsidies on exports. It's against the rules of the
WTO to subsidize exports. People expect that China is going to have to increase its
prices to cover the real cost of the rail freight,” the Australian source said.

"It’'s my understanding that historically China subsidized its rail costs because most of
the coal mines are located a long away from the coast, about a thousand kilometers
away from coal ports," he said

China has been exporting coal at prices of US$25 to $26 per mt FOB, the source said,
adding that such prices involved "an element of subsidy" because the true cost of the
rail freight would probably be at $15 or $16/mt.

“In the United States for a similar journey of over a thousand kilometers, the rail cost is
about $16," the source added. He said that if China were using western accounting
methods, the freight costs would be higher. "What is happening is that the domestic
sales, which are at higher prices, have been subsidizing export sales," he said.

INTERNATIONAL ENERGY AGENCY

Although these rates are high in unit cost terms compared to the rates of other
major Asia/Pacific coal exporting countries, they are, at least, believable. The
two charts in the slide on the previous page are provided to illustrate the
difference if the Railway Ministry official was misguoted (as sometimes
happens in mediareports). If Mr. Shi meant 8 Chinese Cents per tonne-km
(equivalent to US Cents 0.0096) then the unit costs would be the second
lowest of the magjor Asia/Pacific market suppliers. Such aunit cost would
yield arate of about US$ 21.11 for the longest haul distance listed in the table
on the previous page. It would yield rates of US$ 10 to US$ 12 for hauls from
some of the largest coal producing regions, and US$ 13 to US$ 15 from some
of the most rapidly expanding coal producing regions. If, however, he meant
8 US Cents per tonne-km, it is by far the highest unit cost among the
supplying countries--nearly double the next closest unit cost derived from US
statistical data

Asthe excerpt in the slide above indicates, 8 US Cents per tonne-km and 8
Chinese Cents per tonne-km could both be right. Given the wide variation in
haul distances, awide range of unit costsisto be expected.

The chart on the next page illustrates one of the principles of bulk
commodities haulage--i.e. as haulage distances increase, unit costs of the haul
decrease. The statistics used to construct the trend curve in the chart represent
coal haulsinthe USin 2000. Asthe trend suggests unit costs decline as haul
distances increase because fixed and semi-variable costs, which represent a
huge portion of total railroad operating costs, are spread over more tonne-km
of haulage. Thus, although transportation costs increase as distance increases,
they increase at a slower and slower rate.
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Although the trend curve above is not applicable to the Chinese rail conditions, such
atrend curve can be derived if the appropriate statistical data are provided. As
mentioned previoudly, these statistics should be available in railroad financia
documents, tariffs, mileage tables and from surveys of coal shippers and port
operators.

Although the focus of my discussion of information necessary to examine compliance
with WTO anti-dumping, subsidy, countervailing duties and emergency measures to
limit imports safeguards has focused upon prices, mine costs and inland
transportation costs, several components in the coal supply chain could be examined,
and a more thorough discussion of thisis beyond the scope of this presentation.
However, some areas which may be open for examination are:

*Port Handling and demurrage charges,

sTaxation and royalties

*Price differentiation related to coal quality

*“Normal” profit margins in domestic and export business
*Wheelage and other access charges

*Fuctuationsin currency exchange rates

These are just afew of the issue areas which may come up in a proceeding to
examine compliance with WTO safeguards.

| have provided the next dide to illustrate the value, and overall picture that good
quality data and analysis can bring to a discussion of competitiveness and evolution
of relative competitive advantage.
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Data: Essential Inputs to FOB Export Cost
Estimates
Australian Coal Report
Vol. 24, No. 03
Australian Coal Export FOB Cash Cost Curve
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The chart above was developed by the publisher of the Australian Coal Report,
Barlow Jonker Pty Ltd. to illustrate the affects that productivity improvements,
lower rail charges and currency exchange rate movements had on the FOB cost of
export coal in Australia. The difference between the top line and the middle line
illustrates that productivity and transport improvements reduced the costs between
1996 and 2001 by A$4to A$ 8 per tonne. Further, depreciation of the Australian
dollar over the time period further reduced the costs in the world market.

These supply curves were derived using mine-level productivity, mine labour cost
and mine-level transport cost data to respective ports of exit. These statistics are
available from Australian state and federal government sources, coal industry
groups, surveys of mine, railroad and port operators, and possibly some anecdotal
information. However, reliance on anecdotal information is limited often to setting
the tone of the findings and conclusions. Such an analysis rests on the availability
and analysis of detailed and extensive market statistics that can be gathered from
published sources and through routine surveys. As | have stated repeatedly, this
information is available in most countries which export coal in the Asia/lPacific
market.

Barlow Jonker Pty Ltd. also operates a consulting subsidiary that is recognised as a
leader, and is especially competent to offer conclusions on Asia/Pacific coal
markets. It will be afirm like thisthat puts together the case for another exporter
who wants to rely on WTO safeguards to protect their coal exports from unfair
trade practices. These consulting companies are good, and they will win if the
Chinese side has insufficient reliable statistics and information to make its case.

25



(% Conclusions About WTO Entry on Chinese
Activity in the World Coal Market:

® Fair trade has not been an issue in the recent surge by China into the World
steam coal market because there has been enough business for everyone

® Fair trade will become an issues as countries move to defend steam and
coking coal market shares

® Domestic, import and export price statistics provide limited evidence that
Chinese coal exporters are moving towards fair trade

® Chinese coal mine productivity statistics are very limited, and provide
confusing signals about potential subsidies and dumping

® Chinese coal mine labour cost statistics do not seem to be published

® Lack of productivity and labour cost statistics prevent ongoing derivation of
coal mine operating costs. A one-time study suggests subsidisation is
occurring

® Chinese rail cost and mileage statistics for bulk commodities are not
published

INTERNATIONAL ENERGY AGENCY

My focus in this presentation has been relatively narrow, and mainly devoted
to Chinese steam coal export activity, and some impactsto it from WTO
entry. Tosumupinthisarea, | think | can state afew conclusions | have
drawn from my short, but intensive search into recent Chinese coa export
activities.

| think the sharpness of the international steam coal market expansion in the
last two or three years has precluded any high profile fair trade controversy
because there has been sufficient business for most market players. However,
fair trade could become and issue as expansion slows down due to economic
dislocation, more stringent environmental regulations or other factors.

Domestic, import and export price data that are available from China provide
some evidence that Chinese coa exporters have been moving toward fair
trade as they expanded their market presence.

However, the picture provided by other statistics and informational sources
leaves the issue unclear.

Lack of mine-level productivity data and labour cost statistics makes it
extremely difficult to make defensible estimates of mine operating costs, and
what little operating cost data | have found--albeit dated--suggests that some
subsidisation is ongoing.

Finally, lack of statistical data on rail transport of bulk commodities makes it
nearly impossible to accurately estimate coal rail rates.

Before moving to suggestions about the way forward, | want to acknowledge
that | accepted this engagement because it represented an opportunity to
strengthen communi cation with principals of the Chines mining sector.
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and the WTO: The Way Forward

® Increase the number of coal trading companies, or eliminate them
altogether and let coal producers bid directly on export business

® Require coal trading companies to provide the sources of coal
that is exported

® Publish coal producers’ financial statements

® Refine coal mine record keeping to provide mine-level production
and employment statistics (productivity)

® Publish coal mine labour costs studies and indices that track
changes in labour cost components

® Publish rail tariffs for bulk commodities, coal transportation origin
stations and mileage tables

® Publish railroads’ financial statements

INTERNATIONAL ENERGY AGENCY

I am hopeful that a number of them will approach me and point out the error
of my ways, and provide lists of statistical sources that will remedy the
problems identified in this presentation.

| would say that remedy lies in increasing the transparency and the number of
participantsin the coal export sector. More coal trading companies should be
licensed as an interim measure, and eventually, coal producers should be
permitted to bid directly for export business. Coal trading companies should
be required to list the producers that they buy coal from, so that analysts
know what rail haul distances and provincial productivity rates apply. Again,
this should be considered an interim measure while the coal mine record
keeping system is refined to provide mine level production and employment
statistics.

Along with refining the record keeping system, mine labour cost studies
should be conducted, and indices for components of mine labour costs should
be published regularly to help gauge changesin labour costs. In addition, a
whole raft of data on rail costs, tariffs, origin points and haulage distances
should be made public. Finally the publication of annual and quarterly
financia documents of companies involved in the coal export chain would
add alot of transparency to this sector.

| hope that these comments are useful to you and the members of the panel.
By focusing on the coal export sector, | have ignored other huge impacts
related to WTO entry that will affect foreign investment in the domestic
mining sector, deployment of advanced mining and commodity consumption
technologies--I am particularly thinking of clean coa technology here--and
promoting regional development in China. It is my hope that the other
panellists can use my remarks to segue into these areas.
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Impact of WTO Entry on the
International Trade of Coal

?
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Thank you, and | will be happy to answer questions as the panel chairman
directs.
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