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Valuation sens. from +20% thermal price  
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Stock Performance – Indo coal plays 

 1 month  6 month  

INDY IJ  8% 38% 
BUMI IJ  10% 8% 
ADRO IJ  14% 21% 
UNTR IJ  11% 26% 
ITMG IJ  9% 32% 
Indonesian Coal Plays  10% 25% 
TPWR IN  -5% 1% 

Note: Prices as of 16 November 2010. 

Source: Bloomberg, Macquarie Research, November 
2010  
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Indian Utilities - thermal rocks 
TPWR net winner, JSWE net loser 
Event 

 Over the past month, spot thermal coal prices from South Africa and 

Newcastle have risen ~20% and our Commodities team does not expect 

prices to fall in the near term. 

 Among the Indian utilities, we believe that Tata Power (TPWR IN, Rs.1345, 

Outperform, TP: Rs.1627) is a net beneficiary of higher thermal coal prices, 

with 10–15% NPAT upside should thermal prices be 20% above our 

forecasts, while JSW Energy (JSW IN, Rs.116, Underperform, TP: Rs.105) 

will likely be negatively affected due to its net import requirement. 

Impact 

 TPWR benefits, JSWE suffers: On our forecasts, TPWR will have an 

18mtpa net long thermal coal price position to FY18, while JSW Energy will be 

net buyers of 3.4mtpa of coal from FY12. Based on this positioning, a 20% 

increase in thermal coal prices could boost TPWR’s NPAT by 10–15%, while 

JSW Energy’s NPAT could slip by around the same amount. 

 FOB thermal spot prices rise 20% over the past month for both Richards 

Bay and Newcastle prices, primarily driven by tightening supply from 

Indonesia, Colombia and Australia due to heavy rainfall. 

 Our Commodities team does not expect downside in the short term, , 

driven by the following: 

 Exports to China have been stronger than expected in the past few 

months, and there has been some increase in Chinese interest in the past 

few weeks. Chinese domestic prices are rising, with the downside 

appearing limited. 

 Wet weather is causing significant problems in Indonesia and Colombia 

with reports of delays. Wet weather in Australia is also causing some 

problems. 

 Spot pricing has rallied since mid-August, and contract pricing into Japan 

has been better than expected. Encouragingly, API#2 pricing has been 

the strongest performer, suggesting Europe is not the deadweight it was 

at the start of the year. We expect prices to strengthen heading into 2011; 

current JFY contract forecast is $105/t, although we think there is clear 

upside risk given today’s prices. 

 TPWR underperformance: While the Indonesia coal plays have on average 

risen 25% in the past six months and 10% in the past month, TPWR has only 

risen 1% over six months and is down 5% over the past month, not capturing 

the increased bullishness in thermal coal prices. 

Outlook 

 We retain our Outperform call on Tata Power, given that the share price does 

not appear to have captured the recent uptick in thermal coal prices. We 

remain cautious on JSW Energy, due to a further potential margin squeeze 

from rising coal prices and softening merchant power prices. 
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Thermal coal prices rise ~20% over the past month 

 Over the past month, there has been a significant increase in thermal coal prices, with spot prices 

up ~ 20% for both Richards Bay and Newcastle FOB coal. There has also been a material 

increase along the forward curve to the end of 2011. While the Indonesia coal plays have moved 

up 25% in the last six months and 10% in the past month, there has been negligible performance 

from Tata Power (Outperform) – the biggest net beneficiary among the Indian utilities. 

Fig 1 South Africa FOB prices rise along the curve…  Fig 2 …with a similar trend for Newcastle FOB  

 

 

 
Note: BOLD LINE = Today, THIN LINE = Previous Day, DOTTED LINE = 
Previous Month 
Source: Bloomberg, Macquarie Research, November 2010 

 Note: BOLD LINE = Today, THIN LINE = Previous Day, DOTTED LINE = 
Previous Month 
Source: Bloomberg, Macquarie Research, November 2010 

Indian utility impacts: TPWR benefits, JSW Energy suffers 

 In the Indian utility space, TPWR and JSW Energy are the two most exposed to thermal coal 

prices, although with opposite impacts. TPWR is a net beneficiary from rising prices due to its 26% 

equity stake (post Olympus transaction) in the KPC and Arutmin assets in Indonesia, while JSW 

Energy requires ~3.4mtpa from FY12 on our numbers due to its reliance on spot market coal 

imports for both its Vijayanagar (860MW) and Ratnagiri (1,200MW) power projects. 

 As shown in the charts below, a 20% increase in thermal coal prices could boost TPWR’s NPAT 

by 10–15% while JSW Energy’s NPAT could slip by around the same amount. 

 
Fig 3 NPAT sensitivity: 20% change in thermal coal 

 Fig 4 Valuation sensitivity: 20% change in thermal 
coal 

 

 

 
Source: Macquarie Research, November 2010  Source: Macquarie Research, November 2010 
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Import positions: TPWR 18mtpa net long, JSW Energy 3.4mtpa short 

 We highlight below, after netting out the imported fuel requirement of the 4,000MW Mundra Power 

Project and its respective contracts with Bumi, that TPWR is 18mtpa net long to thermal coal 

prices to FY18. 

Fig 5 Tata Power: net long around 18mtpa thermal coal to FY18 

 

Source: Company data, Macquarie Research, November 2010  

 JSW Energy requires around 3.4mtpa of imported coal from the spot market, on our numbers, in 

the absence of an operating coal mine acquisition. This is driven by the fuel requirements of the 

860MW Vijayanagar Power Project and the 1,200MW Ratnagiri Power Project. 

Fig 6 JSW Energy fuel sources 

  2011E 2012E 2013E 2014E 2015E 

Coal Source       
Lignite mines  mt 1.6 6.9 7.5 7.5 7.5 
Indonesia - Sungai Belati  mt 2.0 2.0 2.0 2.0 2.0 
South African mine  mt 0.5 1.0 1.0 1.0 1.0 
Spot market  mt 1.6 3.4 3.4 3.4 3.4 
Total  mt 5.7 13.3 13.9 13.9 13.9 

Non-lignite Imported Coal Cost (at port)        
Sungai Belati  US$/t 55 55 56 57 57 
South Africa US$/t 89 93 98 102 107 
Spot Market  US$/t 110 117 113 105 103 
Weighted average coal cost US$/t 80 94 93 89 90 

Note: JSW Energy also receives coal from JSW Steel; however, we understand the transfer price equates to market prices. 
Source: Macquarie Research, November 2010 

 

BASE CASE FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20

STEP 1 - COAL SHORT POSITION FROM BUMI CONTRACT AND MUNDRA PPA REQUIREMENTS

Bumi Coal Contract

Annual Coal Volume Mt 0 2 9 10 10 10 10 10 10 10

 +/- % % 20% 20% 20% 20% 20% 20% 20% 20% 20% 20%

Maximum Coal Volume Mt 0 2 10 12 12 12 12 12 12 12

Coal Price Exposure 

Fixed cost % 25% 25% 25% 25% 25% 25% 0% 0% 0%

Pass-through cost % 75% 75% 75% 75% 75% 75% 100% 100% 100%

Volumes Exposed 

Fixed cost volume (A) Mt 0 0 3 3 3 3 3 0 0 0

Cost pass-through volume (B) Mt 0 1 8 9 9 9 9 12 12 12

Mundra PPA 

Required Coal Mt 0 2 10 11 11 11 11 11 11 11

Coal Price Exposure 

Fixed cost % 55% 55% 55% 55% 55% 55% 55% 55% 55%

Pass-through cost % 45% 45% 45% 45% 45% 45% 45% 45% 45%

Volumes Exposed 

Fixed cost volume (E) Mt 0 1 5 6 6 6 6 6 6 6

Cost pass-through volume (F) Mt 0 1 4 5 5 5 5 5 5 5

SHORT POSITION CREATED

Fixed cost volume exposure (E-A) Mt 0.0 0.5 2.8 3.3 3.3 3.3 3.3 6.3 6.3 6.3

Variable costs passed onto TPWR (B-F) Mt 0.0 0.6 3.3 3.9 3.9 3.9 3.9 7.0 7.0 7.0

SHORT POSITION FROM CONTRACTS Mt 0.0 1.1 6.1 7.2 7.2 7.2 7.2 13.3 13.3 13.3

STEP 2 - EQUITY COAL OFF-SETTING RISK AND CREATING LONG POSITION

Equity Coal - Base Case (60mtpa to 100mtpa) 

Annual Production Mt 63 75 88 96 100 100 100 100 100 100

Stake % 25.7% 25.7% 25.7% 25.7% 25.7% 25.7% 25.7% 25.7% 25.7% 25.7%

LONG POSITION FROM EQUITY COAL Mt 16.2 19.3 22.4 24.7 25.7 25.7 25.7 25.7 25.7 25.7

STEP 3 - NET POSITION 

Add: Long Position from Equity Coal Mt 16.2 19.3 22.4 24.7 25.7 25.7 25.7 25.7 25.7 25.7

Less: Short Position from Contracts Mt 0.0 1.1 6.1 7.2 7.2 7.2 7.2 13.3 13.3 13.3

NET LONG POSITION Mt 16.2 18.2 16.3 17.5 18.4 18.4 18.4 12.4 12.4 12.4
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Macquarie Commodities thermal coal price view –strength to remain 

 Despite strong pricing growth over the past month, our Commodities team still believes thermal 

coal pricing will remain strong over the coming months, driven by the following: 

 Exports to China have been stronger than expected in the past few months, and there has 

been some increase in Chinese interest in the past few weeks. Chinese domestic prices are 

rising, with the downside appearing limited. 

 Wet weather is causing significant problems in Indonesia and Colombia with reports of delays. 

Wet weather in Australia is also causing some problems. 

 Spot pricing has rallied since mid-August and contract pricing into Japan has been better than 

expected. Encouragingly, API#2 pricing has been the strongest performer, suggesting Europe 

is not the deadweight it was at the start of the year. We expect prices to strengthen heading 

into 2011; current JFY contract forecast is $105/t, although we think there is clear upside risk 

given today’s prices. 

On a solid footing heading into 2011 

 Thermal coal pricing has been solid in the past few months. Spot pricing has strengthened out of 

Newcastle after wavering in mid-August, with October-year contracts with the JPUs settled at the 

$97.75/t rate achieved in April. Pricing in Europe has been more robust after extreme weakness in 

1H10, with the implied freight between ARA and Richards Bay now in positive territory. 

 Trade volumes have generally been stronger than expected over the past few months. There have 

been concerns that Chinese imports would fade away as arbitrages closed, but they have been at 

a high level in the last three months and are annualising at 108mt for the year to date. Indian 

import volumes have also been healthy at 75–80mt annualised, although somewhat curiously, 

Richards Bay pricing has been relatively week. 

Fig 7 Divergence in coal pricing seen earlier in the year has closed  

 

Source: globalCOAL, Macquarie Research, November 2010 

 Stock levels continue to come down in Europe, with stocks at UK power stations coming down by 

0.5mt a month in 1H10. If this continues, stocks will be at 2007 levels by the end of the year. It 

seems likely then that European demand has probably reached its nadir and should pick up a bit 

in 4Q10, with API#2 pricing already noticeably stronger. 

 Generally, we expect demand in Asia to remain strong heading into the end of the year. Chinese 

demand is facing the headwind of power restrictions to meet energy efficiency targets, while this is 

a significant offset to coal demand coming from the fall away of hydro generation. Indian imports 

should also continue to ramp up, with significantly more power generation due focused on 

imported coal set to come online in the next 12–18 months. 
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 We think the thermal coal market will be in deficit next year. Supply out of Australia has been 

better in the past few months, although, at an annualised rate of 145mt in July, it is still performing 

relatively poorly. Indonesia has been beset by rain for most of what is supposed to be the dry 

season, although port data suggest they still exported as much coal as they did in 4Q09. Richards 

Bay has been more haphazard, with shipments failing to get meaningfully above last year’s level. 

Fig 8 Seaborne thermal coal demand and supply 

 

Source: GTIS, Macquarie Research, November 2010 

 In our view, JFY contracts will be set at $105/t next year, although contract pricing from the 

Newcastle benchmark is becoming a smaller proportion of the market. Lower CV coals from 

Indonesia have been the substantial incremental supply in the past 12 months, with this likely to 

become a larger part of the market going forward. Lower CV coals have generally priced at a 

varying energy-adjusted discount to the Newcastle price; however, given that demand out of 

China and India is more geared towards this coal, this discount could narrow and become more 

stable in the coming years. Any supply disruptions, be it due to weather or failing infrastructure, 

could cause the price to move sharply higher from our fairly conservative baseline assumptions. 

Fig 9 2010 seaborne market: 679mt and considerable change in trade flows  

 

 

Source: GTIS, Macquarie Research, November 2010 
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