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PRESENTATION OUTLINE

@ A picture of the world coal trade
@ The challenges for Japanese coal importers
@ What globalCOAL brings to the market

@ globalCOAL’s current and future role

@ Understanding the NEWC Index methodology
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A PICTURE OF THE
WORLD COAL TRADE



THE SEABORNE THERMAL COAL MARKET

IN PERSPECTIVE

World Thermal Coal Consumption v Seaborne Trade, 1995-2017
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World Seaborne Coal Volumes 1991-2017

(8T02) UoeWwlOU| 20D Y| :82IN0S

o O O O o o o o o o o
© O O O o o o o o o
m_987654321

Sauuo} UoI||IIN

L10¢
910¢
ST0C
¥10¢
€T0¢
¢10¢
T10¢
0TOC
600¢
800¢
L00¢
900¢
S00¢
¥00¢
€00¢
c00¢
T100¢
000¢
6661
8661
L66T
9661
G661
661
€661
66T
1661

i

Copyright © globalCOAL 2001-18



PACIFIC MARKET FORECAST TO GROW

Atlantic vs Pacific Steam Coal Imports, 2000-2040
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AUSTRALIAN EXPORTS

Australian Thermal Coal Exports by Destination, 1978-2017
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AUSTRALIAN EXPORTS

Australian Thermal Coal Exports by Destination, 2017
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JAPANESE IMPORTS THROUGH TIME

Japanese Thermal Coal Consumption v Imports
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JAPANESE IMPORTS

Japanese Thermal Coal Imports by Origin, 1978-2017
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RELIANCE ON AUSTRALIAN THERMAL COAL

Japanese Thermal Coal Imports by Origin, 2017

Other
5%
Russia
11%

Indonesia
23%
Australia
61%

Source: IEA Coal Information (2018)




KEY TRENDS FOR JAPANESE IMPORTERS

« Long-term contracts on a fixed price basis remain the main
procurement method

* Index-linked purchasing model gaining adoption

* Branded coal remains a preference though generic coal is
becoming more and more accepted




THE CHALLENGES FOR
JAPANESE COAL IMPORTERS



CHALLENGE 1

Breakdown of the long-term benchmark system

« Negotiations becoming more and more protracted
= Tohoku / Glencore failed to reach any agreement in April 2018

 Participants choosing index-linking over periodic price
negotiations

= Eg. Nippon Steel & Sumitomo Metal Corp since Q1 2017

«  What it means for Japanese coal importers
= Uncertainty!

= Need for a reliable alternative
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CHALLENGE 2

Deregulation of the electricity market
* Increasing in competition
= From new entrants and from JPUs

« What it means for Japanese coal importers

= Need for reliable risk management tools
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WHAT GLOBALCOAL
BRINGS TO THE MARKET



THE MODEL’S FOUNDATIONS

-

A set of
standard
T&Cs
and specs

~

-

An online
trading
platform

~

4 N

Reliable and
transparent
price data




WHAT HAS THIS MEANT FOR THE MARKET?

1. An additional procurement tool

* Not a replacement for bilateral negotiations

* An alternative route to market under specific circumstances
= Short-term requirement
= No availability with usual suppliers

= Need for anonymity

* Quick and efficient
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WHAT HAS THIS MEANT FOR THE MARKET?

2. Participation of traders

* More counterparties
* More procurement options
*  More flexibility

* Development of liquidity




WHAT HAS THIS MEANT FOR THE MARKET?

3. Visibility of spot and forward prices

«  Greater number of pricing points

« Equal access to price information for all market participants

Number of firm bids and offers on gC screen, 2008-2017
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WHAT HAS THIS MEANT FOR THE MARKET?

4. Emergence of the NEWC Index

« The benchmark price for the Pacific coal trade
= Areference price in annual negotiations

= Settlement basis for index-linked contracts in Japan, Australia, Indonesia,
India and elsewhere

= Est 35% - 40% of high CV thermal coal imports to Japan are priced against
the NEWC Index

« Used by governmental agencies
= E.g.India’'s CERC & Indonesia’s MEMR

Copyright © globalCOAL 2001-18




FEATURES OF THE NEWC INDEX

RELIABLE, COMPARABLE INPUTS

« All inputs stem from globalCOAL'’s online trading screen:
Actual transactions & firm bids and offers

= No hearsay, no selective reporting

« All inputs are therefore same basis — SCoTANEWC
= No subjective normalisation

Copyright © globalCOAL 2001-18



FEATURES OF THE NEWC INDEX

OBJECTIVITY & TRANSPARENCY

«  The output is the result of a pure calculation
= No journalistic intervention
= No subjective pronouncements
= No back-door influences
« The calculation is available in full, in realtime, on the
globalCOAL website

* No uncertainty, no black box

Copyright © globalCOAL 2001-18



FEATURES OF THE NEWC INDEX

FULL TRANSPARENCY

NEWC RB DES ARA DES ARA 5700 INDO 4200 HCCA

NEWC Index Calculation for Friday 24 Aug 2018

Week to Date Index

117.39 11

Current Daily Bid / Offer Index

115.50

Today's bids and offers for delivery in index months (:’)

HCCA Branded ND

View Methodology

Month to Date Index

8.44

Delivery Bids Qualifying? Delivery Offers Qualifying?
Sep"ld 115.00 v Sep'1d 116.00 v
Nov'18 110.00 HNov'18 125.00
Nov'18 108.50

Average value of qualifying offers

115.00

Average value of qualifying bids

Today's bid/offer component

115.50

This week's Bid/Offer Component

Date absolute value
20 August 2018 11675 116.75
21 August 2018 120.00 118.38
22 August 2018 120.00 118.82
23 August 2018 118.25 118.25
24 August 2013 115.50 117.70

Copyright © globalCOAL 2001-18

116.00

week's rolling value

This week's Transaction Component

Product Expiry Tonnage Price
Phys NEWC (FOB Newcastls) Sep'18 30 kt 117.00
Phys NEWC (FOB Newcastls) Oct18 25 kt 116.00
‘Week to date tonnage 55 kt

‘Week to date transaction component =
‘Weighted average transaction price

Week to date Index calculation

117.70
Bid/Offer Component
150 kt

117.39

116.55

Transaction Component

55 kt

Menth to date Index calculation

Date Weekly Index

03 August 2018 12041

10 August 2018 118.29 118.44
17 August 2018 117 68

24 August 2018 117.39




FEATURES OF THE NEWC INDEX

PARTICIPATION

- By bidding, offering and trading on the platform, stakeholders
participate directly in index formation

«  The more market activity takes place, the more robust the index
becomes

« Market participants become price makers — not price takers

Copyright © globalCOAL 2001-18



NEWC INDEX PARTICIPATION IN NUMBERS

In 2017....

-
197
iIndex-qualifying
trades
-

\_

4 N
6,361
iIndex-qualifying
bids / offers
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29 active

market participants
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WHAT HAS THIS MEANT FOR THE MARKET?

5. Development of risk management tools

* Index-linking, swaps, futures and options

- Enables buyers to:

= Secure current price ahead of negotiations

= Fix an index-linked transaction

= Actively manage exposure to market price fluctuations

Copyright © globalCOAL 2001-18




A LIQUID MARKET FOR RISK MANAGEMENT

ICE gC NEWC Futures & Options Volume, 2008-2017
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CONCENTRATION OF LIQUIDITY

Major Cleared Coal Derivative Volume in Asia, 2017 & YTD 2018
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GLOBALCOAL'S CURRENT
AND FUTURE ROLE



WHY IS GLOBALCOAL’S ROLE SO CRITICALNOW? %33

1. The NEWC Index steps in where the long-term price
system falters

- Areliable market price
- With transparent input and transparent output
- Based on multiple negotiations between multiple parties

- Any stakeholder can participate in price formation




WHY IS GLOBALCOAL’S ROLE SO CRITICALNOW? %33

2. The need for risk management tools is greater
than ever

* Ongoing deregulation of the electricity market

* Increased competition

 Intermediaries will step in to provide risk management services
to end-users so in-house expertise is not required




EXAMPLE: HEDGING A PHYSICAL SHORT

SCENARIO

A cement producer has an unfilled procurement requirement of 25,000mt
for June 2019. There are no physical sellers in the market at the moment.

OBJECTIVE

Because the buyer expects coal prices to increase, he is keen to lock in
the current market price of $100/mt for his coal.

ACTION

The cement producer BUYS 25,000mt of Jun’19 gC ICE NEWC Futures,
at the current market price of $100/mt.

Copyright © globalCOAL 2001-18



EXAMPLE: HEDGING A PHYSICAL SHORT

NEGOTIATION

In January 2019, the cement producer’s favoured supplier is ready to
negotiate the June transaction. The cement producer agrees to a fixed
price at the current market rate, and simultaneously sells his futures.

OUTCOME

Regardless of the direction of prices, the cement producer has locked in

his price of $100/mt:

Prices have INCREASED to $110/mt

Cashflow from physical: -$110/mt
Cashflow from futures: +$10/mt
Net cost: $100/mt

/

Copyright © globalCOAL 2001-18

-
Prices have DECLINED to $90/mt
Cashflow from physical: -$90/mt
Cashflow from futures: -$10/mt
Net cost: $100/mt Y




GLOBALCOAL’S ROLE IN THE FUTURE

* Tend to SCoTA and the NEWC RSS
= Ensure they remain in line with market practice
= Reflect any regulatory development

= Close any loopholes

- Encourage the growth of liquidity
= Recruiting new Market Members

= Supporting market participants to become active on screen

« Continue to protect the integrity of the NEWC Index
= Comply with UK, European benchmark legislation
= Enforce highest standards of conduct on the trading screen
= Provide vigorous oversight of the index formation process

Copyright © globalCOAL 2001-18



HOW CAN YOU HELP:...

* More screen participation from Japanese market
participants will strengthen the NEWC Index

«  What can help overcome obstacles to participation?
= Greater fuel flexibility, particularly with the use of blending
= Education about SCoTA and the trading screen
= Less reliance on long-term contracts

- Spot market participation on the globalCOAL screen and
the use of more flexible pricing mechanisms will improve
the position of Japan’s consumers of Australian high-CV
thermal coal

Copyright © globalCOAL 2001-18



...AND HOW GC CAN HELP YOU

« Consuming more generic NEWC spec coal will reduce dependence
towards brands

* Using SCoTA will free the Japanese coal consumers from destination
restriction clauses in producer contracts

* The platform provides an easy route for Japanese coal consumers to
start selling as well as buying coal (active position management)

* The platform’s anonymity can help Japanese coal consumers execute
more complex procurement strategies

« Diversifying procurement to include lower spec coals, such as
globalCOAL'’s High Ash Australian or FOB INDO 4200, will improve
Japanese coal consumers’ bargaining position

Copyright © globalCOAL 2001-18
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THE NEWC INDEX
METHODOLOGY



OVERVIEW

«  An empirical methodology relying on a pure calculation

- Allinputs transparently sourced from activity in the Phys
NEWC market on the globalCOAL platform

= No risk of ‘selective reporting’
= No subjective interpretation

= No subjective normalisation

Rules, filters, and compliance oversight ensure the reliability
of the inputs and the credibility of the output

Copyright © globalCOAL 2001-18




INDEX COMPOSITION

« The Weekly NEWC Index is composed of:

The Transaction The Bid/Offer
Component Component

* The Monthly NEWC Index is a simple average of the 4 or 5
Weekly NEWC Index values contained in an Index Month




THE TRANSACTION COMPONENT

* Volume-weighted average of the qualifying transactions
executed during the week

* Qualifying transactions are:
= In the fixed price Phys NEWC contract
= Executed on the globalCOAL screen
= Executed between 02.00 and 12.00 London time

= For delivery within the prompt 3 months following the current Index
Month

Eg. In the first week of June, transactions for delivery in
July, August or September will qualify

Copyright © globalCOAL 2001-18




THE DAILY BID/OFFER COMPONENT

* Qualifying bids and offers are:
= |n the fixed price Phys NEWC contract
= Posted as firm prices on the globalCOAL screen
= Posted for a minimum of 15 minutes
= Posted between 02.00 and 12.00 London time

= For delivery within the prompt 3 months following the current
calendar month

The number of bids and offers included in the calculation is
subject to further filters — including one which ensures only bids
within 4% of the best bid and offers within 4% of the best offer
are eligible

- All qualifying prices are tradeable by a minimum number of
counterparties

Copyright © globalCOAL 2001-18




DAILY BID/OFFER FILTER EXAMPLE

Applicable Bids and Offers posted today

BIDS (US$/mt

OFFERS (US$/mt

June 92.75 June 93.40
June 92.25 July 94.50
July 91.75 June 95.00
June 91.00 July 95.75
June 91.00 July 96.00
July 90.75 August 97.50

August 89.50

August 89.00

Filtering the number of bids and offers for inclusion in the Daily Bid-Offer Component

FILTER BIDS OFFERS

Max number of prices to be included 10 10

Number of prices falling within 4% of the best bid and best offer 7 5
20% of the number of bids and 20% of the number of offers (minimum 1) 2 1
The lower of the number of filtered bids and offers 1 1
Qualifying bid(s) and offer(s) for the Daily Bid-Offer Component

June 92.75 June 93.40

Average of qualifying bid and offer = US$ 93.08
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CALCULATING THE WEEKLY INDEX

Transaction Component Bid/Offer Component
X

X
Tonnage transacted + 150,000mt

[ Tonnage transacted + 150,000mt J

- Bid/Offer Component is allocated a fixed weighting of 150kt
« Transaction Component is weighted on executed tonnage

- The moretonnes are traded, the more transacted prices
weigh in the final calculation

Copyright © globalCOAL 2001-18



 What if there are no bids or offers on a particular day?
The previous day’s Daily Bid/Offer value is used

What if there are no transactions during one week?
The methodology is unchanged and the index is calculated on the
basis of bid / offer data

 What if there are no bids, offers or transactions in one week?
In this highly unusual situation, the NEWC Index will remain
unchanged from the last published value

* Is the Index calculated every day?
Only five days are excluded: New Year’s Day, Easter Friday, Easter
Monday, Christmas Day and Boxing Day
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