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Word of proposed Japanese tax on coal causes surprise, speculation within industry

 The thunderbolt of a proposed tax on coal imports into Japan has led to confusion among coal suppliers and shippers who were last week struggling to digest the news. Japan's Ministry for Economy Trade and Industry (METI) has "officially hinted" that a tax on coal imports will come into force on Apdl I next year. But so far no one is exactly sure how much the tax will be or what form it will take.

 Industry players are divided on the significance of the news, although most seem agreed that a tax in some form is likely to be introduced. Japanese officials have said the tax is aimed at reducing the use of coal in power generation and encouraging the use of cleaner fuels. Estimates on the scale of the duty have ranged from 50 US cents through US$3 to as much as $45/mt. Duty on a level similar to that imposed on natural gas or oil would bring the figure to a more realistic 80 cents to US$3/mt on thermal coal. Japan is the world's largest importer of steam coal for power generation and accounts for 22% of world coal imports, mainly from Australia, South Africa, the US and China. Any tax on imports would hit the traditional suppliers hard. Japan last year imported 87 million mt of steam coal and 60 million mt of coking coal.

 So far, however, the major producers seem to be adopting a head-in-the-sand approach and remain reticent about the possible implications of the tax, perhaps hoping that the rumors prove false. A Rio Tinto spokesman told ICR, We have heard that an idea has been floated but we simply feel there is not enough information yet and it is too early to comment." One analyst told ICR(International Coal Report), "This seems to be a very early stage proposal which is a repeat of a Japanese proposal of several years ago which never got off the ground then. There does not seem to be any great concem about it within the major mining companies. "My guess is there will be a lot of hard lobbying from the power companies and then the tax will be introduced in a watered down form."

 A Japanese source admitted that the news had come as a "big surprise" to the indnstry but said that the new tax was almost certain to be introduced. "METI has not mader any official announcement but it has officia11y hinted that the tax will be imposed. I think it could take some time before any official announcement is made because it could take a while to sort out."  And he said that power companies had already begun to make noises about resisting any such levy. "I have heard that Tokyo Electric Power Co. (Tepco) is thinking of not agreeing to this sort of taxation and I believe all the power utilities are trying to discuss the matter with the goverment." Tepco would likely be especially hard hit by the duty increase, particularly in the light of problems it is experiencing with its nuclear reactors. The source added that some Australian coal suppliers are already "going aggressive" in a bid to fill any potential gap left by holes in nuclear power output.

 The move to impose the coal tax has also puzzled analysts who think it will hit Japan's fragile economic recovery. Charles Kernot of BNP Paribas told ICR, "From the sound of it there are already import taxes on various fuel sources such as oil, natural gas and LNG, but coal has so far escaped. From that perspective and the fact that the Japanese government has signed up to Kyoto and wants to push ahead with environmental improvements, an equalization of the tax structure would seem reasonable." He said the tax would be more of an environmental tax than aimed specifically at coal. "All the other fuels are already taxed and coal as the biggest producer of CO2 will have to be the target." Coal suppliers win not be the only ones hit if the new tax goes ahead. Ship owners have already woken up to the news that the coal trade could slow down in the Pacitic. "The phones lit up when the owners caught wind of this," one broker told ICR.

 Mining shares were also hit by the news and experienced drops across the board last week.

International Coal Report, 10 September, 2002

'Coal mining plays major role in East Kutai economy'
Mining activities have become a major factor in economic growth in remote areas of the country after regional administrations obtained greater power in managing natural resources through the autonomy policy, according to a survey. The Institute for Economy and Society Research (LPEM) of the University of Indonesia said in its survey on the impact of activities of coal mining giant PT Kaltim Prima Coal (KPC) on the local economy that the mining operation, along with other mining activities, contributed some 74 percent to the gross domestic product (GDP) of the East Kutai regency in East Kalimantan.KPC's operation is located in the regency's Sangatta jungle. The LPEM report said that in 2000, the contribution of mining activities to the GDP of the East Kutai regency amounted to Rp 2.56 billion (US$287.64 million) out of the regency's total GDP value of Rp 3.60 billion. "KPC's coal exports are a stimulus for the East Kutai economy," LPEM said in the report, a copy of which was obtained by The Jakarta Post. According to the regional autonomy policy launched in 1999, regional governments obtain 80 percent of the royalties paid by mining firms, while the remaining 20 percent is given to the central government. KPC pays 13.5 percent of its net sales in royalties to the government. In 2001, East Kutai received some Rp 177 billion in royalty revenue from KPC alone. More than 63 percent of the revenue obtained by the regency came from its natural resources through the revenue split mechanism with the central government. KPC is owned by Anglo-Australia mining giant Rio Tinto and Anglo-American energy giant BP. The two investors have been locked in a dispute with the local government over an obligation to divest a stake of up to 51 percent to Indonesian investors. The company produced some 15.6 million tons of coal last year, all of which were exported. The LPEM survey said that the KPC mining operation had increased the income of locals, both those working with the company or in other sectors related to the coal mining operation. KPC employs 5,923 people, but LPEM said that some 70,921 people were working in various other sectors linked to the coal mining operation. In addition to royalties, KPC also pays rent to the East Kutai government, which last year amounted to Rp 515 million, for land concessions covering some 91,000 hectares.
The Jakarta Post, 18 September, 2002

Yanzhou Coal, Xstrata in talks for joint ventures in China and Australia

 Yanzhou Coal Mining of China was thick in talks for a possible export of its pioneering top-caving coal mining technology to Xstrata's Ulan mine, while the latter was also believed to be negotiating for an equity stake in Yanzhou, an industry source told ICR. The talks for a possible reciprocal joint venture have been going on for several months already, the source said. "But really, there's nothing definite in any shape or form that has been going on," the source said.

 "Yanzhou Coal is looking to develop their top coal caving technology in Australia and they are talking to a number of companies, including Ulan," the source added.

 As opposed to the slicing method employed on thick underground seams, top caving involves the extraction of a single panel in the lower portion of the thick seam. The top coal is then allowed to cave in the normal manner, leaving the company with less number of roads to develop and less equipment needed. The system can extract a greater seam height of coal within a production panel area in a single sweep, involving less links in the production chain. The company said the rate of extraction could be quadrupled compared to the conventional longwall method.

 Major westren coal players have set up representative offices in recent years in China, including BHP Billiton and Rio Tinto, which have gone on record to say that they were interested in forming a coal mining alliance with Chinese mining outfits if at all possible.

International Coal Report 2 September, 2002

OSM Sees Stronger Rules in the Making

 The Office of Surface Mining (OSM) foresees stronger rule changes growing out of the study underway by several government agencies on the environmental effects of mountaintop mining and excess spoil fills, said OSM Director Jeffrey Jarrett. He said that the agency “envisions strengthening our rules and enhancing stream protection” on the basis of the report, a draft of which is expected by the end of summer for public comments.

 “Based on the environmental impact statements, the Office of Surface Mining envisions strengthening our rules and enhancing stream protection with three changes,” Jarrett said.

 “First, we will require that permit applications include more information on water resources and potential adverse environmental impacts. Second, we will minimize the volume of excess spoil fill material produced by mining operations, and thus reduce the need to dump in streams. Finally, we will only consider placement of fills in intermittent or perennial streams where there is no practical alternative,” he said.

 OSM must have responsible permitting for acid mine drainage. “There seems to be a feeling that it is OK to issue a permit that will cause acid mine drainage as long as there is a bond to cover it. We strongly disagree,” Jarrett said. “We intend to conduct a national rulemaking on the funding treatment of polluted discharges at bond forfeiture sites, and we are soliciting public comments to start the process. We are looking for ideas from the people who are on the ground and must deal with the problem on a daily basis.
Coal Age, August 2002
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