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Background 

I, Cecilie Næss (M.Eng, MBA), have been in the resources industry for over 25 years with experience 
in both technical and commercial senior roles.  The last 18 years have been spent in the coal mining 
industry in the Hunter Valley, NSW; from 2000 to 2012 with Rio Tinto and from 2012 to present as an 
independent consultant providing analytical advice to a number of resources companies. Some key 
projects that this assessment is based on are: 

 Coal & Allied’s (Rio Tinto subsidiary) acquisition of Peabody assets (5 coal mines) in 2001 
 Mount Pleasant new mine development evaluation 2001-2002 
 Hunter Valley Operations business improvement program 2003 
 Mount Thorley Warkworth business improvement program 2004-2005 
 Rio Tinto NSW coal assets (Hunter Valley and Gunnedah) strategic planning project 2006 
 Hunter Valley optimisation program 2007 
 Evaluation of potential mine acquisitions and developments 2008-2009 
 Divestment of Gunnedah assets 2010 
 Hunter Valley mine expansions 2011 -2012 
 Vale Australia’s Integra mine business improvement program and temporary closure 2013-

2014 
 Coal & Allied mine valuations as part of divestment transaction 2016-2017 

I have been responsible for detailed analysis of financial factors for all these projects and have 
authored numerous capital investment applications and board papers which were instrumental in the 
final decision making. My initial role title in 2000 was Senior Business Analyst, I was promoted to 
Manager Business Improvement in 2003 and have held a number of Manager level positions since 
then.  For the report updates, my experience in valuing coal assets in 2016-17 has provided a recent 
and detailed view on current mining costs and factors relevant to decision making in coal mine 
investments. 
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Summary 
 

This report is an updated assessment of navigation and wharfage charges imposed by Port of 
Newcastle on users of the Port (Port Charges) and its impact on coal mine decision making for the 
Hunter Valley, NSW. My original evaluation was carried out in June 2015 (in relation to the Port of 
Newcastle’s response to Glencore’s application to declare the shipping channel service) and this is a 
further review primarily related to the Port of Newcastle’s submission to the National Competition 
Council (NCC) regarding revoking the declaration that is currently in place over the shipping channel 
service.  The key conclusions in my previous report remain the same, being that: 

 Port Charges are not considered a material cost of operating or developing a coal mine. They 
currently amount to less than 1% of total operating cost and this is within margin of error for 
any mine development. Consequently, the Port Charges are not a determinant of final 
investment decisions to open or expand coal mines. 

 Key factors for consideration when funding a coal mine are the coal resource characteristics 
such as the strip ratio, the coal quality, environmental and community constraints and the 
coal market.  

 Site costs are usually the main focus for a coal company operating a coal mine, these are more 
readily within operators’ control and the large majority of business improvement programs 
focus on these costs. 

 For offsite costs and profit margin preservation, coal companies prioritise spending resources 
on streamlining logistics management and optimising coal quality. 

 For new coal mines or expansions to existing mines, cost saving efforts and risk assessments 
will largely be concentrated on the upfront capital cost estimates. 

In addition, in my view, incentives to invest in coal mining projects or competition in the acquisition 
and disposal of mining authorities in the Port’s catchment area will not be improved with declaration 
in place, nor is it likely to be adversely affected in a future without declaration.  
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Introduction 
 

The Port of Newcastle was privatised in May 2014 and has since been operating under Port of 
Newcastle Operations Pty Ltd (as trustee of the Port of Newcastle Unit Trust). Port Charges were 
increased in 2015.  Glencore subsequently prepared an Application to the NCC for declaration of the 
shipping channel service.  Port of Newcastle Operations Pty Ltd (PNO) prepared a response for 
submission in June 2015.  In order to support that submission, PNO contacted Cecilie Næss from 
RESOURCEFULNÆSS CONSULTING to provide a view on Port Charges and its relative importance in 
coal mine investment decision making. A report was prepared in June 2015.  

In September 2018, PNO  requested an update of the 2015 report and its findings, as well as addressing 
two specific matters raised by the NCC in relation to PNO’s application to revoke the current 
declaration in place over the shipping channel service at the Port of Newcastle under Part IIIA of the 
Competition and Consumer Act 2010. The NCC has requested further submissions on: 

1.  investments incentives in new coal mining projects in the port’s catchment area with and 
without declaration; and 

2.  the effect of declaration on competition in the acquisition and disposal of exploration and/or 
mining authorities. 
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Coal Mine Operating Cost 
 

There have been no relevant changes which affect my assessments made in 2015 and the conclusions 
contained in my report of June 2015 remain valid.  

The total cost of sales for a tonne of coal is typically split into two main groups: 

1. Site costs or FOR (Free on Rail) costs which include operations, maintenance, administration, 
technical and environmental services, safety and human resources; and 

2. Off-site costs or FOR to FOB (Free on Board) costs which include rail, port and terminal, 
demurrage, administration and royalties. 

Site costs would generally make up around 75% of total cost, with 25% for off-site costs.  Total terminal 
and port charges would usually make up less than a quarter of the off-site costs, depending on the 
mine’s location (which impacts on rail costs) and the demurrage situation. Port Charges are then only 
a fraction of the off-site costs, so it is clear that Port Charges are a very small proportion of the overall 
cost of sales for a tonne of coal.  Even after the price increases of 2015 and subsequent annual price 
reviews,  Port Charges are estimated to amount to less than 1% of the total FOB cost for a typical 
tonne of coal produced in the Hunter Valley. This is not a material cost in my view. 

In my view, the key factors impacting on the profitability of a coal mine operation and hence incentives 
to invest in coal mines or acquire coal mine authorities are: 

 Coal resource and the mine plan. Strip ratio is by far the most important determinant of site 
operating costs in terms of ongoing equipment and labour requirements and also upfront 
capital for equipment. 

 Coal quality.  This has a significant impact on revenue and higher quality coal will improve 
profit margins directly by requiring same operating cost (on-site and off-site) but simply 
generate a higher price per tonne. 

 Environmental and community constraints.  These could impact on ability to operate at night 
and during windy conditions, and lead to additional requirements on equipment such as noise 
attenuation, all having an impact on cost. 

 Coal market, both in terms of pricing and volume. 

Access to port, terminal and rail capacity are logistical risk factors that are considered in a due 
diligence process, however the cost of these, including Port Charges, is rarely a factor for assessing 
risk in these areas, in my experience. 
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Coal Mine Cost Considerations 
 

Existing Coal Mines 

The coal market is volatile and prices go through cycles on a regular basis. In order to remain 
competitive, coal mine operators are continually focused on the cost effectiveness of their operations.  
Business improvement programs are usually targeting the key areas within site management’s control 
such as improved productivity and equipment utilisation, reduction in coal loss and optimised mine 
planning. Cost reductions in the order of several $/tonne can be achieved through concerted efforts 
in these areas.   

Off-site cost efficiency initiatives are usually centred on optimising logistics management. For larger 
operations where there is scheduling of several operations and blending of products between sites 
this can lead to improved revenue. For smaller operations, the optimised processing of product to 
better match contract specifications is also an important consideration. Small improvements in coal 
quality can bring significant benefits to revenue (several $/tonne) that far outweigh many cost saving 
initiatives in terms of direct impact on profit margin. 

In my experience working with small, marginal producers that were challenged during the low-price 
environment experienced during 2012-2015, such producers initiated a number of different 
improvement programs in order to remain profitable. Despite severe site cost reductions, some mines 
were eventually put on care & maintenance and stayed non-operational for some time. The lack of 
profitability of such mines was due to low prices, high site cost and requirement for expansion capital, 
with the Port Charges, both current (at that time) and any uncertainty regarding future cost, having 
played no role in such decisions. 

 

New Coal Mines 

When evaluating the possibility of investing in new coal mining projects in the Port’s catchment area, 
either as an extension to an existing operation, a green field development or an acquisition, costs are 
carefully estimated to assess the profitability of the opportunity. Whilst operating cost are considered, 
up front capital cost becomes the primary concern due to its much bigger impact on the Net Present 
Value of the project.  Port Charges, being only a small fraction of total operating costs, are therefore 
not, in my view, part of the decision-making process for new coal mines or investment in new coal 
mining projects. For a proposed new mine development in the Hunter Valley, the lack of port terminal 
capacity, however, was one of the key factors preventing commencement of operations in the early 
2000s.  

In my recent experience making evaluations to determine the Net Present Value of certain coal mining 
assets in the Hunter Valley during 2016-17, the Port Charges (both current and projected future 
charges) were not considered material and did not form any part of the sensitivity analysis, risk 
assessments or final decision making.  
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Effect of Port of Newcastle being declared  

The shipping channel service at the Port of Newcastle was declared in 2016 and PNO lodged an 
application in July 2018 to revoke the declaration.   
 
I have been asked to provide my view on the impact on investments incentives in new coal mining 
projects in the port’s catchment area with and without declaration;   
 
 

In my view, maintaining declaration, even if it had the result of reducing Port Charges, 
would have no discernible impact on investment incentives in new coal mining 
projects in the port’s catchment area.  Revoking declaration is also in my view unlikely 
to have a significant negative effect on investment incentives in new coal mining 
projects in the port’s catchment area.  In my view Port Charges are unlikely to be 
material to determining an investment decision.  Numerous other market forces and 
factors (such as coal price, exchange rate, labour rates, fuel prices, government 
regulations and policies) are more likely to have an adverse impact on investment 
incentives for new coal mining projects.   
 

 
I have also been asked to provide my views on the effect of declaration on competition in the 
acquisition and disposal of exploration and/or mining authorities; 
 

Based on the analysis stated above, in my view, maintaining declaration would have 
no discernible impact on competition in the acquisition and disposal of exploration 
and/or mining authorities. I also consider that revoking declaration is unlikely to have 
a material effect on competition in the acquisition and disposal of mining authorities, 
either within the port’s catchment area or with other coal producing regions. 

 

As outlined above, when coal operators are considering whether to invest in new coal mining projects, 
or considering the acquisition or disposal of exploration and/or mining authorities, attractive coal 
assets for investment are typically large, long-life resources with good quality coal in a location that 
requires minimum investment in new infrastructure.  These are the factors that drive the cost profile 
and a competitive edge is created by clever mine planning and scheduling, logistics management and 
blending, as well as marketing.  Costs such as Port Charges are a minor part of any evaluation and are 
of no particular importance for decision-making. Whether or not the channel service at the Port is 
declared is unlikely to have any discernible impact on the incentive to invest. In my recent experience 
evaluating certain coal mining assets in the Hunter Valley since the declaration came into effect in 
2016, the fact that the channel service at the Port had recently been declared did not feature in any 
discussion, analysis or negotiation that I was part of. 
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Conclusion 
 

It remains my view that the current level of Port Charges represents an immaterial cost for a coal mine 
operator or investor.  Less than 1% of the FOB cost is well within the margin of error for cost estimates, 
both for existing and new mines. During the 18 years of working in the Hunter Valley coal industry I 
have not taken part in or heard of a project that has investigated amount or volatility of Port Charges 
in the context of investment decisions, nor have Port Charges played any role in due diligence activity 
or risk assessment of new mines. Several other areas of opportunity can deliver significantly higher 
benefits and current and likely future Port Charges are not considered a risk to cost competitiveness 
for existing and new coal mines in the Hunter Valley.  Whether or not the channel service at the port 
is declared does not change this view. 

 

 

 

Yours sincerely, 

 

Cecilie Næss 

Principal Consultant   

 

 

 

 

 

In preparing this report, the Author has made all the inquiries that the Author believes is desirable and 
appropriate and that no matters of significance that the Author regards as relevant, have to the 
Authors knowledge been withheld. 
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