Coal funding premia: Port of Newcastle USD deal

Ulf Erlandsson (*), Nona Alexander

The Port of Newcastle - the world’s largest coal terminal - this week issued an inaugural bond in
USD. The transaction was sized at USD300mn and priced at a 6% yield (CT10+441.6bp), equivalent to

a spread over swaps / z-spread of around 465bps.' We illustrate this bond’s pricing in Figure 1

(PONEIV 5.9 11/31, ISINs: USQ7700PAA23 - REGS, US734865AA63 - 144a) alongside that of similar
bonds in the BBB- rating category.? The bond has an expected rating of Baa3/BBB-/BBB- (Moody’s /

S&P / Fitch).

This pricing implies a very substantial increase in the cost of capital for coal issuers for longer-dated
capital. ROIs required for coal projects should accordingly see adjusments for such high costs of

capital going forward.

It should be noted that in general, credit ratings have an up-to-five-year forward-looking window. In
order to calibrate what the wide pricing implies in terms of credit rating / default probability, we
compare the bond with 10y equivalents in lower rating categories (BB+/BB/BB-), as illustrated in
Figure 2. This yields a long-term rating of BB-/B+ rather than BBB-. Looking at spread-implied

default probabilities, our calculations suggest a cumulative default probability of >50% for the

issuer.®

Figure 1. New PONEIV bonds vs BBB- rated (left); BB-/B+ rated (right) USD benchmark bond's
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1 We have previously covered other debt market transactions with respect to Port of Newcastle in “Lipstick on a pig: NAB’s
, 6 May 2021. The former piece provides specific details on

sustainability loan to coal”, 4 May 2021; “’Peak greenwashing

9

the activities of the Port of Newcastle. See also “Port of Newcastle’s roadblock on the path away from thermal coal”, IEEFA

Australia, 18 Mar 2021.

2 «Fitch Rates Port of Newcastle’s Proposed Senior Secured USD Notes ‘BBB-(EXP); Outlook Stable”, Fitch, 8 Nov 2021.

3 Default probabilities will be highly dependent on the assumption of recovery values. Our >50% cumulative probability

assumes a recovery value of 40% or more.

Not investment advice. This version 19 Nov 2021. Important disclaimers at the end of the document.
(*) Anthropocene Fixed Income Institute (www.anthropocenefii.org), uge@anthropocenefii.org
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https://anthropocenefii.org/afii-nab-citi-coal#feac9dc9-1be1-4961-a031-ab8a5095f7c6
https://anthropocenefii.org/afii-nab-citi-coal
https://ieefa.org/ieefa-australia-port-of-newcastles-debt-dilemma/
https://www.fitchratings.com/research/infrastructure-project-finance/fitch-rates-port-of-newcastle-proposed-senior-secured-usd-notes-bbb-exp-outlook-stable-08-11-2021

IMPORTANT DISCLAIMER:

This report is for information and educational purposes only. The Anthropocene Fixed Income
Institute (‘AFII’) does not provide tax, legal, investment or accounting advice. This report is not
intended to provide, and should not be relied on for, tax, legal, investment or accounting advice.
Nothing in this report is intended as investment advice, as an offer or solicitation of an offer to buy
or sell, or as a recommendation, endorsement, or sponsorship of any security, company, or fund.
AFll is not responsible for any investment decision made by you. You are responsible for your own
investment research and investment decisions. This report is not meant as a general guide to
investing, nor as a source of any specific investment recommendation. Unless attributed to others,
any opinions expressed are our current opinions only. Certain information presented may have been
provided by third parties. AFll believes that such third-party information is reliable, and has checked
public records to verify it wherever possible, but does not guarantee its accuracy, timeliness or
completeness; and it is subject to change without notice.

The Anthropocene Fixed Income Institute is a non-profit organization “to monitor, advocate for and
influence the impact of the fixed income and bond markets in the age of human induced climate
change.” For more information about the Institute, please visit wwww.anthropocenefii.org or follow
us using the hashtag #anthropocenetfi,

i#t'.l“.‘.".‘

b L e o ¥ = L = ]




