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The Tongue River Railroad DEIS:

A market analysis riddled with factual errors

Executive Summary

Appendix C of the Tongue River Railroad Draft Environmental Impact Statement (TRRR DEIS) alleges to
analyze national and international coal markets, and how those markets would affect proposed coal
mining projects in the Tongue River region. Yet the DEIS analysis is riddled with basic factual errors, and
with selective and biased readings of the available evidence. For example:

e Appendix C inaccurately asserts that Powder River Basin (PRB) coal would be economically
competitive in Asian markets. In today’s market, this is simply false. Coal industry financial
statements, as well as statements by coal industry executives, unequivocally demonstrate that
even the most competitive PRB coal exporters have not earned a profit selling coal to Asia since
mid-2013. The DEIS does not explain the evidence, assumptions, or methods it uses to conclude
that Tongue River coal exports would earn a profit in seaborne coal markets.

e Appendix C mischaracterizes international coal prices and price trends. Contrary to the
assertions of the DEIS, international coal prices are now lower than they were at the depths of
the global recession in 2009. Furthermore, and again contrary to the claims of the DEIS, a
“general global economic slowdown” did not cause a decline in international coal prices from
2011 to 2014. Instead, Pacific Rim coal prices plummeted because international suppliers
flooded the seaborne coal market with inexpensive coal, even as China made structural shifts in
its economy to increase the supply of low-cost coal while curbing coal demand growth.

o Appendix C cherry-picks data to make PRB exports look unrealistically viable. As one example,
the DEIS asserts that exchange rate trends from 2003 through mid-2013 favor US coal exports.
Yet starting in mid-2013—nearly two years before the DEIS was published—the US dollar
strengthened rapidly against both the Australian dollar and the Indonesian rupiah. These
currency trends radically undermined the economic viability of US coal exports in the Pacific Rim,
yet the DEIS analysis simply ignores them.

These errors should be troubling to anyone who looks to the DEIS for an accurate analysis of global coal
market trends. But just as troubling, the DEIS analysis displays persistent biases in language, tone, and
assumptions that tend to put the economic and environmental performance of Tongue River coal in the
most favorable light possible. Since the DEIS coal market analysis lacks even basic transparency in
assumptions and methods, the presence of so many overt biases and inaccuracies suggests that the
analysis as a whole is riddled with covert errors and biases. Statements in the DEIS also strongly suggest
that the conclusions of the DEIS market analysis are based on circular reasoning, with key conclusions
built into the assumptions themselves. Appendix C’s current international market assessment should be
abandoned in its entirety, and replaced with a more transparent analysis that accurately reflects the
dynamics and structure of today’s international coal market.



Contrary to the DEIS’s claims, Tongue River coal cannot compete in today’s Pacific Rim coal market.
On p. C.1-8, the DEIS states:

“[T]he expansion of the Pacific Northwest export terminals would allow Tongue River coal to be
delivered to the Pacific Basin at competitive prices.”

The DEIS does not specify the cost and pricing assumptions used to justify this statement. But in today’s
market, and at all prices currently projected in the international futures market, this statement is flatly
wrong. There is no realistic possibility for profitable export of Tongue River coal via existing or proposed
Northwest terminals, unless international coal prices stage a substantial and sustained rebound.

Prices are now too low for PRB exports to earn a profit in Asia. According to the World Bank, prices for
Australian benchmark coal have fallen 55 percent from their early 2011 peak." The futures market
projects that Pacific Rim coal prices will continue to fall, with forward contracts remaining below current
prices through at least December 2021.% Prices for Indonesian sub-bituminous coal are even lower than
Australian prices; a ton of coal with higher energy content than is produced in most of the Tongue River
currently sells for about $42, with futures markets suggesting that prices will actually decline in the
coming years.? At these low prices, there is simply no way for US coal companies to export Tongue River
coal at competitive prices.

One way to see how poorly Tongue River coal would fare in Pacific Rim markets is to look at the record
of losses from recent PRB coal exports. Cloud Peak Energy is the only company currently exporting PRB
coal to Asia. The company exports coal from its Spring Creek mine, which has two distinct advantages
over competing PRB coals: it boasts one of the highest calorie values of any Powder River Basin mine,
and it also offers a shorter rail shipping
distance to Northwest ports than most
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export sales since mid-2013.”

Cloud Peak executives have publicly admitted that the company’s Asian coal sales are awash in red ink.
In a February 2015 investor conference call, Cloud Peak CEO Collin Marshall said that the company’s
export arm would sustain a $35 million dollar loss for the year, even after accounting for $21 million in
gains from its futures market hedges.® And during Cloud Peak’s May 2015 investor call Marshall
highlighted the company’s success in trimming its export losses by reducing export volumes for the
year.’

Furthermore, Marshall has admitted that his company requires Newcastle, Australia coal benchmark
prices above $75 per ton in order to earn significant profits from exports.® But futures prices for the
Newcastle coal benchmark currently remain below $55 through the end of 2021°—suggesting that
international coal market participants expect Cloud Peak’s coal exports to remain deeply unprofitable
for at least 6 and a half years, and possibly longer.

As further corroboration of the unprofitability of PRB exports, Arch Coal—a competitor of Cloud Peak,
and the proposed developer of coal mines that would be served by the Tongue River Railroad—
essentially abandoned its coal export plans in early 2014, with the company’s CFO admitting that they’d
elected to accept $12.5 million in contractual penalties to rail and port companies to avoid even steeper
losses on the export markets.™

Coal industry analysts agree that the prospects for profitable PRB coal exports look dire. In a recent
article, for example, IHS Energy chief editor Bob Hodges quotes analyst Mark Levin from BB&T Capital
Markets: “The PRB can't seem to catch a break...The export market is nearly dormant with front-quarter
Newcastle prices...a good $15-$20/mt out of the money.” This estimate is broadly consistent with the
financial performance of Cloud Peak’s export arm, and the statements of the company’s executives.

Development of additional terminal capacity in the Pacific Northwest will do nothing to improve
international market prices. Indeed, additional US coal export capacity may exacerbate the global
oversupply that deflated the seaborne coal prices between 2011 and 2015.

Similarly, additional terminal capacity on the west coast will do little or nothing to improve the
profitability of PRB coal exports. The proposed Gateway Pacific Terminal outside Bellingham, Washington
will likely offer a nearly identical transportation and handling cost profile as the current Westshore
terminal in British Columbia, from which PRB coal exports have already proven unprofitable. And while the
proposed Millennium Bulk Terminal outside of Longview, Washington may offer slightly lower rail costs
than either the Gateway Pacific or Westshore terminal locations, the terminal’s relatively shallow berthage
on the Columbia River would eliminate the potential for cost-efficient international shipping in the
massive "Capesize” vessels that would be handled at competing ports.

In summary, there is no credible economic basis on which the DEIS can assert that Tongue River coal can
be profitably sold in Pacific Rim markets. To regain its credibility, the final EIS must abandon all claims
that Tongue River coal will be competitive in Asian markets. Just as importantly, the final DEIS must
explicitly state the assumptions about international coal prices, rail costs, port terminal costs, and



international shipping costs that it uses to justify claims about the potential profitability of Tongue River
coal in Asia. Only by making all economic assumptions and methods transparent and explicit can the
DEIS present a convincing picture of the economic prospects for Tongue River coal exports.

The Tongue River Railroad DEIS mischaracterizes international coal prices.
The TRRR DEIS makes the following statements on page C.1-7:

The price for coal delivered to export markets in the Pacific Basin increased between 2009 and
2014...Prices between 2011 and 2014 have generally fallen, but are still above the 2009 price
levels.

The italicized clauses are misleading at best, and false at worst.

Benchmark coal prices in Newcastle, Australia—the most commonly cited pricing reference for the
Pacific Rim coal market—rose sharply from mid-2009 through mid-2011, but fell from 2011 through the
middle of 2015. If anything, coal prices were lower in 2014 than in 2009: Newcastle prices averaged
$71.84 per ton in 2009, but just $70.13 in 2014—a modest decline in current-year dollars, and an even
more substantial decline of S9 per ton after adjusting for inflation. Prices have continued to fall; by
March 2015—and before the DEIS was published—Newcastle prices averaged $60.62, breaching the
lowest price of any month in 2009."

In short, not only was the annual average Newcastle coal price for 2014 lower than for 2009, but by
early 2015 prices had fallen below the lowest month of 2009. There is absolutely no reason for the DEIS,
published in early 2015, to misstate price trends in 2014, or to ignore price trends for the first months of
2015. Just as with the inaccurate portrayal of Tongue River coal’s competitiveness in international
markets, the incorrect discussion price trends in the DEIS appears to reflect a bias in favor of the
economic prospects for Tongue River coal exports.

The DEIS misstates international coal price trends.
On page C.1-7 the DEIS states:

[T]he decrease in price between 2011 and 2014 is due to softening demand from a general
global economic slowdown.

The italicized clause is simply false. The decrease in Pacific Rim seaborne coal prices from 2011 through
2014 had very little to do with softening global demand for coal, or to a general global economic
slowdown. Quite to the contrary, seaborne coal sales volumes, led by China, grew steadily from 2011
through mid-2014. Moreover, World Bank data shows that the global economy expanded steadily from
2011 through 2014, though it did grow more slowly than in the red-hot years following the 2008 global
economic meltdown.*

The principal reason that coal prices declined so rapidly between 2011 and 2014 was that suppliers
flooded Pacific Rim markets with low-cost coal. Starting in 2009, coal producers in Australia, Indonesia,



and Russia made massive investments in their coal mining and export capacity, quickly boosting both
total output and export volumes.™ At the same time, China made major investments to modernize its
coal mining industry and to eliminate rail transportation bottlenecks that had made it difficult to move
coal from inland coal mines to coastal markets.'* The rapid increase of coal supplies throughout the
Pacific Rim brought prices down rapidly from their 2011 highs, even as demand on the seaborne coal
volumes grew steadily from 2011 through the middle of 2014.

Global demand for coal has softened since mid-2014, led primarily by a decline in Chinese demand for
seaborne coal. Although China’s economy continues to grow quickly by global standards, the pace of
Chinese GDP growth has moderated." At the same time, a shift away from manufacturing and towards
services has improved the energy intensity of the Chinese economy as a whole.'® But perhaps most
importantly, China enacted a series of policies designed to improve air quality while protecting the
country’s domestic coal industry. Those policies included a tariff on imported coal,”’ a ban on low-
quality coal imports,*® and limits on the consumption of coal in coastal provinces. These policy steps
have been extremely effective: year-over-year, Chinese coal imports fell by 25 percent in the second half
of 2014, and by 38 percent in the first half of 2015."° There are no signs that China’s coal policies will
reverse course; to the contrary, the nation has pledged a cap on total coal consumption by 2020.%° As
international coal markets have internalized the signs of a long-term decline in China’s demand for coal,
coal futures prices have fallen—contributing to collapsing economic prospects for PRB coal exports.

By misstating the reasons for the decline in international coal price trends, the DEIS reveals both a
limited and flawed understanding of international coal market dynamics, and an ignorance of the
political and structural shifts taking place on both the supply side and demand side of the seaborne coal
markets. Moreover, the DEIS’s selective reading of coal market economics reveals yet another example
of a pervasive bias in favor of the questionable economics of Tongue River coal exports.

The DEIS makes selective and biased use of currency exchange rate data.

International currency exchange rates will have a substantial impact on the competitiveness of US coal
in seaborne markets: a strong dollar puts US exports at a disadvantage, while a weak dollar can work to
the benefit of US coal exporters.

The DEIS suggests that exchange rate trends generally favor US exporters:

Overall, the 10-year historical trend favors increased competitiveness for Powder River Basin
coal, because declining exchange rates make competing coals relatively more expensive. If this
trend continues in the future, the U.S. cost advantage would grow relative to China and
Australia, and would decline modestly for Indonesia.

The DEIS goes on to present exchange rate charts that purport to support the claim that exchange rates
favor US exports.

But those charts, and the analysis they underpin, provide an incomplete and biased view of international
currency trends. The charts show a 10-year period beginning in mid-2003 and ending in mid-2013. But



starting almost immediately after these charts end, the US dollar strengthened dramatically against the
currencies of our major coal export competitors, undermining the competitiveness of US exports.
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The chart to the upper left, copied directly from the DEIS, shows the movement of the US dollar against
the Indonesian rupiah from 2003 through the middle of 2013. The chart to the upper right shows that
the dollar dramatically strengthened against the Indonesian rupiah almost immediately after the DEIS
chart ends. Australian exchange rate data shows a similar trend, with a rapid (though less striking)
strengthening of the US dollar almost immediately after the DEIS truncates its analysis.

Figure 2-10. 10-year Historical U.S./Australia Exchange Rate
Zuso Dec 05,2003 - Aug 21, 2015 -0.01415 (-1,02%)
1.0594

I

'l
‘ I|r|'||||‘|\|\ 1‘\ 1.4

..

W g "
W '\.h',ﬁ.\nl AL M“\ k L }nﬁ
\

o ! \ 2
kqu ! Jl ".L PJ1 ft
W | A " J-" 11
¥ hL\'u I| Wiy \ﬂl‘ Wi J\.ml,]
N "W f 1.0

; 1] M, f\ [
WA AYY
erl, W 0.9

Aawce: OANDATUI 2004 2005 2006 2007 2008 2009 2010 2011 2012 2012 2014 '

Simply put, currency trends from mid-2013 through the publication date of the DEIS provide strong
evidence for the deteriorating economic viability of Tongue River coal exports. But the DEIS simply
ignores this evidence, truncates its analysis at mid-2013, and suggest that exchange rate trends point to
the improving viability of Tongue River coal exports.

There is simply no conceivable justification for the DEIS to ignore exchange rate trends from mid-2013
through the document’s publication date in early 2015. Reliable and continuously updated exchange
rate data is readily available from numerous online sources. The authors of the DEIS easily could have
included up-to-the-minute trends on currency exchange rates, and updated their charts and analyses at
any time prior to publication of the DEIS.

It is hard to believe that the DEIS’s selective use exchange rate data is mere coincidence, or the result of
innocent incompetence. Instead, the selective use of exchange rate smacks of an intentionally deceptive
use of data in order to put the financial viability of PRB exports in the most positive light possible.



The DEIS makes inappropriate assertions about the climate impacts of Tongue River coal development.

Selective use of exchange rate data is just one of many systematic biases in the DEIS that put both the
economic prospects and environmental consequences of Tongue River coal development in the most
favorable possible light. As another example, the TRRR DEIS repeatedly describes potential impacts of
the TRRR as “small” in comparison with regional, national, or global totals:

p. C.1-2: “Tongue River coal production and associated rail traffic would be most likely to
increase under high production and high terminal capacity growth scenarios. However, this
increase represents a relatively small increase over the No-Action Alternative, and incrementally
small increases over current coal production in the nation and in the world.”

p. C.1-13: “The increase of up to 8.8 million tons per year would be small in comparison to total
U.S. and world coal consumption.”

p. C.1-13: “Both of these [coal production] increases would be small relative to total U.S. coal
production levels.

p. C.1-14: “the quantities involved would be small compared to the size of the U.S. coal market,

|Il

and any impact on total incremental demand for coal would be smal

p. C.1-15: “OEA found that the net changes in Pacific Basin mercury emissions related to
consumption of Tongue River coal would be small compared to total Pacific Basin mercury

emissions”

p. C.10-24 “OEA found that the net changes in U.S. SO2 emissions related to consumption of
Tongue River coal would be small compared to total U.S. SO2 emissions”

It is not the place of the DEIS authors to decide whether millions of tons of coal, or millions of tons of
CO2 emissions, count as “small” impacts. Draft guidance issued in December 2014 by the White House
Council on Environmental Quality clearly state that it is flatly inappropriate to make such judgments
when describing the greenhouse gas impacts of a project in an Environmental Impact Statement.

[T]he statement that emissions from a government action or approval represent only a small
fraction of global emissions is more a statement about the nature of the climate change
challenge, and is not an appropriate basis for deciding whether to consider climate impacts
under NEPA. Moreover, these comparisons are not an appropriate method for characterizing
the potential impacts associated with a proposed action and its alternatives and mitigations.
[Emphasis added.]*



The DEIS economic model appears to rely on false assumptions and circular reasoning.
On page C.1-14, the DEIS states:

OEA’s conclusions on exports are based on the 21 scenarios, and assume uncertainties that
cannot be fully captured in a modeling framework. For example, the forecasts assume
competitive economics and certainty within each scenario. [Emphasis added.]

The DEIS goes on to assert:

[A]ll scenarios show that the export terminals would be fully used to export other Powder River
Basin coal.

As discussed above, the conclusion that export terminals would be fully used to export PRB coal is
demonstrably false, both in today’s market conditions and at all export prices currently forecasted by
the futures markets. At foreseeable prices, export of PRB coal through Northwest coal terminals would
result in massive and unsustainable financial losses.

Because the DEIS modeling methods are not fully disclosed to the public, it is impossible to determine
why, exactly, the DEIS reached such deeply flawed conclusions about the economic viability of PRB
exports. The DEIS itself only offers hints of the specific assumptions and methods that feed that model.
But based on the passages cited above, it appears likely that the DEIS modeling exercise suffers from at
least two fundamental and irremediable flaws.

First, the DEIS model relies on the false assumptions that PRB exports would be both competitive and
certain. Reliance on false assumptions renders any model conclusions unreliable, and potentially
irrelevant to real-world market dynamics.

Second, and more important, it appears that the DEIS model results are based on circular reasoning. In
short, the model assumes what it purports to prove. In particular, the DEIS itself states that each market
scenario takes “competitive economics” as a given. The market analysis then goes on to conclude,
without caveat, that PRB exports would be economically competitive in all scenarios—without
mentioning that economic competitiveness was simply an input into the model.

A credible modeling exercise must not treat its assumptions as if they were discoveries of facts about
the world. But by assuming what it purports to prove, the DEIS modeling exercise appears to be largely
an exercise in circular reasoning and confirmation bias. Because the model’s design appears to suffer
from the severe logical flaw of circular reasoning, the public should place no confidence in the
conclusions of the DEIS export economic model as a whole. Only a thorough and transparent accounting
of all assumptions and methods, coupled with clear and explicit safeguards against circular reasoning,
can restore confidence in the Tongue River Railroad’s models of international coal market dynamics.



Conclusion

The analysis of international coal markets contained in Appendix C of the Tongue River Railroad DEIS is
marred by blatant errors of fact, selective and misleading use of data, and preposterously inaccurate
assessments of the viability of PRB exports in today’s markets. The errors in the DEIS do not seem
random or accidental. Instead, they present a systematic pattern of bias designed to put the economic
viability of PRB coal exports in the most favorable light possible.

The overt errors in the DEIS economic analysis should radically undermine public confidence in the
conclusions of the DEIS’s global coal modeling effort. But they also raise the troubling possibility that the
analysis contains even more severe errors that are hidden from sight.

Take, for example, Appendix C’s assertion that most of the coal that might be produced in the Tongue
River region would simply displace coal that would be mined in other parts of the PRB, or other parts of
the world. This represents a critical assertion, since it affects any estimate of the climate impacts of
developing Tongue River coal mines. Yet Appendix C simply does not disclose the specific economic data,
assumptions, and modeling methods that the DEIS authors use to reach this conclusion. In particular,
the DEIS does not reveal the international coal market supply or demand curves that imply near-perfect
elasticity in global seaborne coal supply, and near-perfect inelasticity in global seaborne coal demand—
conditions that must hold in order for the development of a major new coal mining region to have such
a small effect on global coal consumption. Without a transparent accounting of coal supply and demand
dynamics, the public has literally no information with which to judge the veracity of the DEIS’s claims
about the effects of new mine and port infrastructure on climate-warming emissions.

The public can know with certainty, however, that the economic models used in the Tongue River
Railroad DEIS have reached demonstrably incorrect conclusions about the economic viability of PRB coal
exports in today’s market. This profound failure suggests deep flaws in the data, assumptions, and
methodology that inform the DEIS modeling effort. Further, they suggest that other conclusions of the
DEIS modeling effort may be similarly meritless. Yet a lack of basic transparency makes it impossible to
identify what specific errors may be in play, and what other modeled results those errors may call into
question.

Fixing Appendix C’s assessment of international coal markets will require much more than modest error
corrections. Instead, it will require a major increase in transparency, as well as a recognition that the
initial DEIS economic modeling effort yielded significant errors. In the final EIS, all assumptions, data,
and methods used in the economic models should be spelled out and clearly available for public
inspection. And in order to represent the inherent uncertainty in how global coal markets and climate
policy will develop over time, the models should for assessment of alternative paths for global coal
supply, demand, and pricing—rather than a static set of favorable market assumptions, or “competitive
economics and certainty,” assumed in the initial DEIS. Without transparency and accountability, the
public remain uncertain of whether the conclusions reached by the DEIS coal market models have any
reasonable relationship to reality.
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