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{J"v's~rai~ntsumm~r'y . . ... '; 
·Me~:··coaJ:iThe: ~et .... ciat .. supply/denfatld outlook r~mains .... Constrained:·With.·ih~ 
continuing Asiati·steel·demand·arid absence of meaningful'new' supply sources' in. the 
near-term. Supply constraints are further compounded by the weather related isslles in 
Australia, a major supply source. The tight supply/demandbalance opens up the risk for 
a demand or supply shock which could push met pricing up materially (possibly above 
the $305ltrecord set in 2008). As a result, we are lifting our 2011 met coal pricing to 
$2251t from $223/t,while acknowledging that pricing could be higher should the US or 
Europe capacity utilization surprise to the upside.' 

Ther91aJCoal: We remain positive on US thermal coal as iIlventoriesare closer to 
normal foll~wing ·asupp ly cut led inventory cleanse . during 2010. While. production. is 
up inrecentmont4~; it. remains well below peak production levels,as ~ell1and for 
'generation eontiImes to imp~ove.furthem1ore,September generationdata suggests the 
US may have approached peak fuel switching in the east given the current NatGas strip 
(too early to confirm the trend) .. Additionally, during the UBS mini coal. conference, 
producers confirmed newshipnWnts to Europe given the recent rise in API2 pricing. 
This suggests that European demand may arrive earlier than expecti;ld, increasing the 
likelihood that our $1OOlt price forecast for 2012.CAPP coal will be realized. 

Valuations: With thisreport, weare updating our 2013 and 2014 met coal pricing 
forecasts to "$173/t ,and' $166/1. from our10ng-termnormalized pricing. assuInption of 
$ 160(t. Additionally as is cusfomarywith the New Year quickly approaching; we are 
also rolling forWard ourNAV models to include a cash flow.targetfor 2015. OUr 
forecasts for 4011/12 suggest that the averase company in our universe willgenerate 
20% of its ,market capfu freecll,Sh flow thus giving us ,the confidence..to lower our 
WACCassumptionsacross our coverage universe !lldnto a multiple expansion. 

M&A and. Commodity Price Impact on Valuation:. M&A discussions have been 
fueled by stateIJlentsbymany ofthe companies in our coverage universe as well as by 
the recent WTNIWLT merger which was negotiated at an implied $208/t met price. 
Additionally recent chatter of a Riversdale acquisition by RIO has further fueled these 
expectations, . further arguing for an M&A multiple expansion. Moreover, when 
commodity pricingadvances quickly, the stocks tend to price the current spot pricing 
into perpetuity across valuation (please see Table 4 which illustrated price targets 
pricingspotthl;oughour N ..AV). .. . . 

What Now? The grOUp has advanped 66%~xer the ~ast several months reflecting the 
improVing pricing outlook and M&A activity; Given our positive outlook, we believe 
there is still some room on the met trade recognizing that valuations may approach a 
level where the perpetual met price, reflects the$208/t implied by the most recent 
transaction which shouldbenefitWLT,MEE, ANR,PCX and lCO. The recent increase 
iliAPI2(which cOuld tail-off once thf;} cpld sllap alleviates)suggests thatinventonesfor 
thermal' coal aretigJ:!teningin Europe. Combined . with increll,Sed demand for thermal 
co~l from Asia and lack of additional supply from South Africa, this ,suggests that global 
thermal demand may .. begin to influence "CAPP • pricing' (especially considering the 
tightening US inventory outlook). Hence, the thermal opportunity remains. intriguing to 
us and should benefit US thermal producers including CNX, JRCC,.ACl and CLD as 
well as the hybrids which include PCX, MEE, ANR and lCO. HQwtlver,giventhe 
recent 66% surge absent a correction may present better entry points in the near future. 

Supply or demand shock could 
quickly imbalance very tightly 
balanced global met market. 

Too early to declare atrend; 
however, recent data begs two 
questions: 1) Has Fuel Switching 
reached its peak for CAPP coal? 
and 2) Will European exports 
move higher? 

M&A activity, rising priCing and 
free cash flow, supports higher 
valuations 

Still room on the met coal 
trade... 

...however, recent move in API2 
and rising international demand 
when contrasted against falling 
inventories in the US - makes 
the thermal trade intrigUing 
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The Miner Summary 
The Coal Miner is our periodic publication offering commentary, insight, and 
analysis on the coal markets. In this report, we 1) update our met coal price 
deck; 2) review thermal pricing potential; 3) roll-forward our NA V models; 4) 
update W ACC estimates; and 5) analyze implications of recent M&A activity. 

Table 1: Canary In The Coal Mine 

Indicator Trend Bottom Line 

Source: UBS 

Metallurgical Coal 
.Jan·Mar 2011 Met Benchmark Settled 

In early December, the Jan-Mar 2011 LV-HCC contract was settled at $225/t, 
+7.7% q/q vs. the Oct-Dec deal of $209/t and roughly inline with UBSe $230/t. 
Also, LV-PCI appears to be settling at around US180/t fob (both deals 
correspond with Jul-Sep's numbers). We believe the deals are being based 
entirely on market fundamentals, knowing that actual reported losses can be 
offset by higher prices within a few months (recovered in Apr-Jun 2011 deals)­
not after 12 months, as under the old benchmark mechanism. 

Table 2: Historical Settlements 

2Q10a 3Q10a 4Q10a 1Q11 

Hard Coking $200/1 $22511 $209/t $225/t <== actual 
PCI $170/1 $180/t $150/t $180/t <== estimate 
Semi-Soft $1.67/t· $1721t $143/t $160/t <== estimate 

Source: UBSe. Plaits 

The latest met coal settlements are broadly in line with UBS's recent forecasts, 
but they do not seem to fully factor in the potential impact of persistent, high 
rainfall in Queensland. The market is expecting much higher prices, so why are 
they settling at these levels? 

UBS3 



The Coal Miner 13 December 2010 

We suspect that the producers are not compelled to push for higher prices to 
offset lost production as they did in recent years most notably, the super-spike 
ofUS$300/t fob for HCC's JFY08 annual benchmark contract. We believe this 
is because the producers can seek a higher price within months after any shock 
event: they do not need to wait another 12 months like they used to under the old 
benchmark pricing culture (e.g. claw-back losses in the Apr-Jun deal). 

Also, the steel mills will be less inclined to panic-buy like the Jan-Feb 2008 
tropical cyclone event, when they were led to believe that up 15-20 million tons 
of output was lost to trade. Shorter-term contracts create options for both parties: 
deals are likely to be based entirely on market fundamentals for now; if 
producers suffer actual reported losses associated with 'exogenous factors' like 
rain, tropical cyclones, etc. they can seek higher prices in a later quarter. 

Supply/Demand Shock in the Making? 

The met coal supply/demand outlook remains constrained with the continuing 
Asian steel demand and absence of meaningful new supply sources in the near­
term. Supply constraints are further compounded by the weather related issues in 
Australia (a major supply source), prompting several producers to declare force 
majeure. The tight supply/demand balance opens up the risk for a demand or 
supply shock which could push met pricing up materially (possibly above the 
$305/t record set in 2008). 

As a result, we have adjusted our supply-demand numbers to reflect reduced 
production and delivery rates out of Australia. Our forecast deficit in the traded 
metallurgical coal market (includes all hard to semi-soft coking coals; PCn has 
increased by I million tons to 6 million tons in 2011. The model reports deficits 
out to 2014 by which time, Mongolian & Mozambican coal allays the shortfall, 
and prices ease. Met coal demand is forecast to lift 4.8% to 277 million tons in 
2011, lifting a further 2%y/y in 2012 (China's imports expand further), then by 
1- 2% per year out to 2015, when it totals 284 million tons. 

Key drivers of this outlook include China's net imports (moves from 2% to 15% 
by 2015, > 30Mtpa indefinitely) and India (> 1 O%/year out to 2015 to almost 
50Mtpa; offers greatest upside risk to our numbers), while Europe's demand is 
set to expand at a modest 2% per year over the same period. 

Met coal's total supply is forecast to lift 3.9% in 2011 to 267 million tons. This 
is dominated by Australia, now delivering roughly 60% of the seaborne total, 
and expanding 1-2% per year to 163 million tons by 2015 - pushing global 
supply of trade to 282 million tons (+18% or 25 million tons extra coal over five 
years; +2% per year). 

The key risks to our supply outlook are the expansion plans for Mongolia & 
Mozambique. After recent trips to these new coal provinces, we have revised 
our forecast supply. Mongolia is exporting 7-8 million tons in 2010, up to 15 
million tons by 2015. Constraints on Mongolia's supply growth include 
frustrated rail infrastructure development, and the government's other 
obligations to water and farming rights. 

We now have a tight market over the next 5-years, with the model reporting a 
modest, yet persistent deficit of2-1 0 million tons, returning to surplus in 2016. 

Chart 1: Historical Settlements 

400] -spotHCC 
350 . -HCC 

~--PCI 
300 J --SSCC 
250 

100 

. 

200 + 
150 + 
50~iiiiiiiiI"""'~'''''' 

O+--.---r-,---r----r---,.­

Source: CRU, UBS 

Chart 2: Met Spot Pricing 
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Chart 3: China's Met-Coal Trade 
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As a result, we are lifting our 2011 met coal pricing to $225 per metric ton from 
$223 per metric ton, while acknowledging that pricing could be higher should 
the US or Europe capacity utilization surprise to the upside. Specifically, we are 
increasing our 2Ql1 forecast as Asian steel demand remains strong and 
meaningful new sources of met coal have yet to come to market. This quarter's 
forecasts represent the peak in our profile; we expect high rainfall will impact 
the prices of this quarter, mostly. Prices from this point ease, reflecting the 
positive supply-side response to these relatively high price levels. Our 2012 met 
coal estimates remain unchanged as the recent supply constraints are likely to be 
short-term in nature. Inline with our NA V model roll-forward we are 
introducing our 2013 met coal price forecast. We expect 2013 to continue the 
backwardation trend from 2012 as supply reaches the market and rebalances. 

Table 3: Revised Met Coal Price Deck 

2011e 2012e 2013e 
1Q 2Q 30 4Q 10 20 30 40 10 20 3Q 4Q 

Hard Coking $205/1 $210/1 $20511 $190/1 $ 180/t $185/1 S180/t $1651t $160/t 
PCI $1451t $150/1 $145/t $138/t $13511 $138/t $1351t $130/1 $128/t 

$135/t $138/1 $1'3211 $128/1 $1251t $128/t $124/1 $1221t $1:20/tSemi-8ott 

Source: UBSe, Platts 

Key Risks to Met Coal Price Forecasts 

• 	 Rain persists in Queensland, impairing production capacity: BULLISH 

• 	 Weakness in USD, prompting producers to seek larger price lifts: BULLISH 

• 	 Constraints on economic activity by China's central government (lifting bank 
reserve ratios, restricting credit market liquidity): BEARISH 

• 	 China ramps up domestic coal production capacity, undermining demand for 
coal imports: BEARISH 

• 	 Supply from MongoliaIMozambique is greater than forecast: BEARISH 

What is the Spot Market Saying? 

We have noted when commodity pricing advances quickly, the stocks tend to 
price the current spot pricing into perpetuity across valuation. We recently 
witnessed such an event with the WLTIWTN deal implying roughly $208/t 
(inline with the 4QI0 settlement at $209/t). Accordingly, the following table 
summarizes potential valuation implications assuming perpetual met coal 
pricing is in line with current spot trading levels of roughly $237. 

Chart 4: Valuation @ Met SpotTable 4: Valuation @ Met Spot 

Current 
Stock Price 

Stock 
Price 

@ 237ft Upside Implied EV 

Implied 
2015 

EBITDA 
Implied 

EVfEBITDA 

'SO% 

130% 

,.
PCX 

ACI 
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BlU 
CNX 
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MEE 

$ 33.05 
$ 53.88 
$ 62.85 
$ 44.63 
$ 8.53 
$ 51.85 

$ 46.00 
$ 87.00 
$ 84.00 
$ 76.00 
$ 12.50 
$ 104.00 

39% 
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34% 
70% 
4i% 
101% 

$ 9,084 
$ 10,665 
$ 23.951 
$ 20,772 
$ 2,661 
$ 11.401 

$ 2,011 
$ 2,338 
$ 3,343 
$ 2,857 
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$ 2,009 

4.5x 
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7.2x 
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3.3x 
5.7x 

~ 110% 
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Relative Valuation MEE 

CNX
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+ANR 

50%+ICO 

POX $ 17.52 $ 43;00 145% $ 4,158 $ 826 5.0x 31)% 

WLT $ 118.48 $ 186.00 57% $ 9.800 $ 1,315 7.5x 5.3x 6.3x 1,3x 
EViEBITOA 

Source: FactSet (prices intra-day as of December 13, 2010), UBSe 
Source: UBSe 
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Global Met Coal Market 
Table 5: Global Metallurgical Coal Market 

2008 2009 2010e 2011e 20129 2013e 2014e 2015e 

t>lobalc:nid~~t~IJlrOductiol\ " Mt· '1.303 "l,2o(j :. 1,325' '. ,;402 . 
growth % -1.7% -7,9% 10.4% 5.8% 4.8% 5.3% 5.0% 5.2% 

.TO~I trilded'~t,;c6aldem~~d MI 238 224 26( 277 282 2113 284' 284 

YoY growth % 3.2",(, -5,9% 18.2% 4.6% 1.8% 0.3% 0.3% 0.1% 

Japan imports Mt 61 45 53 53 54 53 53 52 

YoY growth % 0.5% -27,2% 19.3% ·0,9% 1.4% ·1.7% 0.2% ·0,8% 

Europe net imports Mt 66 49 56 55 56 56 56 58 

YoY growth % -1.1% -26.6% 14,2",(, ·0,6% 0.4% 0.5% 0,9% 2,5% 

India imports Mt 24 28 34 41 45 47 48 48 

YoY growth % 15.2% 15.9% 19,8% 20,0% 10.0% 5.0% 1.0% 1.0% 

Brazil net import trend Mt 17 17 16 18 18 19 19 20 

YoY growth % 14.1% -2.9% -0.6% 7.0% 3.0% 3,0% 3,0% 3.0% 

China net import trend Mt 3 34 44 41 39 37 35 33 

growth % -8% 896% 29",(, -5% ·5% ·6% .6% ·6% 

'T6taI~d~,me!:toalsupply Mt 238, 224 . 263 267 275 ,276 ...·2?~ 282 

YoY growth % 3.2% -5.8% 17.2% 1.7% 2.8% 0.5% 0.7% 1.2% 

Australia exports Mt 135 135 148 147 156 158 160 163 

Canada exports Mt 27 27 25 25 24 25 25 

US~xports Mt 35 45 48 44 36 34 30 

B8!3nee.. 0.1 -7.1 ·5.4 ·2.3 

Market's product split: HCC % 62% 61% 66% 67% 67% 66% 65% 64% 

Markel's product split: LV-PCI % 15% 16% 14% 14% 14% 14% 15% 15% 

Market's product splil: SSCC % 23% 23% 20% 19% 20% 20% 20% 21% 

~ 

Hard cokin!.! coal price (CY. JBM) 

LV_PCI price (CY, JBM) 

premium HCC VS. PCI 

Semi-sort coking coal price (CY, JBM) 

premium HCC vs. SSCC 

chjri~j~M~~UlJrgi~CCo~iMlIrI<er . 

Steel Production 

US$1t 248.8 171.8 190.8 225.0 

US$1t 196.9 127.5 147.5 175,0 

% 26% 35% 

118.8 

29",(, 

US$1t 192.3 158.8 

29",(, 42% 

196.3 

142.0 

38% 

130.8 

50% 

172.5 

132.8 

30% 

123.5 

40% 

158.8 

125.8 

26% 

116.0 

37% 

147.8 

124.6 

19% 

113.6 

30% 

China Mt 500 565 590 610 630 663 697 733 

Global ex-China Mt 803 635 735 792 839 884 929 977 

China's trade 

Imports Mt 7 34 45 43 41 39 37 35 

Exports Mt 3 1 1 1 2 2 2 

Net imports Mt 3 34 44 41 39 37 35 33 

Global trade, ex·China 

Supply Mt . 235 190 219 226 236 239 243 249 

Demand Mt 234 190 221 235 243 246 249 251 

Balance Mt 0.1 0.4 ·1.7 ·9.5 -7.1 ·6.5 -5.4 ·2.3 

Net export growth 

China Mt -3 -34 -44 -41 ·39 -37 -35 -33 

Global ex·China Mt 143 122 141 147 155 158 160 164 

YoYgrowth % 7% ·15% 16% 4% 6% 1% 2% 2% 

Source: UBS Research 
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US Thermal Coal 
The Thermal Opportunity Remains Intriguing 

The supply demand outlook with the US continues to improve. We expect 
YE20 I 0 inventories to fall roughly 160 million tons well below the 203.4 
million ton peak recorded last November. The primary reason for the inventory 
cleanse was the decision by producers to cut production. The inventory outlook 
was aided by a modest recovery in generation resulting from a modest 
improvement in GDP. 

Several developments in the past few months have made the thermal coal trade 
more intriguing: 

I) 	 In September total generation was up 5.3% yly, while coal fired was up 
7.5% and NatGas generation was up 1.1%. While too early tocall a 
trend its intriguing nonetheless as it implies that coal fired generation 
was able to capture market share despite low NatGas prices. 

2) 	 API2 (proxy for European pricing for thermal coal) surged in the past 
few weeks on the back of a severe cold snap in Europe, the pricing 
boost suggests that European traders are concerned that inventories and 
production will be unable to respond to a sustainable pick up in 
generation demand. Notably, during the UBS mini coal conference, 
several producers confirmed that they were shipping prompt deliveries 
for December and signed contracts for 1 Q deliveries into Europe. 

The biggest pushback we get on our thermal call remains fear of natural gas 

switching as NatGas fuel switching has eliminated roughly 43mm tons of 
demand in 2010 relative to 2008; however, signs that coal is able to recapture 
market share from NatGas suggests at current pricing level the risk for further 
demand loss for fuel switching will likely be less than incremental demand from 
further GDP growth and exports to Europe, the recent increase in NatGas 
pricing above $41MMbtu is also encouraging. The key to maintaining a tight 
inventory environment with increased demand will have to come from future 
production discipline. 

We maintain our $77 average CAPP pricing forecast for 20 II and $100 view for 
2012, as they are in part premised on production faIling short of US demand in 
IH of 2011 and demand for exports into Europe in the back half of 2011 and 
2012. Recent European buying likely is a reflection of the recent cold snap; 
however, it does signify that inventories have likely fallen in Europe. With 
Asian thermal demand back to pre-2008 levels and limited supply growth from 
traditional supply sources (South Africa recently moved to restrict coal export 
growth) suggests a return of Europe into the seaborne market could significant 
ramifications on the US export market given available supply and proximity to 
Europe. 

Several months ago we raised our PRB forecast for 2011 to $15.00 from $13.50 
on the back of falling inventories. While pricing has fallen in recent weeks for 
the PRB we believe its more a function of limited spot volumes as is typical this 
time ofyear and maintain our bullish $151$16/$17 view for 2011112113. 
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Given our expectation for exports out of CAPP and recent reports of 
ILBlMidwest coal being exported out of the Gulf of Mexico (partially offset by 
production growth) we are increasing our ILBlMidwest pricing to $48 for 2011. 

Inline with our annual NAV model roll-forward, we are introducing our 2013 
estimates and revising the long-term normalized forecast to reflect cost inflation 
impact on margins. Table 6 below illustrates our current pricing outlook for the 
maj or producing regions. 

Table 6: US Thermal Price Forecast 

Coal Product 2011E 2012E 2013E LT Normalized 

CAF'P $77.00/! $100.00/t $75.0011 $78.00/1 


NAF'P $77.00/1 $100.00/1 $75.0011 $78.00/1 


Midw es1 (2Ib) $48.0011 $60.0011 $45.00/1 $47.00/1 


PRB8800 $15.0011 $16.0011 $17.00/1 $17.75/1 


PRB8400 $13.0011 $13.2511 $14.00/1 $14.75/1 


Source: UBS estimates 

As we approach the winter bum period, we believe spot pricing will rise to $74/t 
before moderating to $711t during the spring stockpile build period. By mid 
2011, we believe a strong summer burn period will result in a $77/t spot price 
that will rise to $85/t upon European demand resurgence. The average of these 
price points results in our revised $77/t CAPPINAPP price forecast. 

Chart 5: Coal Futures Chart 6: Coal Spot 
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Please see page 9 we provide our current US Supply/Demand model including 
all ofour assumptions for generation growth, net exports and our expectation for 
production growth as pricing begins to recover. 
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Table 7: US Supply Demand Model 
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As noted in our latest Coal Train report, we expect current production trends to continue, resulting in a y/y supply increase of 5%. The majority of 2011 growth is 

derived from the Western region given current capacity and regulatory/geological issues faced in Appalachia. On the demand-side, we expect modest growth of 1.6%. 

in 2011 and expect weather adjusted generation to move up inline with our UBSe 2011 GDP forecast of 2.7% due to our expectations for a 4.1 % increase in industrial 

production and a 4% increase manufacturing capacity utilization. Additionally we expect a 5mm ton increase in demand due to fuel switching; however, our forecast is 
partially offset by a 20mm ton negative adjustment to weather normalize. Consistent with our pricing thesis, we expect net exports to continue to increase through 2012. 

Initially, growth will be weighted toward met coal; however, a European demand recovery is expected to prompt thermal export growth. It is important to note that a 

ofcoal currently exported is cross-over tonnage, and therefore can easily be brought back into the thermal market by the buyer. 
c 
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Global Thermal Coal 
Price..Driving Factors Converge 
Everyone loves thermal coal now. The many factors that have supported the spot 

indices of this trade throughout 2010 have finally conspired to drive them higher 

in the last few weeks. On the supply-side, the trade's suffered rain-damaged 

production capability in Indonesia and Australia; underperforming rail 

infrastructure in South Africa & Australia; tension associated with Eskom's bid 
for South Africa's exports and China's NDRC nation-wide coal price cap policy. 
On the demand-side, robust import flows of India and China continues to 
pressure the trade; the Russians are incrementally switching tonnes out of 
Europe into the more lucrative Asia trade; and Indonesia's domestic market 
wants to use more of its own coal production. 

Thermal coal's various spot prices broke through the ceiling of the long­

standing, tight trading band of US$85-1 oSit fob (Newcastle & Richards Bay) in 
mid-November - largely in response to China's massive, pre-snow restocking 

program. 

Most critically for trade, Indonesia's wet season extended from May well into 

August, undermining its typically massive H2 ramp-up. As a result, we expect 
tonnes lost to 2010's trade. Perennial underperformer South Africa has offered 

no supply upside beyond 65Mtpa for years and now Eskom has effectively 
announced (30-Nov-10) that it is lobbying the national government of South 

Africa to divert exports to the critically unsupplied domestic market. 

Thermal coal's weakened supply growth outlook is now vulnerable to increasing 

demand pressure from India, lifting +9%/yr over the next five years alone - the 
largest single demand growth driver in the trade. What's happening in India? 

The national government is seeking imports across Asia and Australia in order 
to replace the country's failing domestic supply sources. 

China was a key growth driver in 2009, but its trade with seaborne has settled 
down to a stable rate of9.5Mtlmonth. Asia's traditional thermal consumers are 
also trading at stable rates, so the growth outlook depends entirely on India. 

This trade is very tight now. The only obvious supply relief options available 

over the next few months is a significant recovery in Indonesia's production 

rates (but it soon enters the next wet season, Feb-May), and from China's own 

vast coal reserves (but post-Chinese New Year, once the snow melts). 

Supply-Demand Outlook 

Global thermal coal (traded) demand is forecast to lift 1.3% in 2011 to 711Mt, 
and 2-3% per year out to 2015, to top 770Mt. Key drivers of this outlook include 
China's net imports (+171 % y/y in 2009 to 92Mt; 120Mt in 2010; still >70Mtpa 
to 2015) and India, increasing at 10%/year out to 2015, to 100Mtpa. Apart from 

the recovery lift in imports in 20 I0, growth in Europe and the US is expected to 
remain subdued over the medium term: 1-3% per year. 

Chart 7:Thermal Coal Prices 
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Global thermal coal's supply is forecast to lift 3.2% in 2011 to 69SMt, and by 
13% over the next five years to 773Mt dominated by exports from Indonesia 
and Australia (55% of the seaborne total). Indonesia's protracted wet season 
(normally ends May; extended until September) has undermined 2010's supply. 
We now expect no growth in 2010 (230Mt), with supply's risk to the downside. 
Uncertainty over Indonesia's weather outlook and production rates is a key bull 
point for the trade this year. 

Australia's supply is also threatened by persistent rain in Queensland and New 
South Wales, but to date, this is not as critical to the trade's outlook (Queensland 
is a predominantly met. coal state; more critical for that trade; NSW is a thermal 
coal state). Annualized production is 138Mt, +6%yoy, expanding at 5%/year out 
to 2015, to 168Mt: port loading capacity is no longer the constraint on 
Australia's growth, but rail services may be. 

We expect seaborne prices to remain high over the medium term (cUS$100/t 
fob), keeping North American and Colombian supply in our forecasts. 

UBS forecasts deficits of 7 -28Mtpa «5% of forecast demand) to 2012 in 
thermal coal's international global markets not returning to balance until after 
2013. This reflects a wide range of emerging supply-side constraints, as well as 
strong import flows by China and India, all against a backdrop of trade 
recoveries among traditional, coal importing major economies. 

UBS Price Forecast 

Our thermal coal price forecast is unchanged (Game changer, 18 October 2010), 
despite modest changes in supply-demand forecasts. We expect a JFYll annual 
contract of US$120/t fob, +20%yoy on the existing JFYI0 $98/t fob, set by 
Xstrata with Japan's biggest power utility, Chubu earlier this year. 

We also forecast that thermal's contract price will remain above US$lOO/t fob 
for JFYII-12, falling below in JFY13 as the supply side finally responds to 
these higher prices, and as key infrastructure issues are resolved. 

Where are the key spot prices? Newcastle is US$116/t fob; Richards Bay 
US$109/t fob. Our long-term price is unchanged at US$851t fob real (US$98/t 
fob nominal). 

Risks to Thermal Coal Price Forecasts 

• 	 Indonesia and South Africa redirect exports to domestic markets to supply 
growing domestic demand: BULLISH 

• 	 Rain persists in Indonesia and Australia: BULLISH 

• 	 Further weakness in the USD, requiring some producers to seek larger price 
lifts: BULLISH 

• 	 China ramps up domestic coal production capacity, undermining demand for 
coal imports: BEARISH 

• 	 ColombianlUS deliveries into Asia lift at >US$l OO/t fob prices: BEARISH 

Chart 9: Bulks Price Indices 
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Global Thermal Coal Market 
Table 8: Global Thermal Coal Market 

2008 2009 2010e 2011e 2012e 2013e 2014e 2015e 

Global Power Generation TWhr 19,187 20,064 20,940 21.455 21,970 22.484 22,999 23.514 
YaY growth % 2% 5% 4% 2% 2% 2% 2% 2% 

Coal·Hred power (major economies) % 53% 51% 50% 51% 52% 52"10 51% 51% 

(~ei9,~~d.~~;~~~~,e~c,ie~cx,/:,
fTotaitradeq'lh~f~IMinal)d 

',' 0.474 

007' 
0.476 

754 
YaY growth % 1.2% 0.9% 2.7% 1.3% 2.4% 2.3% 1.4% 1.9% 

Japan imports Mt 12B.l 110.9 124.7 126.4 127.7 129.6 130.9 132.8 

India imports Mt 36.3 53.1 63.8 70.1 77.2 84.9 91.7 99.0 

EU net imports Mt BO.6 59.1 35.6 37.3 40.8 44.9 47.6 50.4 

US net imports Mt 14.5 B.4 4.2 0.4 5.0 6.9 4.9 5.3 

Total~~ded th~~coarsuppIY Mt 662 668 681 .695 121 '742 757 

YaY growth % 1.0% 0.9% 2.0"10 1.9% 3.8% 3.0% 2.0% 2.1% 

Indonesia exports Mt 201.1 233.5 230.0 234.6 246.3 251.3 256.3 261.4 

Australia exports Mt 126.0 127.6 138.4 147.8 156.4 161.5 164.7 168.0 

South Africa Mt 65.6 63.6 63.4 66.6 66.9 73.6 77.3 81.1 

Colombia Mt 68.7 63.4 71.2 62.4 65.4 70.3 71.3 72.4 

Mt ·74 ·100 ·85 ·75 ·70 -65 -61 

Mt '-0.7 .1,1 :5.7 ~1.0 '0.1 13.0 '17.9' . -19.1 

US tolal utility year·end inventories Mt 163 207 163 162 162 162 162 162 

Export thermal coal JFY contract price US$1t 125.0 71.0 98.0 120.0 110.0 100.0 98.0 95.6 

Newcastle spot (CY avg) US$lt 129.5 68.7 96.9 114.5 112.5 102.5 98.5 95.9 

Richards Bay spot (CY avg) US$1t 120.5 62.8 89.4 112.5 110.5 100.5 96.5 93.6 

Power Production 

"2hj~~·:fhe·~~iCi6irM~~~t,. 

China TWhr 3,222 3.112 4.201 4.432 4.663 4,894 5.124 5.355 

Global ex·China TWhr 15.965.5 16.352.0 16.738.5 17.022.6 17,306.6 17,590.7 17.874.7 18.158.8 

China's trade 

Imports Mt 34.0 92.1 116.2 100.0 95.0 90.3 85.7 81.5 

Exports Mt 35.8 18.5 16.0 15.0 20.0 20.4 20.5 20.6 

Net imports Mt -1.8 73.7 100.2 85.0 75.0 69.9 65.2 60.8 

GloballJ'ade, ex·China 

Supply Mt 626.4 649.5 665.5 679.7 700.8 721.8 736.9 752.4 

Demand Mt 628.9 576.9 570.9 595.8 617.8 639.0 653.7 672.4 

Balance Mt -2.5 12.6 94.6 84.0 83.1 82.8 83.2 80.0 

Net export growth 

China Mt 1.8 ·73.7 -100.2 -85.0 -75.0 -69.9 -65.2 -60.8 

Global ex-China Mt 418.0 389.2 399.8 423.4 451.8 470.0 486.7 501.1 

YoY growth % 2% -7% 3% 6% 7% 4% 4% 3% 

Source: UBS Research 
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Valuation 
Given our improving outlook for met coal and increasingly improving outlook 
for exports to Europe we are reducing our W ACC assumptions across our 
coverage universe akin to a mUltiple expansion which boosts our average price 
objective by II % (please see Table 10 for W ACC details across our universe). 

Given our experience during 2008 when pricing last spiked, stock prices 
approached a level implying valuations that reflected spot priced into perpetuity. 
Table 4 in the met coal section illustrates how high valuations can go if current 
spot pricing for met was priced into perpetuity. While we are not ready to 
incorporate spot pricing into our long-term view, we recognize the potential for 
stocks to reflect spot pricing; hence, the exercise. AdditionaIly the increased 
interest in M&A and recently announced deals especially considering the 
premium WLT paid for W1N is another source of valuation upside in the near 
term. Depending on met exposure should we price in a long-term normalized 
price objective of $208/t inIine with our estimate of the implied premium when 
compared with our $160/t long-term normalized pricing assumptions it boosts 
our valuations for met sensitive names on average 37% (range of 10-67%) 
depending on met exposure. 

ROiling Forward 

As is customary with the New Year quickly approaching, we are also rolling 
forward our NAV models to include a cash flow target for 2015. The table 
below summarizes EPS, Price Target, and Rating changes as a result of the 
met/thermal coal price deck change and model roll-forward. 

Table 9: Summary Table 

Ticker 
2010 EPS 

------­
New Former 

2011 EPS 
------­

New Former 

2012 EPS 
------­

New Former 

2013 EPS 
---­

Price Target 
------­

New Form er 

Rat'n\! 
-------­

New Former 

AO Ulchanged $1.16 .Ulchanged $3.26 Ulchanged $5.57 $5.16 $39.00 . $36.00 Ulchanged Buy 

ANR Ulchanged $2.65 $4.79 $4.77 Ulchanged $8.31 $6.15 $66.00 $61.00 Ulchangad Buy 

BlU Ulchanged $3.12 $5.45 $6.35 Ulchanged' $5.78 $5.11 $70.00 $66.00 lkichanged Buy 

CLD 

dNx 

Ulchanged 

Ulch.nged 

$1,90 

$2.39 

Ulchanged 

$3.56 

$2.20 

$3.47 

Unchanged 

Unchanged 

$3.53 

$5.35 

$4.11 

$3.72 

$25.00 

• $69.00 

$23.00 

$65.00 

Unchanged 

Unchanged 

Buy 

Buy 

100 

JRCC 

Me 

PCX 

WLT 

Ulch.nged $0.24 

Ulchanged . $2.41 

Ulchanged $0.21 

Ulchanged ($1.67) 

Ulchanged $7.91 

$0.67 

Ulchanged. 

$4.89 

Unch~i1ged 

$13.24 

$0.65 

$3.69 

$4.84 

$1.60 

$13.21 

Unchanged 

Unchanged 

Unchanged 

Ulchanged 

Ulchanged 

$1.95 

$5.11 

$7.94 

$2.75 

$11.41 

$1.07 

$1.23 

$4.19 

$0.31 

$1,40 

$10.00 

$30.00 

$62.00 

$26.00 

$136,00 

$8.50 

$28.00 

$57.00 

$24.00 

$112.00 

Unchanged 

Ulchanged 

Ulchanged 

Ulchanged 

Unchanged 

Buy (esE) 

Buy (esE) 

Buy (CBE) 

Buy (esE) 

Buy 

Source: UBSe 

Our forecasts for 2011112 suggest that the average company in our universe will 
generate 20% of its market cap and thus gives us the confidence to lower our 
W ACC assumptions across our coverage universe akin to a multiple expansion. 
Hence, we adjusted our W ACC assumptions and have summarized the changes 
in Table lObelow. 
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Table 10: Revised WACC 

Ticker Former 
WACC 

Current 
WACC 

Change Beta 

ACI 12.2% 10.6% -1.6% 1.49 
ANR 11.1% 9.1% -2.0% 1.26 
BTU 10.6% 9.5% -1.1% 1.44 
CLD 10.9% 9.6% -1.3% 1.45 
CNX 9.5% 8.6% -0.9.% 1.57 
ICO 12.1% 11.2% -0.9% 1.87 

JRCC 13.3% 11.6%. -1.7% 1.98 
MEE 11.5% 9.8% -1.7% 1.57 
FCX 13.4% 11.6% ~1.8% 1.89 
WLT 8.4% 6.4% -2.0% 1.28 

Average 11.3% 9.8% -1.5% 1.58 

Source: UBSe 

Group Valuation Hitting 52 Week Highs - Still Room for Growth? 

On December 6, 2010, the group hit a high point for the year, up 66% since 
hitting a low point in June. With such a strong rally and lack of correction since 
June a better entry point may present itself (we would not surprised to see some 
profit taking on the names up over 60% since last year, including ACI, lCO, and 
WLn. However, we believe there is still some room on the met trade 
recognizing that valuations approach a level where the perpetual met price 
reflects the $208/t implied by the most recent transaction which should benefit 
WLT, MEE, ANR, PCX and lCO. On the thermal side, the recent increase in 
APl2 (which could tail-off once the cold snap alleviates) suggests that 
inventories for thermal coal are tightening in Europe. Combined with increased 
demand for thermal coal from Asia and lack of additional supply from South 
Africa, this suggests that Global thermal demand may begin to influence CAPP 
pricing (especially considering the tightening US inventory outlook). Hence, the 
thermal opportunity remains intriguing to us and should benefit US thermal 
producers including CNX, JRCC, ACl and CLD as well as the hybrids which 
include PCX, MEE, ANR, and ICO. 

Table 11: Downswings> 20% Table 12:Upswings >20% 

Date of Action Downswings> 20% 
Peak Tlough Peak Trough % Change # of Days 

05111106 09120/06 1973,7 1024.3 -48% 91 
05130107 08lO3AJ7 1576.3 1151.1 -27% 46 
06/30/08­ 10115108 3561.8 974.2 -73% 71 
10120108 10/27108 1351.2 878.3 -35% 5 

10131108 11120108 1176.2 547.1 14 
11126108 12/04/08 842.7 621.8 ·26% 5 

12/17108 ·03AJ2/09 883.9 656.6 ·26% 49 
06112109 07107109 1218.0 920.7 -24% 16 
01/0811 0 02/08110 . 1908.3 1507.2 ·21% 20 

04123/10 06/07/10 1984.6 1405.4 -29% 30 

AVG: ·36% 35 

Date of Action Upswings> 20% 
Peak Trough Peak Trough % Change # of Days 

09120/06 05130107 1024.3 1576.3 54% 172 
08/03107 06/30108 1151.1 3561.8 209% 228 

10/15108 10120108 974.2 1351.2 39% 3 
10127108 10131108 878.3 1176.2 34% 4 
11120/08 11126/08 547.1 842.7 54% 4 

12104/08 12117/08 621.8 883.9 42% 9 
03102109. 06112/09 656.6 1218.0 86% 102 

07107109 01108/10 920.7 1908.3 107% 129 
02108110 04123/10 1507.2 1984.6 32% 52 

06107/10 12/06/10 1405.4 2329.7 '--660/0'-' 127 

AVG: 56% 82 

Source: FaClSet. uas Source: FactSe~ UBS 
Note: average excludes 0S/03/07.(J6i30iOS period 
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Where's The Value? 

Based on our projected 2011 gross profit margins and free cash flow levels, the 
following scatter plots identity potential value in the coal space using current 
EV amounts and projected 2011 EBITDA. We can see WLT demonstrates 
relative value to the group in Margin due to a strong met coal forecast for 2011; 
however, PCX demonstrates strong relative value to the group based on FCF 
generation in 2011. 

Chart 11: Gross Profit Margin vs. EV/EBITDA Chart 12: FCF Yield vs. EV/EBITDA 
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Source: FactSet, UBS 
Note: CNX EVIEBITDA includes the NatGas business and may impair the comparability to the group 

Coal Comps Tables 

Table 13: Coal Comps 

Ticker Price 
Price 

Target 
Rating 

Shares 
Outstanding 

Market 
Cap 

Net Debt 
Enterprise 

Value 
Dividend 

Yield 

Total 
Return 

Potential 

ACt $3305 $3900 Buy 1624 $5367- . $1614, $6981, 12% 192% 

ANR $53.88 $66.00 Buy 121.5 $6,546 $95 $6,641 0.0% 22.5% 

BTU $62.65 $70.00 BIlY 268.6 $16,882 $1,389 $18,270 0.5% 11.9% 

CLD $21.74 $25.00 Buy 30.6 $665 $216 $881 0.0% 15.0% 

CNX $44.63­ $69.00 - Buy 225.8 $10,077 $3,612 - $13,689 0.9% 55.5%­

!CO $8.53 $10.00 Buy (CBE) 202.6 $1,729 $128 $1,856 0.0% 17.2% 

JRCC $2MO $30.00 Buy (CSE) 27.8 $653 $87 $740 0.0% - 27.7% 

fvEE $51.85 $62.00 Buy (CBE) 101.6 $5,268 $834 $6,102 0.5% 20.0% 

PCX $17.52 $26.00 Buy (CBE) 91.0 $1,594 $246 $1.840 0.0% 48.4% 

WLT $118.48 $136.00 Buy 52.9 $6,270 ($43) $6,227 0.4% 15.2% 

Totals $55,050 $8,178 $63,228 0.4% 25.3% 

Source: FactSet (Prices intra·day as of December 13. 2010), UBS estimates 
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Table 14: Ratios 

Ticker EV/ElUTllA 

2011E 2G12E 

ACl, 5.8x 4.3x 

ANR 5.4x 3.7x 

BiU 6.8x 6.6x 

a.o 2.2x 1.7)( 

CNx 6.6x 5.0x 

!CO 5.7x 26x 

JRCC 3.4x, ' 2.3)( 

WEE 5.5x 3.Sx 

'FCx" 3.9x 2.7x 

WLT 5.4)( 6.5)( 

Average 5.9)( 4.ex 

Source: FactSet. UBS estimates 

Table 15: Margins 

2011E 

10.1x 

11.2x 

11.5x 

9.9x 

12.5x 

12.6x 

9.Ox 

10.4x 

I'IE 

2012E 

5.9>< 

6.5x 

10.9x 

6.2x 

6.3x 

4.4x 

4,1)(' 

6.5x 

6.4x 

10.4x 

7.OX 

Deht/Cap 

2011E 2G12E 

49% 44% 

21% 19% 

36% 29% 

34% 30% 

70% 65% 

34% 28% 

56% 45% 

42% 35% 

,.32%' 32% 

22% 12% 

40% 34% 

EBlTD,VlntCl'cst 

2011E 2012E 

8.1x 15.0x 

18.7x 28.6x 

15.5x 18.6x 
8.4)( 11.1x 
9.1)( 13.0x 

8.4x 18.9x 

7.ix c11 .1x 

11.2x 16.7)( 

8.9>< <13.0x 

12.0)( 67.9)( 

16.9x 21.4x 

Frce Cash Yield 

2011E 2012E 

13,3% 19.8% 

11.5% 17.5% 

8.2% 5.9% 

12.9% 15.6% 

5.0% 9.0% 

6.4% 17.9% 
'11.6% 21.2%, 

7.4% 14.5% 

,12.4% 14.1% 

10.2% 8.9% 

9.9% 14.4% 

2011 E 20UE 2013E 

Sales Sales Sales 
Ticker PrlcelTon Cost/fon Margm (Milhons) Priceffon CostlTon Margin (Mdhons) Prlce-ITon CostiTon Margm (Mflhons) 

ACl $ 21.95 $ 14.45 ·34% HO.5Tono $ 24.21 14.81 39% ,1,82.4 Tons 24.09 $ 15.20. 37% 186.7 Tons 

AN'{ $ 47.10 $ 31.82 32% 89.6 Tons $ 55.64 34.52 38% 93.5 Tons 48.20 $ 32.21 33% 103.3 Tons 

B1'U 34% 270.0 Tons 31,20 $ 21,.60 31% .293.6 Tons 

a..o 8.93 36% 107.2 Tons 15.45 $ 9.24 40% 108.8 Tons 

'eN)( 49,% 
'. :·.67:2'To~~-

!CO $ 76.20 56.18 26% 17.0 Tons $ 90.67 55.33 39% 20.7 Tons 74.94 54.48 27% 24.4 Tons 

JRCC $ 77.9. $ 29% 11.6 Tons $ 87.46 56.34 33% 12.2 Tons $ 67.44 $ 52.66 22% '12.9 Tons 

I.<EE 65.11 $ 60.57 29% 48.0 Tons $ 93.39 $ 62.26 33% 55.0 Ton. $ 60.83 $ 60.27 25''; 57.9 Tons 

PCX' 71.66 $ 54.05 25% 36.~Tons 62.10 $ 56.86 28% 37.4 Tons 73.10 $ 57.12 22% 36,1 Tons 

WLT $ 169.17 $ 78.25 59% 10.8 Tons 164.75 $ 75.31 54% 11.2 Tons 137.93 $ 69.61 50% 10.7 Tons 

Totals 68.68 42.414 35% 801.9 Tons 73.30 43.47 39% 854.1 Tons 62.62 41.51 33% 903.5 Tons 

Source: FactSet, UBS estimates 

Table 16: Earnings Estimates 

I BlTO \ EBIi ll'S 
1f1IJ E tUllE 2111.\1'Ticker 2f111f 2ii'i'i'L lUBE 2011E :WlZL 2IH,H. 

uas. CO" ues. CO" ues. ConUBse Con uas. Con uas. Con uas. Con uas. Con uas. Con 

$ '766 ,$ 637 $ 1,216 $916 ,$ 1.152 $ 1.231 $ 3.26 $ 2.65 $ 5.57 $ 3.66 $ 5.16 $ 8.35ACI $ 1.203 $1.056 $ 1,!l41 $ 1,302 $ 1.5!l4 $ 1.339 
$ 4.79 $ 4.15 $ 8.31 $ 5.51 $ 6.15 $ 5.70Am $ 1.224 $ 1.107 $ 1.811 $ 1,347 $ 1,473 $ 1,309 $ 844 $ 741 $ 1,411 $ 1.046 $ 1,061 $ 1.123 

$ 5.45 $ 4.56 $ 5.78 $ 5.50 $ 5.11 $ 7.05BIU $ 2,669 $ 2,426 $ 2,766 $2,822 $ 2.525 $ 3,396 $ 2,210 $ 1,867 $ 2.308 $ 2,280 $ 2,001 $ 2,188 

$ 2.20 $ 2.16 $ 3.53 $ 2.62 $ 4.11 $ 4.79a.D $ 396 $ 358 $ 522 $ 408 $ 585 $ 845 $ 252 $ 235 $ 374 $ 294 $ 434 $ 512 

Ct.!X', $ .1.41,6 ,$ 1.243 $ 2,085 $ 1,180 $ M69 $;1.001 $ 3,56 $ $ 5.35 $ '4:40 $, 3.72 $'W$ 2,024' $P97 $ ?,727 $ 2,381 $ 2,145 $ '3,567 

$ 0.67 $ 0.59 $ 1.95 $ 0.94 $ 1.07 $ 1,06$ 327 $ 305 $ 716 $ 410 $ 484 $ 462 $ 221 $ 200 $ 609 $ 363 $ 374 $ 369ro 
'$ 154 $ 115 $ 253 $ 117 $ 73 $ 65 $ 3.69 $ 2.00 $ 5.71 $ 1.26 $ 1.23 $ 1,54$ 220 $ 165 $ 322 $ 143 $ 149 $ 153JRCC 

$ 4,39 $ 3.42 $ 7.94 $ 4.39 $ 4.19 $ 4.65$ 1,107 $ 927 $ 1,618 $ 1.080 $ 1,039 $ 1.027 $ 758 $ 562 $ 1,256 $ 738 $ 718 $ 971r.J8'. 

$ 264 $ 137 $ 474 $ 372 $ 126 $ 307 $ 1.60 $ (0.20) $ 2.75 $ 1.44 $ 0.31 $ 1.30FCX $ 467 $ 265 $ 669 $ 477 $ 333 $ 455 

$ 13.24 $ 10.60 $ 11.41 $ 10.81 $ 7.40 $ 6.00WlT $ 1,144 $ 957 $ 959 $ 953 $ 700 $ 678 $ 1,034 S 875 $ 849 $ 866 $ 584 $ 576 

$ 4.33 $ 3.28 $ 5.83 $ 4.05 $ 3.84 $ 4.88$10,800 $ 9,386 $13,772 $11.300 $11,066 $13,051 $ 7,959 $ 6,632 $10,636 $ 8,774 $ 7,992 $ 9,349 Totals 

Source: FactSet, UBS estimates 
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Table 17: Heat Map 

0.3% 5.3% 3.5% 3.7% 12.0% 

in top third 
In bottom third 

20.1% 

Source: FactSet, UBS 

• Statement of Risk 

Factors which could put our coal company ratings and price targets at risk 
include: coal price levels, production levels, transportation constraints, cost 
pressures, labour availability, safety-related costs or operational problems, and 
environmental legislation or regulation. Additionally, environmentalists have 
targeted mountaintop removal methodologies for coal extraction, posing a risk 
to eAPP surface miners. 

• Analyst Certification 

Each research analyst primarily responsible for the content of this research 
report, in whole or in part, certifies that with respect to each security or issuer 
that the analyst covered in this report: (I) all of the views expressed accurately 
reflect his or her personal views about those securities or issuers; and (2) no part 
of his or her compensation was, is, or will be, directly or indirectly, related to 

the specific recommendations or views expressed by that research analyst in the 
research report. 
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Required Disclosures 

This report has been prepared by UBS Securities LLC, an affiliate ofUBS AG. UBS AG, its subsidiaries, branches and 
affiliates are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; 
historical performance information; and certain additional disclosures concerning UBS research recommendations, 

please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is 
not a reliable indicator of future results. Additional information will be made available upon request. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 
Regulatory Commission. 

UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses by the China Securities 

Regulatory Commission. 
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LlBS Investment Research: Global Equity Rating Allocations 

UBS 12-Month Rating Rating Category Coverage1 IB Services2 

Buy Buy 51% 37% 
Neutral Hold/Neutral 40% 33% 
Sell Sell 9% 22% 
UBS Short-Term Rating Rating Category Coverage3 IB Services4 

Buy Buy less than 1% 20% 
Sell Sell less than 1 % 0% 

1:Percentage of companies under coverage globally within the 12-month rating category. 

2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within 

the past 12 months. 

3:Percentage of companies under coverage globally within the Short-Term rating category. 

4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 

within the past 12 months. 


Source: UBS. Rating allocations are as of 30 September 2010. 


UBS Investment Research: Global Equity Rating Definitions 


UBS 12-Month Rating Definition 
Buy FSR is > 6% above the MRA. 
Neutral FSR is between -6% and 6% of the MRA. 
Sell FSR is > 6% below the MRA. 

Short-Term Rating Definition 
Buy: Stock price expected to rise within three months from the time the rating was assigned Buy 
because of a specific catalyst or event. 

Sell: Stock price expected to fall within three months from the time the rating was assigned 
Sell 
because of a specific catalyst or event. 

KEY DEFINITIONS 

Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12 
months. 
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a 

forecast of, the equity risk premium). 
Under Review (UR) Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are 

subject to possible change in the near term, usually in response to an event that may affect the investment case or valuation. 
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any 
change in the fundamental view or investment case. 
Equity Price Targets have an investment horizon of 12 months. 

EXCEPTIONS AND SPECIAL CASES 


UK and European Investment Fund ratings and definitions are: Buy: Positive on factors such as structure, management, 

performance record, discount; Neutral: Neutral on factors such as structure, management, performance record, discount; Sell: 

Negative on factors such as structure, management, performance record, discount. 

Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the Investment Review 

Committee (lRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's 

debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating. 

When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece. 


Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 

registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained in 

the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by a 

research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if any, 

follows. 


UBS Securities LLC: Shneur Z. Gershuni, CFA; Spiro M. Dounis, CPA. 
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Company Disclosures 

Company Name Reuters 12·mo rating Short-term rating Price Price date 
Alpha Natural Resources4; 6a. 13, 16 ANR.N Buy N/A US$52.87 10 Dec 2010 
Arch Coal. Inc.2 , 4, 6a, 16 

Cloud Peak Energy InC1,5a,16 
CONSOL Energy. Inc.2, 4, Sa, Sa, 16 

International Coal Group. Inc2 . 4,6a,
6b,7, 16.20 

ACI.N 
CLD.N 

CNX.N 

ICO.N 

Buy 

Buy 
Buy 

Buy (CBE) 

N/A 

N/A 

N/A 

N/A 

US$32.11 
US$22.92 

US$43.99 

US$8.45 

10 Dec 2010 

10 Dec2010 
10 Dec 2010 

10 Dec 2010 

James River Coal Companl' Sa, 6a. 
13,15,20 JRCC.O Buy (CBE) N/A US$22.84 10 Dec 2010 

Massev Energy Companl' 4, Sa, 6a,
6b, 7,13, f5,2O MEE.N Buy (CBE) N/A US$51.98 10 Dec2010 

Patriot Coal Corp16, 20 PCX.N Buy (CBE) N/A US$17.30 10 Dec 2010 
Peabody Energy Corp.16 

Walter Energy Inc16 

Western Coal5b , 20 

BTU.N 
WLT.N 

WTN.TO Neutral 

Buy 
Buy 

N/A 
N/A 

N/A 

US$61.98 

US$117.24 
10 Dec 2010 
10 Dec 2010 

10 Dec 2010 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing 
date 

1. UBS Securities LLC is acting as manager/co-manager, underwriter, placement or sales agent in regard to an offering of 
securities of this company/entity or one of its affiliates. 

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of 
this company/entity or one of its affiliates within the past 12 months. 

4. Within the past 12 months, UBS AG. its affiliates or subsidiaries has received compensation for investment banking 
services from this company/entity. 

5a. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services 
from this company/entity within the next three months. 

5b. UBS Securities Canada Inc or an affiliate expect to receive or intend to seek compensation for investment banking 
services from this company/entity within the next three months. 

6a. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment banking 
services are being, or have been, provided. 

6b. This company/entity is. or within the past 12 months has been, a client of UBS Securities LLC, and non-investment 
banking securities-related services are being, or have been, provided. 

7. Within the past 12 months, UBS Securities LLC has received compensation for products and services other than 
investment banking services from this company/entity. 

13. UBS AG, its affiliates or subsidiaries beneficially owned 1% or more of a class of this company's common equity 
securities as of last month's end (or the prior month' s end if this report is dated less than 10 days after the most recent 
month's end). 

16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

20. Because UBS believes this security presents significantly higher-than-normal risk, its rating is deemed Buy if the FSR 
exceeds the MRA by 10% (compared with 6% under the normal rating system). 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 

For a complete set of disclosure statements associated with the companies discussed in this report, including information on 
valuation and risk, please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: 
Publishing Administration. 
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Global Disclaimer 

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG. its subsidiaries, branches and affi!iates are referred to herein as UBS. In certain countries, UBS AG is 
",Ierred to as uas SA, 

This report Is lor distribution only under such circumstances as may be permitled by app6cable law, Nothing In this report conslibJlas a representalion thaI any investment stralegy or 
recommendation contained herein is suitable or appropriate to a recipient's indMdual circumstances or otherwise constitutes a personal recommendation. It is publlshed solely for information 
purposes, it does not constitute an advertisemenl and is nol 10 be construed as a solicitation or an offer 10 buy or sell any securities or related financial inslrumenls in any jurisdiction, No 
representation or warranty. either express or implied, is provided in rela1ion to the accuraC{, completeness or reGability of the information contained herein, except With respe<::t to information 
concerning UBS AG, .ts subsidiaries and affifiatest nor is rt intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not 
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liablllly for any investment losses. Investments involve risks and investors should 
exercise prudence in making their investment decisions. The report Should not be regarded by recipients as a substitute for the exercise of their own ludgement. Past performance is not 
necessarily a guide to future performance. The value of any investmenl or income may go down as well as up and you may not gel back the full amount jnvested~ Any opinions expressed in this 
report are subject to change without notice and may diffar or be contrary to opinions expressed by other bUSiness areas or groups of UBS as a result of using different assumptions and criteria. 
Reseerch will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions. 
Different assumptions could result in materially dlfferent resufts. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personne~ and other 
constituencies for the purpose of gathering. synthesizing and interpreting market information. UBS is under nO obligation to update or keep current the informatlon contained herein. UBS relies 
on Information barriers to control the flow of infonnalion contained in one or more areas within UBS, inlo other areas, units. groups or affiliates of UBS. The compensation of the analyst who 
prepared this report is determined exclusively by research management and senior management (not includIng investment banking). Analyst compensation is nol based on investment banking 
revenues, however. compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking. sales and trading are a part. 

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options. derivative products and futures are not sui'able for all investors, and 
trading in Ihese instruments is considered risky. Mortgage and asset ..backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates 
and other market conditions. Past performance is no~ necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security 
or related instrument mentioned in this report. For investment advice, trade execution or other enquirieS, clients should contact their local sales representative. Neither UBS nor any of its 
affillales, nor any of uas' or any of lis afflliales, directors, employees or agents accepls any liability for any loss or damage arising out of the use of all or any part of this report, For financial 
inslrumenls admitted 10 trading on an EU regulated market: UBS AG, Its affiliates or subsidiaries (excluding UBS SEl()urities LLC andlor uas Capilal Markels LP) acts as a market maker or 
liquidity provider (in accordance with the Interpretation of these terms In the UK) In the financial Instruments 01 the issuer save that where the activity of liquidity provider is carried oul In 
accordance with the dafinltion given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report. UBS and its affiliates and 
employees may have long or short positions. trade as prinCipal and buy and se~ in instruments or derivatives identified herein. 

Any prices stated in this report are for information purposes only and do not represent valuations for individual securities or other instruments. There is no representation that any transaction 
can or could have been effected at those prices and any prices do nol necessarily reflect UBS's internal books and records or theoretical model-based valualions and may be based on certain 
assumptions. Dlfferenl assumptions, by UBS or any other source, may yield substantially dfffereni results. 

United Kingdom and the rest of Europe: Excepl es otherwise specified herein, this material is communicated by uas Limited, a subsidiary of uas AG, to persons who are eligible 
counterparties or professional clients and is onty available to such persons. The information contained herein does not apply to, and should not be relied upon by. retail dients. UBS Limited is 
authorised and regulated by the Financial Services Aulhority (FSA), uas research complies with all the FSA requirements and laws concerning disclosures and these are indicaled on the 
research where eppllcable, Franee: Prepared by uas L1mijed and distributed by uas Limited and uas Securities France SA, uas Securities France SA. is regulated by the Aulorite des 
March~s Financiers (AMF), Where an analyst of uas Securities France S,A, has contributed 10 this report, the report Is also deemed to have bsen prepared by uas Securities France SA 
Germany: Prepared by uas Limited and distributed by uas Limited and uas Deulschland AG, uas Deulschland AG is regulated by Ihe aundesan.talt fur FinanzdiensUeistungsaufsicht 
(BaFin). Spain: Prepared by UBS Limlled and distributed by UBS Limited and UBS Securities Espana SV, SA, uas Securilies Espana SV, SA is regulated by the Comisi6n Nacional del 
Mercado de Valores (CNMV), Turkey: Prepared by UBS Menkul Degerier AS on behalf of and distributed by uas Limited, Russia: Prepared and distributed by UBS Securities CJSC, 
Swltzeriand: Distributed by uas AG to persons who are institutionat inveslors only, Haly: Prepared by UBS LlmHed and distributed by UBS L1mjted and uas ltalla Sim S,p,A.. UBS ltalia Sim 
S,p,A, is regulaled by Ihe Bank of Italy and by the Commissione Nazionale per Ie Socie~ e la Borsa (CONSOa), Where an analyst of UBS lIalia Sim S,p.A, has contribuled to Ihis report, the 
report is also deemed to have been prepared by UBS lIalia Sim S,p.A.. South Africa: UBS South Africa (Pty) Limited (Regislration No, 1995/011140107) is a member of the JSE Limiled, Ihe 
Soulh African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Ply) Limited is an aulhorised Financial Services Provider. Details of lis postal and physical address 
and a nst of its directors are avaitable on request or may be accessed al ht!p:www.ubs.co.za. United States: Dislribuled 10 US persons by either UBS Securities lLC or by uas Financial 
Service. Inc" subsidiaries of UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a 'non-US affiliate'), to major US In.lilutional inveslors only, 
UBS Securities lLC or UBS Financial Service. Inc, accepts respon.iblilly lor the contenl of a report prepared by another non-US affiliate when dlslrlbuted 10 US persons by uas Securllies llC 
or UBS Financial Service. Inc, Alltrans.ctions by a US person in the securities mentioned in this report must be effected Ihrough UBS Securities LLC or UBS Financial Services Inc" and not 
through a non-US affiliate. Canad.: Dislributed by UBS Securities Canada Inc.. a .ubsldlary of UBS AG and a mamber 01 the principal Canadian slock exchanges & CIPF, A stalemenl of its 
financial condillon and a list of Its direclors and senior officers will be provided upon request. Hong Kong: Distributed by UBS Securities Asia limited. Singapore: Dislributed by UBS Securities 
Pie, Lid [mica (p) 03911112009 and Co, Reg, No.: 198500648C] or UBS AG, Singapore Branch, Please contact UBS Securities Pte Lid, an exempl financial advisor under the Singapore 
Financial Advisers Act (Cap, 110); or UBS AG Singapore branch, an exempl fonancial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the 
Singapore Banking Acl (Cap. 19) regulated by the Monetary Authority 01 Singapore, in respect 01 any matters arising from, or in connecijon with, the analysis or report. The reclpienl of this 
report represent and warrant that they ere accredited and Institullonal investors as defined in the Securllies and Futures Act (Cap. 289), Japan: Distributed by UBS Securities Japan Lid to 
institutional inveslors only. Whare this report has been prepared by UBS Securities Japan ltd, UBS Securittes Japan Ltd is the author, publisher and dislribulor of the report. Australia: 
Distributed by UBS AG (Holder of Australian Financial Services License No, 231087) and uas Securities Auslralia ltd (Holder 01 Australian Financial Services License No, 231098) only 10 
Wholesale' clienls as defined by s761G altha Corporations Act 2001. New Zealand: Distributed by uas New Zealand Lid, An Investment adviser and inveslmanl broker disclo.ure statemenl 
is available on request and free of charge by writing to PO Box 45, Auckland, NZ, Dubal: The research prepared and distributed by uas AG Dubal Branch, is Intended lor Prole.sional Clients 
only and Is not for further disb'ibution within the United Arab Emirates, Ko ..... : Dislributed in Korea by UBS Securities Pie, Ltd" Seoul Branch, This report may have been edited or contributed 
to from time to time by affilialas 01 uas Securities Pte, ltd.. Seoul Branch, Malaysia: This material is authOrized to be distribuled in Mataysia by UBS Securities Malaysia Sdn, Bhd (253825-x), 

The disclosures contained in research reports produced by UBS limited shaU be governed by and construed (n accordance with English law. 

UBS specifically prohibits the redistribution of this material in whole or in part without the written permission of U8S and UBS accepts no liability whatsoever for the actions of third parties in this 
respecl. Images may depict object. or elemenls which are prolecled by Ihlrd party copyright, lrademarks and olher inleUEl()tual property rights, @ UBS 2010. The key symbol and uas are 
among the registered and unregistered trademarks of UBS. All rights reserved. 
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