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What Will Be Covered

A am not one of those who in expressing opinions confine
themselves to facts. @ Mar k Twai n (and Dan Vaughnos:c

’
'
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Coal Trading
Market Direction

P AWhere weodve

'\ 3. A Where we are now
A Where we are going

Two Steps

. . Forward In 2011, Coal Trading took a step back-
"

One Step wards but moved forward again in 2012
Back and 2013 only to step back again in 2014
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Where We Have Been

..It all started around the year 1998

A 1998 - Coal Trading evolved _ _
| also invented Coal Trading

A Clinton & Gore were in the
White House

A Federal Debt was $5.5 Trillion

A Average Price of Gasoline was
$1.04 per Gallon (August 1998)

A U.S. Coal Production was 1.12
Billion Tons

A U.S. Coal Consumption was
930 MT

|
\Why yes, this is EXACTLY what |
A U.S. Coal Exports were 77.2 MT ¥ invented the internet for!

% PunditiKitchen.com

Page 3



A T hKdiéference between genius and stupidity is that
genius has its limits. o Albert Einstein
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What has been the Market Drivers for Trading

Brought about by e.
A Trading Liquidity
A Supply Disruptions A Simple Market Drivers’ Map

Currency - Market

I Equipment, Labor, Markee || Price [ st
Environmental, Weather
(flooding, droughts, etc.)

A Regional Demand

I Outages, Weather,
Economy

A Power Prices
A Natural Gas Prices
A Disagreements (legal matters)

| Simpler Times?
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Former Trading Landscape

A Originally, the OTC Market

had fewer participants (< 20) Limited players, limited liquidity

I Banks, Hedge Funds, but more volatile tipping point
Speculators, and a handful of

Producers and Utilities

Historic - Prompt Quarter Coal Pricing

i Inearly 2014, the OTC coal (Jan '98 - Jul '03)
market had over 30 US coal o0
; . . 20.00 12000 Btu 1.6# Bg
clients with clearing accounts 500 12000 Blu 1.2% Bg A

No Clearing Exchange (initially)
No Financial Swaps

A Credit Concerns always a i I o o e
factor but with more flexibility | = =a| N\l
. . B0 N
A More physical coal delivery oo | —t
D ap (e} &P 000 » '\0\ 0\0\ 0"1/0 “.-0-'5 &
i Participation critical SIS ESETESNESES
A
A
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Some Past Trading Observations

Not enough trading to Production, Consum%t;c:‘nggnalasntggkpile vs. Nymex Price
Impact volatility and visa 160000 50.00
140000 \.\ IA\ ﬂA T 45.00
Took extremely low utility 12000 - 40.00
stockpiles combined with S o
production cuts that caused 2 100000 ] r Vv |
. . S ]
price spike 00000 | i ,%;,.’l J st 3000
80000 el el 2 ¥ : : 05 00
Reported OTC Trade Volume by Region — lw
Jan '01 - Aug '03 . . . . . . . . ~— 20.00
25.00 - I T T S ST )
I B CAPP Rail S Sbé)
20.00 0PRB
I & NYMEX Total US Consumption — s Jtility Stockpile — ==—te12 17# bg
15.00

M Tons

10.00 -

PRB was the original coal of chot
Followed by CSX

5.00

0.00 -

Nymexbarge coal lagged
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Coal Trading Begins to Take Hold

2007

Tons Traded (Reported)
Just under 100 MT 250,000,000
traded in 2001
200,000,000 /]
Many players came and we /
but by 2007, the OTC market 10000
tops 200 MT in trade volumg 5
100,000,000 -
Nymex LAL Coal Price Volatility - Prompt Quarter
Big Sandy River 12000 Btu, 1.0% Sulfur (Jan 01" - Jan '07)
70.00
65.00 2002 2003 2004 2005 2006
60.00
55.00
& 50.00 H . -
e 4500 | Price volatility enters the
2 4000 market for good. Price
35.00 by b swings of 10% to 20%
30.00 jred within a trading month
25.00 w
2000\:\P\I"|r "b“b'bb-b- 'b- h‘o‘o‘b@l
99 05“‘9& oé‘ﬁsap»* 3\’&05” vsfpuéo@*‘gvs 90""(‘9
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Moving Forward from 1998 to 2013

A In 2013, Coal Trading at +370 MT
A new record, exc
record by almost 40 MT

Still no feasible Energy Policy but
we now have Obama Care

Federal Debt $16.7 Trillion

Average Price of Gasoline is
$3.50 per Gall on
U.S. Coal Production at 996 MT
AHow do you turn _this thing on?o0

A U.S. Coal Consumption at 920 MT

A U.S. Coal Exports topped 118 MT

/MWW.WM:.;( wd
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Taking a Step Back in 2014 (and 2015)

2015 Monthly OTC Volume thru June 12th
OTC C0a| Tradlnq VO|Ume 18 iMontthVqume(includesspreadtrades}|—

15
2012 - 301 MT
g 12
2013 - 374 MT s
s ? .
2014 - 164 MT =
l
2015 - 100 - 124 MT 3 .
rojection .
p OJeCt 0 0 Jan Feb Mar Apr May Jun (MtD)
PRB 8800 570,000 240,000 375,000 300,000 1,260,000 45,000
B PRE fin 4,700,000 9,975,000 1,840,000 1,270,000 3,855,000 630,000
CSX 12,500 176,000 286,000 33,000 572,000 88,000 33,000
B CSXfin 3,335,000 5,120,000 5,180,000 6,635,000 1,805,000 4,845,000
B Nymex 100,750 914,750 702,150 396,800 691,300 15,000

In 2015, Coal Trading volume has declined further
52 MT Y-T-D thru May
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Production No Change, Consumption Down

What 6s up with tha

U.S. coal production by quarter A 2014 U.S. Coal Prod. 997 MT
million short tons = A Juneé . OTD was 428 MT vs
1,250 June 6, YID 894 MT < 7.9%

EIA projecting 927 MT for 2015

o A 2014 U.S. Coal Cons. 917 MT
W fourth quarter of which Electric Utilities 851 MT
70 I third quarter
e = 2015 Utilities 792 MT < 6.9%
500 frst quarter DTC calling closer to 760 MT
Vaughnodéds | ow end
= A 2014 U.S. Coal Exports 97 MT
0 —— —._ . . . . A 2015 Exports est. 89 MT < 8.2%
2008 2009 2010 2011 2012 2013 2014
o A 2014-15 Coal Imports 11 MT/ yr
eﬁ"‘ Includes refuse recovery. Source; .5, Energy Information Administration; "Quarterly Coal Report.
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o To Io o Do I»

A

A
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Market Road Signs

Future Clearing Merchant
Impact of Dodd-Frank
Power Prices

Natural Gas Prices
Suppl i erso Fi n &

Shifting Global Supply /
Demand Balances

Planes, Trains and Things
that Float

Other Detours & Factors
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Futures Market

Futures Market

Regulated by the CFTC (Commodity
Futures Trading Commission)

Standard contract

Open outcry and screen trading
Maximum price transparency
Primarily financially settled
Higher standard of credit
Higher standard of performance

Dodd-Frank

Tightened trading regulations
Strict compliance rules

All financial coal products must comply
Timely reporting of trades
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Standardized Coal Trading Products

(For complete specifications, terms, and conditions visit www.coaltrade.org)

Standardized PRB 8400
Product

Moisture (%) 30.0
Btu/lb. 8400/ 8200
Sulfur (%) n/a
S02 (Ibs/mmbtu) 0.80/1.20
Ash(%) 5.5
Volatile (%) n/a
Size <3"
Grind n/a

PRB 8800 Nymex Look alike
12000 1% (Barge)
27.0 10.0
8800/ 8600 12000/ 11750
n/a 1.05
0.80/1.20 n/a
55 13.5
n/a 30.0
<3" <3"
n/a 41

CAPP CSX 12500
1.6Ibs SO2 (Rail)
7.0
12500/ 12200
1.0
n/a
12.0/13.5
30.0
<"
43

Note: For full range of guaranteed specifications and rejection clauses, wisilv.coaltrade.org

Standardized PRB 8806BT
Product 0.801lbs SO2
Moisture (%) 30.0
Btu/lb. 8800/ 8600
Sulfur (%) n/a
S02 (Ibs/mmbtu) 0.80/ 1.20
Ash(%) 5.5
Volatile (%) n/a
Size <3"
Grind n/a

CARP CSX 1I®O0 CAPRCSX12500
1.7 Ibs SO2 (Rail) 1.2 S0O2 (Rail)
7.0 7.0
12000/ 11700 12500/ 12200
1.0 n/a
n/a 1.20
12.0/13.5 12.0/ 13.5
30.0 30.0
<2" <2"

43 43

CAPP NS 12500
1.6 SO2 (Rail)
7.0
12500/ 12000
1.0
n/a
12.0/13.5
30.0
<2"
43

Note: For full range of guaranteed specifications and rejection clauses, wisftv.coaltrade.org
Napp Note: These quality standards are not completely standardized .

Illinois Basin MP 896
794 Lower Ohio River
12.0/ 140
11500/ 11100
3.15
n/a
10.0/12.0
36.0
<3"
53

NAPP 13000
4.0/4.5 lbs SO2 (Rail)
85
13000/ 12700
n/a
<45
8.5
35.0
<2"
52



Standardized Contract Information

milepost 306 and 317.

Virtually all trades arein 5
barge increments.

followed by the prompt plus one calendar strip.

Product |[Location Minimum Trade |Trading Period Types of Trades
Size
PRBSS00 Any rail loadoutlocated on the joint Minimum lotis one unittrain | Most prevalent trades are the current year quarters, followed | Forwards, puts, calls,
and line (BN/UPin the southern PRB {15,000 ton) per month. by the prompt calendar strip, followed by the promptmonth, | straddles, swaps, time and
PRES400 within Converse or Campbell Counties, followed by the prompt plus one calendar strip, followed by quality spreads.
Wyoming). the prompt plus two calendar strip.

NYMEX Any dock located on the Big Sandy Minimum lotis one barge Most prevalent trades are the current year quarters, followed | Forwards, puts, calls,
Look alike River or on the Ohio River between {1,550 ton) per month. by the prompt calendar strip, followed by the promptmonth, | straddles, swaps, time

spreads and quality or
locational spreads
(riverfrail).

CSX 1.0%
and
CSX1.21b.

Any four-hour unit train loadout
located on the CSX railroad within the
Kanawha and Big Sandy rate districts.

IMinimum lotis one unit train
(11,000 ton) per month.

Most prevalenttrades are the current year quarters, followed
by the prompt calendar strip, followed by the prompt month,
followed by the prompt plus one calendar strip.

Forwards, puts, calls,
straddles, swaps, time and
quality orlocational
spreads (nverfrail, 1%/1.2
Ibs, CSX/NS).

Myers lock (MP 846) between MP896
and MP784 on the Lower Ohio River

prompt calendar strips.

NS 1.0% Any four hour unittrain loadout Minimum lotis one unittrain | Most prevalent trades are current year quarters and prompt Mostly forwards, sporadic
W located on the NS railroad within the {11,000 ton) per month. calendar strips. Some prompt month markettrading option and spread trades.
) Thacker and Kenovarate districts.
NS1.21b.
NAPP Rail Although thishasnotbeen formalized, | Minimum lot will probably Most prevalent trades are current year quarters, followed by Mostly forwards, sporadic
and the rail productis basis the MGA be one unittrain (12,500 ton) | prompt calendar strips. option and spread trades.
‘ ) freight district and the barge productis | permonth, and barge,
NAPE Barge basis the lower Monongahela River Minimum lotis1000 tons.
with price adjustments for other
loadinglocations.
Illinois Basin | Fob barge on either side of the John T | Minimum lotis 1000 tons. Most prevalent trades are current year quarters, followed by | Forwards, puts, calls, time

and quality spreads.
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Clearing is Essential to the Market

A Every commodity Futures OTC Coal Trade Volume
Exchange is affiliated with a 400,000,000
Clearing house. 350,000,000 = Cleared = Physical
A The clearing process eliminates
250,000,000 -
ﬁ C O u n t e r p a r t y 200,000,000 -
A Clearing aids the physical 150,000,000 -
market by providing price 100000000 1
discovery and liquidity. 50,000,000 1 1
A Since January 2010, 91.6% of o000 0t 2012 203 0w 2015

all reported US OTC coal

transactions ar e fgfkteeaediegegages
ncl

the exchange or e S Faiep %
- CSX 91%

PRB 81%
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Coal Trading Volume

activty continues albeit at a much reduced pace

Jan 2010 thru May 2015

45,000

B Nymex BCSXfin BCSX12500 ™ (CSX12300 MNS1% m®mPRBfin ®PRBS8800 m™PRB 8400

40,000

35,000

30,000
25,000 - I
20,000 | n H
15,000 - I
|
|

Thousands of tons

10,000 -

5,000 -+
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Data aggregated by Phillip Vaughn
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Natural Gas Prices

tracking (over) supply vs. volatile demand

A Th u rSd ay 10 . 30 am Working gasin underground storage comparedwith the 5-year maximumand minimum
billion cubic feet
EIA Inventory Report

4,400
4,000

A Prompt Pricing; 20

3,200

regional power pricing 2800

A Jan 2014: Henry Hub; e
$6.23 (F), then 5.47 (M),  'w
4.69 (W), 4.47 (Th), 4.61 °

0

(F) € how fast it changes §F § 3 3 § 3§ 3 3 %
Wlthln a day, a. Week S-year maximum - minimum range
e LWV T 48
. 3 w—J-y@ar ave rage
A Cost Of prOductlon ¢l Source: U.S. Energy Information Administration

A Supply limitations
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' 3
Mo(r)e Nat Gas 91 ?g |5
ﬁA v, ‘;Dl“ ‘

A Most opportunities for
US coal to compete with
Nat Gas is with PRB
coal, not CAPP coal

A Majority of growth in
power capacity is
focused on gas and
renewables

A Traders recognized this
trend and thus, moved
20-25% of their portfolio
into PRB fin coal
starting back in 2012
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