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World Coal

o Demand
o Supply
o Trade
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Coal — the world’s fastest growing

energz source...
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...with a market share of almost 30%
I I —
11 2010 energy consumption rebounded strongly —

OECD +3.5% rest +7.5%

o Oil +3.1% (33.6% of total consumption)

£ Coal +7.6% (29.6% - highest since 1970)

m Fastest growth since 2003
m China +10.1% (48% of world consumption)

0 Gas +7.4%
® LNG now 30% of world trade

Source: BP Statistical Review
|
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World hard coal production increased
bz 6.8% in 2010 to 6.2 billion tonnes
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China dwarfs other producers...
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...but Poland remains in ninth place just

ahead of Colombia
I

600

» /
E e==Australia
O 400
: ===South Africa
2 e
ET 300 ===Russia
E e==|ndonesia
3 /
s 200 Kazakhstan
2 S
«==Poland
100 - — — _
—————— e —— «==Colombia
0 T T T
2007 2008 2009 2010
Source: [EA Coal Information 2011
| .
caa]lmﬂ Energy Risk Central and Eastern Europe — Warsaw — 9th-10th November 2011

Association. of
UK Coal Importens




India’s coal consumption overtook the
EU in 2009
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World coal trade also recovered
L]
strongly in 2010...
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...dominated by trade flows to the

Asia ‘ Pacific region
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Reserves and Resources
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Reserves of coal are evenly distributed

around the globe
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The top five countries have over 80%
of proven hard coal reserves...
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...and USA, China, Russia and Australia

have over 90% of resources...
N
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...but changing the scale also highlights

major resources in Europe
*
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62% of EU’s solid fuel supply in 2010

was indigenous...
_

EU Indigenous Hard Coal

109.1
29%

Imported Hard Coal

38%

Supply in Mtce
Based on Estimated
Calorific Values

EU Indigenous Lignite

127.3
Source: EURACOAL 33%
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Ld L] L3
...with Poland dominating hard coal
L]
roduction...
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...and Poland also EU’s third largest
. .
lignite producer
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2010 employment in the EU coal sector
was 250,000 — over half in Poland

| | Llignite] __Hard Coal

8,200 4,600 12,800
10,200 13,700 23,900
16,700 24,200 40,900
| Greece | 5,200 5,200
2,400 2,400
16,300 111,100 127,400
13,500 8,800 22,300
3,900 3,900
1,800 1,800
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| Total | 78200l 173800 252000
Source: EURACOAL
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Coal (including lignite) supplies 26% of
EU’s electricit

EU Electricity Generation 1 Wide variation between
EU Member States

o Poland 88%
11 Greece/Czech 56%
o Denmark/Bulgaria 49%

o Germany 42%
o UK 28%
= Nuclear u Coal
o
uGas 1 Renewables 4 France 5%
® Others 1 Six M.S. <1%
Source: European commission (2009 data) n Tofql 26%
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Almost 60% of EU hard coal demand

is in three countries

Czech Republic

2.1%
Netherlands 20.2% 25.5%
3.5%
Spain
4.5%

Germany
17.5%
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Coal in Poland
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Upper Silesia is EU’s richest coal basin
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Most mines remain in state hands

I [ —

o Kompania Weglowa 40 Mt
0 15 mines

0 Katowice Holding Weglowy 13 Mt
£ 5 mines

0 Jastrzebska Spétka Weglowa (JSW) 12 Mt (coking)
o 6 mines - successful partial listing in July

1 Bogdanka (Lublin basin) 6 Mt
o Single mine - privatised

0 Others (mainly PKW — Tauron Group) 5 Mt

o 3 mines

Tr )
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EU Regulation
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Is coal being left behind by EU

regulation?
_
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EU policies are based around the
energy ‘trilemma’

Competitiveness

Sustainable
Development
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Energy for a Changing World foresaw
‘20-20-20’ by 2020

0 20% reduction in
greenhouse gases on
1990 levels

30% GHG target :
dependenf on compqrqble Energy for a Changfng World
international action
01 20% improvement in
energy efficiency

0 20% share of renewables
in total energy
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Emissions trading was intended to be

- the key instrument for reducing CO,

o1 EUETS is bad for coal
Emissions from coal typically twice the emissions from gas
Switching to gas one of the easiest short term options
71 Prices have so far been insufficient to drive investment
o Key determinants of price
Level of cap

Level of Kyoto Instruments allowed
= CDM/JI

Coal/gas price differential
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Will the third phase finally deliver
what was intended?

o1 2005: EUETS First Phase — launch and initial (over)allocation
1 2008: Second Phase — undermined by the recession

©1 2013: Third Phase — 17.5% cap reduction 2012 to 2020
Consistent with 20% emissions reduction by 2020
100% auctioning for power sector
= NB derogation from full auctioning in Poland etc.
Auctioning phased in for industry (carbon leakage)
Limitation on JI/CDM credits that can be used
01 But fuel switching to gas remains a key emissions reduction
tactic rather than investment in low-carbon generation
A new dash for gas may be triggered
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EU climate policy is out of step with the
rest of the world

0 Coal is the fastest growing fuel with 30% market share

o CO, reductions can only be achieved with significant
contribution of carbon capture and storage

0 EU climate policies concentrate on emissions at the point
of use
Insufficient consideration of methane emissions from gas
production and transport (especially shale gas)
Emissions associated with consumption of imported goods
are disregarded — Europe is exporting jobs to high-carbon
economies — e.g China and India
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Does new UK policy show the direction
for coal in Europez...

o1 No new coal without Carbon Capture and Storage

o1 Carbon price floor targeting €85 per tonne CO2 by 2030
Starting at €18 in 2013
Increasing to €35 by 2020

01 Emissions performance
standard

Allows grandfathering of
unabated gas

0 Feed in tariffs for low-carbon
generation

Based on contracts for
o differences
Coallmp Energy Risk Central and Eastern Europe — Warsaw — 9th-10th November 2011

Association. of
UK: Coal Impartens

17



...or can the Polish Presidency stem the

tide of anti-coal regulation?
*

0 Poland has already vetoed strengthened carbon targets of
30% by 2020 at the June summit in Luxembourg

£ Proposed roadmap to 2050 entailed emission cuts compared to
1990 of 40% by 2030, 60% by 2040 and 80% by 2050

"It's a dark day for Europe's leading role in tackling climate change,

but the UK together with its European colleagues will continue to make

the economic case for tighter EU carbon targets so that we can make the
most of the future green economy”

UK Energy and Climate Change Minister, Chris Huhne
01 But Polish environment minister Andrzej Kraszewski called for
understanding of the economic situation of Europe's poorer
states

"Analysis should be widely discussed and reflect the economic
consequences for each member state"

Coallmp
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Poland’s situation is unique for hard
coal in the EU...

0 Poland has 59% EU production and 64% EU
employees with 78% EU proven reserves and 35%
EU resources

UK mines are economic and coal resources are

extensive

m But planning constraints and inability to fund long-term
investments limit their use and Government is hostile to coal

German mines are uneconomic and are on a pCﬁ'h to
closure by 2018
u German demand will be met entirely by imports
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...but mines need investment to survive
for the long term

0 Private capital is crucial but investment can only
take place with a secure market
UK electricity and coal privatisation failed to provide
the right framework for long-term investment
Lack of UK market certainty threatens remaining mines
and prevents development of new mines
0 Privatisation is a matter for National policy in
Poland

o1 But EU regulation is of key importance in shaping
the market
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Summary

I
01 Coal is the world’s fastest growing energy source
£ Rapid growth in coal use will continue in China and India
01 Coal reserves are evenly distributed around the globe
£ Poland has 80% EU reserves and 60% EU production

0 Coal is threatened by EU regulation
o Coal supplies 26% of EU electricity but 60% EU coal demand
is in three countries — including UK which is hostile to coal
o1 Future of coal in Poland depends both on National and
EU policies

o Private capital and a secure market are essential
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