SG Thermal Coal Outlook

Emmanuel FAGES

Head of Carbon, Coal, Gas and Power Research
emmanuel.fages@sgcib.com

+33(0) 142 133029

Important Notice: The circumstances in which this publication has been produced are such that
s O C I E I E G E N E RALE it is not appropriate to characterise it as independent investment research as referred to in
European MIF directive and that it should be treated as a marketing material even if it contains a

Corporate & Investment Banking research recommendation (« recommandation d'investissement a caractére promotionnel »).



SG Thermal Coal Outlook

Contents

Reviewing the fundamentals

Price and volume outlook

Hedging recommendations

SOCIETE GENERALE

Corporate & Investment Banking



SG Thermal Coal Outlook
2

Thermal coal prices: where are we going from here?

W All prices up since mid-September: from $92-97 /t to $127 /t for FOB Newc (Australia), $122 /t
for CIF ARA (coal delivered to Europe) and $120 /t for FOB Richards Bay (South Africa)

B Asian reference FOB Newc overtook both European references

Thermal coal prices ($/t)
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European demand - poor power demand, coal competitiveness:

low imports

Key European countries power demand (TWh)

UK imports (000 tons)
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UK and German dark and spark spreads (€/MWh)
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US demand — consumption re-increases but imports continue

dropping

Power generation by energy source (TWh)
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US coal and gas prices compared ($/GJ)
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Asian demand: where the action Is

Thermal coal imports (Mt)
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M Asia now largest importing zone (65% of total)

B Different types of countries

W Stable, large import-dependent countries (Japan, HK, Taiwan): strong underlying import base
B Rapidly growing importers (India, South Korea): forcing supply to keep up

B China the swing player: making the market nervous

SOCIETE GENERALE

Corporate & Investment Banking



SG Thermal Coal Outlook
6

Supply Is struggling to keep up: logistics is key

Russia: huge potential, in
theory
m Crippling distance to
export borders

m High costs

China Thermal coal exports (Mt) mBad state of railcars

. m Unreliable in winter
m Structurally reducing

exports? mUS China South Africa Russia ®Australia ®Indonesia
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South Africa: maxing out? Australia: the fragile giant
m Ports bottlenecks m New basins to be
solved linked: long and costly
m Rail bottleneck mPorts remaining an
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Freight rates are indeed low and bound to remain low as
oversupply is increasing: the market will remain global

Main routes to Rotterdam (US$/t) Dry bulk supply-demand balance outlook to 2015 (Mt)
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The impact of Australian floods: ahead of us, actually

Short term

Medium term

Facts

B 75% of mines halted in the
State producing more than
50% of Australian coal

M 35% of Australia’s exports
capacity (90Mt) out

B Some ports re-opening now

B Might take 3 to 6 months
to restore fully normal
operations

B Coking coal will be
prioritized
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Impact

H 8% of world export
capacity cut

B Market will keep tight
with low supply
buffer

B Operators to remain
nervous

Analysis

H “Buy the rumour, sell

the fact”: first price rise
over in the short term

B Market not so tight as

China has high stocks
and cargoes can be re-
directed to South
Korea; Australian ports
holding on own stocks

B Good conditions for

structural rise in prices
once winter / flood
sentiment effect is over

H High volatility on

incidents: other supply
shocks, demand
shocks
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2011 balance forecast: the market will probably tigthen

2006 2007 2008 2009 2010 2011f
Atlantic Basin Demand (Mt)
Europe and Russia 178 167 170 140 138 145
Middle East and Africa 29 31 34 34 35 37
North America (incl. Mexico) 41 42 38 34 30 34
Latin America 9 10 12 13 14 14
TOTAL 257 250 254 221 217 230
Pacific Basin Demand (Mt)
Main Asia 273 325 329 342 349 379
Other Asia and Oceania 53 57 53 55 57 59
TOTAL 326 382 382 397 406 438
World seaborne imports 583 632 636 618 623 668
2006 2007 2008 2009 2010 2011
Atlantic Basin Supply (Mt)
Eastern Europe and Russia 89 83 85 78 83 86
South Africa 68 67 65 70 68 75
North America 21 26 31 25 29 32
South America 76 74 75 72 79 83
Other 6 6 8 6 6 6
TOTAL 260 256 264 251 265 282
Pacific Basin Supply (Mt)
Australia 112 112 126 122 128 135
China 51 51 42 25 20 25
Indonesia 155 165 168 161 170 170
Vietnam 12 15 17 15 15 17
Other 8 5 7 5 5 5
TOTAL 338 348 360 328 338 352
World seaborne supply capacity 598 604 624 579 603 634
Trade imbalance 15 -28 -12 -39 -20 -34

Higher imports but probably
will never be back to 2006-
2008 levels

Re-increasing fast

Demand will set new highs

On the rise, partly supplying
Asia now

Maxing out? Dependent on
Atlantic suppliers for help now

Supply will also set new highs,
but lags — very tight market
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Medium-term key unknowns for supply-demand are numerous

Demand Supply
® Will China import ever more or rely B Can Australia step up exports from
more on its massive production 140 Mt to 200 Mt+? By when?
capacity?

B How much more could the US
B Can India grow as fast as announced export?
— economy off for good?

B Can Indonesia reverse its stance
B \Which maximum price are emerging and go forward with more exports?
importers able to stand before

demand start being destroyed?

For us, US exporters decisions will be key in order
to anticipate price behaviour above $130 /t
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Price outlook EW FORECAST

B World prices now entirely driven by Asian action: Newc index moves first

B For the coming months, we think the market will remain tight, owing to the medium-term effect of
the Australian and Colombian floods

B However we think the market should first go through a correction period once the winter is over

$/t first nearby 2009 Q110 Q2 10 Q3 10 Q4 10 2010 Q1 11f Q2 11f Q3 11f Q4 11f 2011f

CIF Rotterdam 69.9 78.1 88.2 92.8 103.0 90.5 125.0 115.0 120.0 130.0 1225
FOB Richards Bay 64.3 83.3 91.2 88.9 99.0 90.6 123.0 113.0 118.0 128.0 1205
FOB Newcatle N/A 93.0 100.2 934 105.0 97.9 130.0 125.0 130.0 140.0 131.3
C4 route freight rates 12.9 13.0 13.0 104 14.0 12.6 15.0 16.0 17.0 18.0 16.5

Source: SG Cross Asset Research

$/t first nearby 2009 2010 2011f 2012f 2013f 2014f 2015f

CIF Rotterdam 69.9 90.5 1225 115.0 125.0 130.0 140.0
FOB Richards Bay 64.3 90.6 1205 110.0 120.0 123.0 130.0
FOB Newcatle N/A 97.9 131.3 120.0 130.0 140.0 160.0
C4 route freight rates 12.9 12.6 16.5 20.0 22.0 25.0 30.0

Source: SG Cross Asset Research
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Trading recommendations: go for relative hedging as prices are

already high

Buy Newc, Sell CIF ARA

Sell Cal 12, Buy Cal 13 CIF ARA

B Rationale: due to the increasing difference in
regional dynamics, the spread between
Australian and European references will widen

B Buy Newcastle 2012 calendar and sell CIF ARA
calendar as long as the spread is below $2 /t

B Take profit at $10 /t

B Stop loss at $-2.7 /t

B Rationale: the CIF ARA curve moved into a strong
backwardation on winter cold and Australian
movements. Structurally, the front-end demand in
Europe will soften from present levels

B Buy 2013 CIF ARA calendar and Sell 2012 CIF
ARA calendar as long as the spread is above $1.5 /t

B Take profit at $-7.7 /t

W Stop loss at $3.1 /t

Newcastle 2012 — CIF ARA 2012 ($ /t)
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CIF ARA 2012 — CIF ARA 2013 spreads ($ /t)
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Back-up to the strategies

Technical analysis on CIF ARA 2012
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B Technical analysis: we are entering the
overbuying zone

Forward Curves CIF ARA — FOB Newc
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PCA on CIF ARA forward curve
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B PCA analysis indicates 9 months

forward contract too expensive while 18

months cheap.

M The forward curve has gone into backwardation,

from its more usual contango structure
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Disclaimer

The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities and including any expression of opinion, has been obtained from
or is based upon sources believed to be reliable but is not guaranteed as to accuracy or completeness although Société Générale (“SG”) believe it to be fair and not misleading or
deceptive. SG, and their affiliated companies in the SG Group, may from time to time deal in, profit from the trading of, hold or act as market-makers or act as advisers, brokers or bankers
in relation to the securities, or derivatives thereof, of persons, firms or entities mentioned in this document or be represented on the board of such persons, firms or entities. Employees of
SG, and their affiliated companies in the SG Group, or individuals connected to them may from time to time have a position in or be holding any of the investments or related investments
mentioned in this document. SG and their affiliated companies in the SG Group are under no obligation to disclose or take account of this document when advising or dealing with or for
their customers. The views of SG reflected in this document may change without notice. To the maximum extent possible at law, SG does not accept any liability whatsoever arising from
the use of the material or information contained herein. Dealing in warrants and/or derivative products such as futures, options, and contracts for differences has specific risks
and other significant aspects. You should not deal in these products unless you understand their nature and the extent of your exposure to risk. This research document is not
intended for use by or targeted at retail customers. Should a retail customer obtain a copy of this report they should not base their investment decisions solely on the basis of this
document but must seek independent financial advice.

Important Notice: The circumstances in which this publication has been produced are such (for example because of reporting or remuneration structures or the physical location of the
author of the material), that it is not appropriate to characterise it as independent investment research as referred to in European MIF directive and that it should be treated as a marketing
material even if it contains a research recommendation (« recommandation d’investissement a caractere promotionnel »). This publication is also not subject to any prohibition on dealing
ahead of the dissemination of investment research. However, it must be made clear that all publications issued by SG will be clear, fair, and not misleading.

Analyst Certification: Each author of this research report hereby certifies that the views expressed in the research report accurately reflect his or her personal views about any and all of
the subject securities or issuers.

Notice to French Investors: This publication is issued in France by or through Société Générale ("SG") which is authorised by the CECEI and regulated by the AMF (Autorité des
Marchés Financiers).

Notice to UK Investors: This publication is issued in the United Kingdom by or through Société Générale ("SG") London Branch which is regulated by the Financial Services Authority
("FSA") for the conduct of its UK business.

Notice to US Investors: This report is issued solely to major US institutional investors pursuant to SEC Rule 15a-6. Any US person wishing to discuss this report or effect transactions in
any security discussed herein should do so with or through SG Americas Securities, LLC to conform with the requirements of US securities law. SG Americas Securities, LLC, 1221
Avenue of the Americas, New York, NY, 10020. (212) 278-6000. Some of the securities mentioned herein may not be qualified for sale under the securities laws of certain states, except
for unsolicited orders. Customer purchase orders made on the basis of this report cannot be considered to be unsolicited by SG Americas Securities, LLC and therefore may not be
accepted by SG Americas Securities, LLC investment executives unless the security is qualified for sale in the state.

Notice to Japanese Investors: This report is distributed in Japan by Société Générale Securities (North Pacific) Ltd., Tokyo Branch, which is regulated by the Financial Services Agency
of Japan. The products mentioned in this report may not be eligible for sale in Japan and they may not be suitable for all types of investors.

Notice to Australian Investors: Société Générale Australia Branch (ABN 71 092 516 286) (SG) takes responsibility for publishing this document. SG holds an AFSL no. 236651
issued under the Corporations Act 2001 (Cth) ("Act"). The information contained in this newsletter is only directed to recipients who are aware they are wholesale clients as defined under
the Act.

http://www.sgcib.com. Copyright: The Société Générale Group 2010. All rights reserved.
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