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Initial Comments

In this presentation, we will discuss the world market situations for coke and coking coal,
consumedmainly by theiron and steel industries.

These markets are related to some extent, yet have differing characteristics in terms of supply
and pricing e.g. coke = monthly pricing fob China, coking coal =annual pricing fob
Australia.

Thelast few years have seen record pricesfor al metal and energy commodities, the main
factors being:

> Growth of demand in China—a voracious consumer of al commodities, and likely
to remain so;

> Lack of new investment in supply in the 1990s, port and shipping bottlenecks;
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Chinese Coke Price vs

Maturation in coke exports from
China after 2000.

Coke price peaked at $410420/t fob
16,000 7 in April 2004. It decreased to
<$130/tonnefob by Q4 2005, then
14,000 - recovered to $165-75/tonne by July

! 2006 but by September was down to
$150-155/tonne

Exports

12,000

goJauuoY$

Chinese Coke Prices
2004-2006

Coke Price, US$/tonnefob 2004 2005 H1 2006 Sept 06
et AVErage [ AVErage | AVETage

Metallurgical - 12/12.5%Ash, $314 $192 $138-144 $150-155
-S6re0mmT

Export Licence (EL) Cost $120 $40 $4-6 $5-6

Coke Pricewithout EL Cost $193 $152. $136 $147

Fl As% of Export Price 238% 21% A% 204




Factors in the Coke Market

Factor Current Influence 2004 2005 2006

Net Changein Chinese Share of beehives has decreased from +40m +45m +16m

Coke Capacity (tonnes per 52% in 1995 to 11% in 2005.

year) Slowdown in new capacity in 2006.

Chinese Export Licence Shortages seen in 2004 have since $120 $40 <$10

Cost ($itonne, annual eased due to lower demand for

average) Chinese coke

Hard Coking Coal Prices Increasing reliance on Australiafor | $55-57.50 $125 | $110-115

($/tonne fob Australia) hard coking supplies (+22%) (+120%) (-10%)

World Blast Furnace Iron If Chinais discounted, there would 719m 784m | 850-860m

Production (tonnes) have been al2m tonne decrease in (+8.9%) (+9.0%) | (+8-10%)
world iron output in 2005

Chinese Coal & Coke Production

60 » From 2001, the Chinese government
tried to enforce the closure of unsafe

50 coal and polluting coke capacity, a
process still ongoing. However, coke
g 40 capacity and production in Chinahave
S 30 continuedto grow year-on-year, asthe
‘E chart shows.
S 20 - » Modern, larger scale capacity has
§ replaced old units and beehive ovens.
10 1 > In 2006, growth in coke capacity has

slowed and seems likely to be lower
than theincreasein production.
> The Chinese coke industry is currently




Development of World Coke
Capacity

Long-term decline in coke capacity in
Europe, North America and other developed

Million tpy

regions stopped from 2002.
From 2002 to 2005, coke capacity in Europe

increased by 4.1m tpy.

Sun Coke added non-recovery plants at
Haverhill, USA in 2005 (0.50m tpy) and
Serra, Brazil in 2006 (1.65m tpy).

Other battery expansionsinclude onein

Egypt in 2005, three in Russiain 2006-7, two
inJapanin 200_6, onein_South Africain

Chinese Coke Exports

000 tonnes 2002 2003 2004 2005 Average% Ann
Change,
1998-2005
Europe (Germany, Italy, France, 4,653 4,667 4,886 3,880 1.0%
[FORS Sweder, ottvery
North America (USA, Canada, 1,367 1,105 2,029 1,679 1.2%
Vrexico)
| atin America (Brazil ather) 1902 2218 1855 1615 823% |
India 1111 1181 970 1133 -620% |
Japan. 2205 2015 3411 2811 12.7%




] Exports —s— Coke Price

Chinese Coke Price vs Exports
by Quarter

450 Several market phases from 2002 to date:
$400 » 2002-H1 2003: rising supply of coke; slow
$350

risein coke prices due to constraints within

4000 China (coal availability, transport etc).
3,500 $300 > H22003-H1 2004: exports decreased from
3,000 4.6mtonnesin Q2 2003 to 2.3m tonnesin Q1
$250 £ 2004 due to strong Chinese demand; export

£ 25500 = licence shortages; as aresult, coke prices
2000 2008 D spikein Q2 2004.

§ $150 » H22004-H2 2005: coke over-supply, export
4500 licence shortage ends, pri ecline rapidly,

Chinese Coke Port Stocks

5,000 7.0
45007 - » Chinese port stocks of coke
2000 47/ 'r T°° declined from 4.45m tonnes in
350031 >2 150 September 2005 to 1.11m tonnes at
. | the end of May 2006.
— | T4 » Asamultiple of monthly coke
g~ 1o exports, this was equivalent to a
2. | = decline from six months to just one
15007 l .l |! I 1 | 20 month at the end of May 2006.

I  |=Stocks
—— Stocks As Multiple of Monthly Exports




Chinese Coke Demand & Exports

S 07 » This chart shows Chinese coke
‘ demand (apparent basis = output
70 T 0.68 minus exports) and exports, plusratio
of coke demand to iron production.

® T 0.66 » It demonstrates the growing
8 o A importance of the domestic market to
§ H 064 @ the Chinese coke industry over 2005,
5 o5 - 2 and the lower exports (5% of ;
E 062 production in 2006 compared to 7% in

50 : Q1 2005).

i - 06 > Thedeclinein the coke demand toiron
=2 : output ratio from Q1 2005 to Q1 2006
e — indicates coke stock reductions.

—— Ratio coke demand to iron output

World Coke Output versus
Ratio to Iron Output
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World Coke Imports vs Price

» This chart shows the combined
coke imports of all the countries of

= the world from 2001 to 2005.
0 7 » It showsrising imports from
8 T $200 23.0m tonnes in 2001 to 32.2m
g ] tonnes in 2004, then a decrease to
8 - $150 % 26.9m tonnes in 2005.
=5 » The decrease was due to de-

stocking by the steel industry, plus

Imports ——Price

CI1S Coke Exports

» Coke exports of Russiaand Ukraine
from 2002 to 2005 are shown. There
was amajor decrease in 2005,
especially from Ukraine.

> Exportsfrom Ukraine have
historically been focused on Turkey
and eastern European countries such
as Bulgaria, Romania and Serbia.

» Russian exports have gone to other
CIS countries such as Kazakhstan and

Ukraine, aswell asIndiaand Iran. In

H1 2006 they were down by 58% on

319

Million tonnes
N
L

FH
.
[T

ussia @ Ukraine



Coking Coal

Coke versus Coal Pricing — By
Quarter from 2004

$440 $130  »  Chart showsthat coke and hard coking
$390 $120 coal prices have moved in opposite
$110 § directions since 2004: coke decreased
o $340 = from $400tonne in Q2 2004 to -
£ $100 3 $130tonne in Q1 2006; whereas coking
&5 9290 $90 §  cod went from $55-57.50tonnein 2004
g $240 N $80 T FY to $125tonne in 2005.

— Coke — Hard Coking



Coking Coal Exports

»  Thegrowing domination of the world
coking coal trade by Australiais
clearly shown. Its exports were 122m
tonnes in 2005, 5% more thanin
2004.

»  Exports from Canada and the US are
in longterm decline, though both had
higher salesin 2005 compared to
2004 — 26.6m tonnes and 26.0m
tonnesrespectively.

> Supplies of coking coal

1001

Million tonnes

Rates of Change 96-05:
Australia= +5.0%l/yr
| Canada=-2.4%l/yr
USA =-9.9%l/yr

growing

Austrdia @ Canada @ United States Other

Russian Coking Coal Exports

> Exportsof coking coal have grown from

14
<7mtonnes before 2000 to almost 13m
tonnes in 2004. In 2005, they were lower

2 a 11.3mtonnes, accounting for 6% of
total world exports.

Y > Exportsin H1 2006 were 24% down on

same period of 2005.

g 8 » Themain coking coa producing region
s of Russiais Kuzbass, located in the
5 6- southern part of western Siberia. The
§ main markets for Russian coking coal
4 are Ukraine, Japan and eastern European

countries.




World Iron Output

Global Annualized Pig Iron
Output Data

World Iron Output - Actual &

Seasonally Adjusted Progression of Historical Rats
50 of Increase of De-seasonalized
o Iron Output

| Six-Month Period ===One-Year Period | |
= De-Seasonalized

—1-Year Trend = +1.1% Per Month




Pig Iron Output — Rates of Change of
De-seasonalized Data to August 2006

Million tpy Iron Output, Annualized & De- % Change Per % Change Per
seasonalized Basis Month — Previous | Month —One Year
August2005 | August 2006 SodMonths
Europe 108.1 118.7 +0.8% +0.7%
Americas 83.3 90.7 +1.2% +0.5%
Asia& Middle East 483.2 579.0 +1.2% +1.5%
Africa 6.6 6.3 8% 0.0%

Summary & Conclusions (1)

Chinese prices have become the main benchmark indicator for the coke market. Chinese coke prices
averaged $314/tonne in 2004, against averages of $143/tonne in 2003 and a pre-2003 average of $60-
80/tonne. The main gradeis 12/12.5% ash, 30/90 mm size.

» The 2005 average was $192/tonne, 39% lower than 2004. From alow of <$130/tonne fob in Q4
2005, pricesincreased to $165-175/tonne fob by the middle of 2006. By September they had
declined to $150-155/tonne fob.

» Annual Chinese coke exports capped at 14m tonnes by the government in 2005 and 2006, and
thelong-term policy is reduce the exports so as discourage over-production and so control
pollution. Current limit likely to remain for 2007.

A combination of factors was responsible for the 2004-2005 coke price escal ation:

» Chinese environmental policy for coke and coal; export licence shortages; coking coal
shortages; abooming steel market; coke capacity closuresin Europe and the US.




Summary & Conclusions (2)

Hard coking coal prices decreased by just 10% in 2006 followingthe 120% rise in 2005. Coal prices are
exceptionally high compared to merchant coke prices, so that intheory it should be cheaper for
steelmakers to import coke from Chinaor other sources than to produce coke captively. There seems
likely to be afurther reduction in coking coal pricesin 2007.

Australia has assumed a dominant position in the hard coking market. Its coking coal exports have
increased by an average of 5.0% per year, whereas exports from Canada have decreased by 2.4% per
year and from the USA by 9.9% per year.

After growth in output slowed in the second half of 2005, worldiron output increased in real termsin the
first half of 2006. Most of the growth wascentred in Asia, especially China.

» Our analysis of dataindicatesthat worldiron output was at the highest level ever inred terms

End of Presentation.
Thank You!




