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Executive summary

As negotiations begin for Q1 2016 contracts, spot prices remain at multi-year lows and most demand indicators in Asia point to 
continued weakness in the immediate future.

In China, both real estate investment and housing starts are well below 2014 levels and the weak property sector continues to 
hurt overall steel demand. Coke demand and production are firmly lower this year in China and metallurgical coal imports fell to 
4 Mt in October, down 41% year-on-year. The anticipated coal stock build ahead of the winter months did not eventuate.

Most available steel and economic data highlights the weak demand environment, and yet many Australian coal suppliers are 
well sold this quarter. As a result, the spot trade in met coals has been relatively subdued this month and the outlook is much 
the same for December. In this low trade environment, visibility around pricing has been worse than usual; spot indices are 
currently showing as much as US$2.5/t variation, around a mid-point of US$75/t. We estimate that the marginal cost of 
Australian hard coking coal is around US$78/t at current exchange rates which, if negotiations occur similarly to recent 
settlements, could mean a Q1 benchmark in the low to mid US$80s/t. But the final outcome will depend on the willingness of 
Japanese mills to pay a large premium to spot prices.

The met coal trade itself has been steady, if slightly lower in volume terms, over the last couple of months. Australian exports 
were slightly lower in October, whilst US east coast exports were stable. Australia witnessed another bankruptcy as ULV PCI 
producer, Cockatoo Coal, entered receivership after it's guarantors terminated loans associated with the company's take or pay 
obligations.  Meanwhile, Teck continued to search for efficiencies, announcing 1,000 more job cuts and the mothballing of the 
Coal Mountain phase two project. These two events illustrate that even Australian and Canadian suppliers are not immune from 
the current downturn.

The immediate outlook for met coal is dominated by continued high steel and coke exports, lower year-on-year coal import 
demand, and high coal production rates. We expect Chinese steel exports to fall in November and December. But exports will 
remain high from other producers such as Russia, Turkey and Brazil, where domestic steel demand has been weak. A tour of 
met coal producers in Shanxi this month by Wood Mackenzie analysts suggested little chance of a near-term drive to rationalise 
excess met coal supply capacity, despite widespread industry losses. Domestic Chinese prices will come under renewed 
pressure, even after the recent CNY20-30/t reduction, suggesting imported coals will need to do more to compete.  The removal 
of the 3% import tax for Australian coals in January should help, but an immediate increase in prices is unlikely.

Modest demand growth for HCC in a number of countries through 2016, including Italy, Belgium, India and Japan - plus the 
continued disappearance of marginal supply – should result in stabilisation and a subsequent rise in prices.  Marginal costs of 
Australian supply will remain the support level for spot coal, with a continued premium payable for contract shipments.  We 
forecast prices to average US$89/t FOB next year for contract low volatile coal, but reaching up to US$92/t by Q4.  The 2016 
spot price of LV HCC will average US$81/t in our view.
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Key Market Data

2015 F 2016 F 2017 F
Q1 Q2 Q3 Q4 F Q1 F Q2 F Q3 F Q4 F Q1 F Q2 F Q3 F Q4 F

GDP Growth % (Y-o-Y)
Global 2.3% 2.7% 2.6%
Brazil -2.8% -1.3% 1.3%
China 6.9% 6.7% 6.5%

Eurozone 1.1% 1.2% 1.1%
India 7.5% 7.5% 7.0%

Japan 0.7% 0.9% 0.8%
South Korea 2.4% 3.0% 3.2%

US2.9% 2.7% 1.9% 1.9% 1.9% 1.9% 2.6% 3.0% 3.0% 2.4% 1.8% 1.0%

Major Seaborne Exporters (Mt)

Australia 43.5 45.9 47.0 45.7 45.8 47.2 46.5 46.6 46.1 46.6 46.1 46.1
US 11.0 10.4 7.7 7.3 8.3 7.6 9.0 10.0 8.1 7.4 8.7 9.6

Canada 7.6 6.7 6.5 6.7 7.0 7.0 7.1 7.1 7.0 7.0 7.0 7.0
Mozambique 0.8 1.2 1.1 1.1 1.1 1.3 1.3 1.3 1.3 1.5 1.5 1.6

Mongolia* 2.2 2.2 2.1 3.3 2.7 3.0 3.4 3.3 4.0 5.0 5.0 4.5
Russia 5.4 5.2 6.0 5.4 6.2 7.2 7.1 6.3 8.4 9.5 9.3 8.7

Major Seaborne Importers (Mt)

Japan 13.2 14.6 15.0 15.1 14.0 14.5 15.2 15.2 14.1 14.6 15.3 15.6
China - seaborne 10.3 10.1 14.3 9.8 10.0 12.2 12.2 11.7 10.5 13.5 14.5 14.0

India 12.4 11.2 10.4 11.3 12.5 11.3 11.3 12.0 13.1 11.5 11.5 13.1
South Korea 10.0 9.5 8.3 8.2 8.9 9.5 8.6 8.5 8.9 9.2 8.6 8.6

Taiwan 2.4 2.2 2.4 2.3 2.4 2.3 2.4 2.5 2.5 2.5 2.5 2.5
Brazil 4.1 4.0 3.6 3.9 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0

Germany 4.3 3.7 3.7 4.1 4.3 3.9 3.9 4.1 4.2 4.0 4.0 4.3

Freight Rates (Voyages US$/t)

Panamax QLD -> Japan$7.49 $8.05 $7.38

Panamax QLD -> E India$7.79 $8.42 $7.99

Panamax US E Coast -> Germany$8.10 $7.95 $8.10

Key Prices (US$/t) Nominal
Queensland HCC Benchmark $117 $110 $93 $89 $86 $89 $90 $92 $93 $95 $97 $103

NSW Semi-Soft $86 $81 $74 $71 $66 $67 $66 $66 $66 $68 $69 $74
Queensland Ultra-Low-Vol PCI $99 $93 $73 $71 $68 $70 $71 $72 $73 $74 $76 $81

US Hampton Roads Low Vol $118 $111 $100 $97 $89 $92 $93 $94 $95 $96 $99 $106
US Hampton Roads High Vol A $116 $111 $97 $93 $87 $91 $92 $93 $95 $96 $99 $106

Key Prices (US$/t) Nominal - 
Annual Averages

Queensland HCC Benchmark $102 $89 $97
NSW Semi-Soft $78 $66 $69

Queensland Ultra-Low-Vol PCI $84 $71 $76
US Hampton Roads Low Vol $107 $92 $99

US Hampton Roads High Vol A $104 $91 $99
Source: Wood Mackenzie, Customs Data, AXS Marine, sxcoal, IMF, Various Pricing Surveys
* Mongolian exports are all landborne and are displayed on a clean/washed basis
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Prices

Spot prices for hard coking coal spent much of the month falling to multi-year lows – prices went below US$74/t, having started 
at closer to US$76.5/t. The decline in prices mirrored those seen in steel products - HRC from China has decreased some 3% to 
around US$260/t - as well as scrap, iron ore and metallurgical coke. The onset of winter in the northern hemisphere will herald a 
slow period for steel demand, exacerbating the already dire conditions seen in China in particular.

The spot coal trade has been subdued into China in recent weeks and shipping stems at key ports indicate the near-term will be 
unchanged. A number of Australian suppliers are claiming to be sold out for the quarter, although some smaller, partial 
shipments, are still being sold.  With limited activity, pricing levels are more opaque than usual. Indications are that buyers in 
China want prices lower than US$80/t CFR for premium HCC material, while some deals have occurred at around US$78/t 
FOB.

Negotiations for Q1 2016 contracts are under way and, yet again, occur in an environment of low spot prices. Preliminary price 
indications for the Q1 contracts are wide – at between US$78 to US$85/t depending on whether the source is a buyer or seller - 
a function of the uncertainty over where spot prices really lie.  At A$1 = US$0.72, the marginal cost of Australian LV HCC lies at 
around US$78/t. If the agreement goes the way of recent settlements, the contract price should end up sitting above current 
spot levels, and probably in the low US$80s/t range. Our current Q1 2016 forecast of US$85.5/t is based on an exchange rate of 
A$1 = US$0.75. As usual the outcome will depend on the willingness of Japanese steel mills to pay a premium to spot prices.

Seaborne prices have typically lain below domestic Chinese prices this year, due to the domestic bias of Chinese buyers. 
Demand is so weak in China that domestic prices have also been under enormous pressure with new price cuts of CNY20-30/t 
announced in late November. The removal of the 3% import tax on Australian metallurgical coals from January 2016 should 
improve the competitiveness of imported coal but, in the current environment, may just inspire further price cuts from domestic 
Chinese miners. Recent representations made by the Australian Prime Minister to his Chinese counterpart, regarding the effect 
of China's coal quality restrictions, may yield some further advantage for Australian miners from next year. 

We expect modest demand growth for HCC in Italy, India, Vietnam, Japan and Belgium during 2016. Combined with further 
HCC capacity cuts from the US, and other marginal producers, the reduction of excess capacity should provide a modicum of 
support to prices as the year progresses. But in the very near term, poor demand, and even weaker sentiment, low supply costs 
and low prices for iron, steel and met coke, are a recipe for further spot price falls. We expect HCC spot prices to average 
US$81/t in 2016 (at AUD1=US$0.72), with contract prices averaging US$89/t. We expect both spot and contract prices to rise 
toward the back end of the year; contract prices reaching US$92/t by Q4 2016. But average prices will remain well below 2015 
levels.
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Key Price Forecasts (US$/t FOB)

The PCI sector has held onto price gains made during October, showing stability at around US$64/t. The potential loss of 1 
Mtpa of ULV PCI from Baralaba has added some tightness in PCI, which has seen more than its share of supply curtailment in 
recent months. There is not much PCI material available for prompt sale, meaning suppliers have been able to offer remaining 
coal at comparatively firm prices. The spot differential to HCC has reduced to around 14%.

There is not much happening in the SSCC sector, with limited trade occurring into both SE Asia and China. Most participants 
consider the immediate outlook to be relatively weak, with demand looking insipid into Q1 2016. Low thermal and hard coking 
coal prices art still acting to depress SSCC prices. Given the slightly tighter conditions in the PCI sector, SSCC quarterly 
contract prices are likely to settle below PCI in the upcoming negotiation, in line with current spot prices and the traditional 
differential between those coal types.

Supply

Recent supply trends have persisted during November. Too much capacity exists and there have been no widespread 
disruptions this month. There has however been a spattering of mine closures and production cut announcements, and some 
notable bankruptcy filings. However, the supply adjustment process remains slow.

Chinese miners stretched but little sign of broad restructuring

Wood Mackenzie analysts spent a week in Shanxi this month, visiting miners and service providers to gauge sentiment, and 
look at their near-term prospects. What they found was an industry making difficult choices to reduce costs and adjust to the 
demand environment, with little hope of improvement in 2016. At the same time, there is little fear that local and provincial 
government support will be withdrawn any time soon, given the importance of coal to the Shanxi economy.

Salaries have been a considerable target for cost reduction this year. Miners we spoke to have seen office salaries and some 
surface operations staff cut by over 50%. The social burden on Shanxi miners tends to be much higher than in other provinces, 
and labour costs are comparatively high as a result. But, safety and underground mine worker salaries have been largely ring-
fenced, limiting the cost-reduction options at some mines.

Shanxi's reliance on the mining industry creates a dilemma for authorities. On the one hand there is a willingness to aid the 
industry in whichever way they can. However, tax relief and other direct support would have a huge impact on government 
revenue. A broad restructuring of the industry is also made difficult by the lack of alternative forms of large-scale employment in 
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the province. Many mining companies are diversifying into other industries – such as real estate, agriculture and natural gas – 
into which they can transition employees. But it is a slow process, as is retraining their existing low-skilled workers.

There was no evidence of government pressure on the Shanxi industry to rationalise.  There was a sense from miners that a 
strong directive from the authorities was needed to promote reform. But the provincial government is still encouraging miners to 
become more competitive by increasing production.

Some miners are looking at salvation from a transition into the power space. Shenhua's success in becoming an integrated 
power producer has encouraged Shanxi miners to do the same; Datong Coal and the Jinneng Group are piloting a similar 
strategy by acquiring electricity companies.

Rail cost reductions in Inner Mongolia and Shandong exceptional cases

The country-wide roll out of rail tariff cuts – similar to those seen in IM and Shandong – is unlikely in our view, and certainly not 
expected by Shanxi producers. For a start, China Rail enjoys a monopoly and in Shanxi, rail remains more competitive than 
trucking, particularly on the long hauls to coastal provinces, where much of Shanxi's coal ends up.

The situation is very different in Inner Mongolia, where low coal quality is impeding competitiveness. The provincial government 
there is attempting to create demand for the beleaguered sector. In Shandong coal quality is the defining issue, due to a long-
term reliance on high sulphur local coals, which have created a legacy of severe air pollution.  In Shandong's case lower rates 
are designed to enable cleaner coals from further afield to compete into the province.

Queensland miners keep on keeping on

Australian met coal exports remain on track to hit 182 Mt this year. October exports from Queensland did fall by around 1 Mt, 
almost entirely due to lower exports through Abbot Point. It is the first time since May that Queensland's monthly exports have 
been lower year-on-year. The modest reduction is probably attributable to normal variation, although China's Golden week in 
October had a dampening effect on imports.

Queensland ports: metallurgical exports (Mt) - old
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Australian and Canadian miners not immune from downturn

Cockatoo finally succumbs

This month, Cockatoo Coal became the 2nd WICET shareholder to enter receivership, after Bandanna Energy in late 2014. 
Removal of support from the ANZ Bank was a key catalyst, specifically the requirement for Cockatoo coal to repay an A$81 M 
guarantee facility by 15th January 2016.  The ANZ guarantee was associated with Cockatoo's take-or-pay arrangements at 
WICET, and could only be partially replaced by cash and alternative guarantees. Thus, financing associated with port take-or-
pay commitments claimed another victim in Queensland. Once a must-have accessory for any ambitious coal company, port 
and rail capacity has become a morbid liability.

The immediate impact on supplies of LV PCI is uncertain, but the planned expansion to 3.5 Mtpa is clearly on hold. Baralaba's 
existing 1 Mtpa of LV PCI production is also at risk, but future production will be determined by the success of any sale process, 
or further cost cutting by existing management. The PCI trade, having already seen supply cuts from Coppabella and Curragh, 
with uncertainty over the future of Foxleigh, is transforming faster than other metallurgical coal sectors.

Teck Coal forced to make further cuts

Canada's coal industry has already witnessed the disappearance of marginal production from the Walter assets and Teck, 
Canada's HCC behemoth, has this month doubled the total number of employee cuts over the last 18 months to 2000.

Teck followed up the temporary coal production slowdown in Q3 2015 with an announcement regarding 1000 job cuts across 
the broader business. The cuts will permanently reduce coal production, but not immediately. The Coal Mountain Phase 2 
project has been indefinitely delayed, meaning no more coal output from Coal Mountain after 2017. The change will result in the 
loss of some 2.25 Mtpa of met coal production from 2018, although some loss may be made up by higher production at Teck's 
five other coal mines.

Teck is pursuing a strategy of reducing Chinese sales, something its peers have also been attempting.  Canadian coals are 
competing aggressively beyond China at the moment, including into India which is not a typical destination for Canadian coals. 
This determination to diversify is an acknowledgement of the risk around Chinese demand but perhaps also points to the 
pressure Teck's margins are under.

US supply will fall again in 2016

The production outlook for many of the US's premier metallurgical coal mines is fragile, including those ensconced in bankruptcy 
proceedings which have yet to run their course. Many mines owned by Alpha, Cliffs, Walter Energy and Blackhawk will see 
lower production next year, whilst MetInvest will close its Carter Roag mid-volatile HCC mine by December 25th.

Alpha Natural Resources continues to restructure its operations while operating under Chapter 11 bankruptcy protection. In 
August, the company sold four underground mines and the Pigeon Creek processing plant (all located in Wise County, Virginia) 
to Revelation Energy, and in late October announced plans to offer 19 idled complexes for sale. The proceeds from these sales 
were to be used to work against Alpha’s large debt, which it mostly amassed in the purchase of Massey Energy.

The company will most likely continue to trim high-cost mines and now expects met coal sales for 2015 at 14.2 Mt, a reduction 
of  0.8 Mt versus 2014. However, about 1.9 Mt of the current-year output is from operations that are either inactive or have been 
sold. Alpha expects met sales for 2016 at about 11.6 Mt.

Cliffs Natural Resources, in a drastic effort to reign in costs, decided to stop longwall development work at its two mines, 
Pinnacle and Oak Grove, while continuing the search for a buyer. If the mines run out of developed panels before they are sold, 
Cliffs will close them both. Closure would occur sometime around the end of 2016 based on the reserves remaining in each 
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developed panel. Based on a scenario where mine production persists, without development, the cut would be about 0.7 Mt in 
2016, whereas the potential loss of all mining could see 3 Mtpa leave the market from 2017.

Blackhawk Mining's transition of key mine complexes bought from the bankruptcy proceedings of Patriot Coal, has run into 
some small transition problems. The company hoped to have a seamless change in ownership without any work stoppage but 
was forced to hold a job fair in Charleston, West Virginia on October 23, to rehire Patriot miners. The intent was to hire about 
1,400 ex-employees and operate all of the newly-acquired mines. Based on our estimate of Patriot's labour force at 2,000, the 
hiring target of 1,400 could imply either a necessary 30% reduction in workforce, or Blackhawk's attempt for more flexibility to 
hire some miners from elsewhere.

To add to Walter Energy's existing problems, the No.7 mine encountered geological problems this month which has led to the 
temporary standing down of 265 workers, around 50% of the workforce. This reduction is designed to be temporary until the 
longwall works through this difficult area.

Elsewhere, Arch Coal is continuing efforts to avoid filing for bankruptcy, but the company recently stated that Chapter 11 may be 
necessary. Previous efforts to restructure the debt, to push forward payment dates have been unsuccessful. Meanwhile, Consol 
is still trying to find buyers for some of its non-core coal properties, subsequent to the sale of its 49% interest in the joint venture, 
called Western Allegheny Energy, to Rosebud Energy. In addition, CONSOL is offering a number of idled coal properties for 
sale to generate cash.

Asian Fluidity crisis from 2016?

High volatile HCC, from regions outside the US, is exiting the market at a faster rate than that of any other type of metallurgical 
coal. Combined with a reduction in fluidity at existing mines, buyers that rely on fluidity are having to cast the net widely.

The end of mining at Crinum – and loss of 5.5 Mtpa of HV HCC - has been long anticipated, but falling fluidity at Kestrel, post 
expansion, has come as a surprise. Asia's supply of HV HCC is looking very bare:  excluding Russian coal there is precious little 
high CSR, high fluidity material available. The Indonesian industry has retreated – Kartika Selabumi and Mamahak are no 
longer operating - and Buller (New Zealand) and Makhado (South Africa) are awaiting development. Of those mines still 
operating in 2016, Kestrel is struggling to reach its typical fluidity levels and Duralie, despite being classified as a HCC, is not a 
direct replacement due to a much lower CSR.

Top 10 Asian mines ranked by Max fluidity 2016 (excl Russia)
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The loss of HV HCC production in Indonesia and Australia is likely to provide an opportunity for Russian miners, 
where high fluidity products from Elga and Vorkutaugol often target export markets. Sibuglement produces a 
substantial amount of high fluidity material from mines such as Antonovskaya and Bolshevik, but such coals are 
also highly sought after in domestic markets.

Mid volatile HCC suppliers in Australia are also benefitting as steel makers search for high CSR coals with above average 
fluidity. Prices for mid-volatile HCC coals have performed well compared to LV HCCs in recent months, and the search for 
fluidity will exacerbate the trend.

Demand

The factors driving demand for imported metallurgical coal remain largely negative: the appalling Chinese property sector, high 
steel and coke exports, and strong US$ are at the heart of it.

Real demand for steel in Europe and the US is actually holding up reasonably well, but in the US, stocks of steel built up last 
year are meeting the demand, rather than production of new steel. In the EU car registration is up 8-9% year-to-date and 
demand has been robust, albeit slowing recently. But, EU crude steel production has turned negative in the second half, and hot 
metal production is also negative. In both the EU and US, real demand growth is being met by imports. China is the most visible 
source but low domestic demand in places such as Brazil and Russia, has meant greater tonnage available for export. Cheap 
steel imports are dampening coke and coal demand everywhere: from Brazil, to South Korea, to the UK. 

India remains a positive force for steel demand - likely to be up 7.1% y-o-y in 2015 - but some uncertainty exists around the 
ability to maintain investment levels in 2016. Crude steel production is up only 3.3% year-to-date, largely due to competition 
from cheap imports, although Tata's Kalinganagar project will provide more supply – and demand for met coke and coal - as it 
ramps up over the remainder of this year. 

In China, despite a slight increase in property prices during Q3 2015, all market indicators suggest a troubled near-term future 
for real estate. In October, fixed investment in real estate and total new starts fell by 12.7% and 37.5% respectively. Analysis by 
Wood Mackenzie's steel markets service forecasts even weaker construction activity in Q4, pointing to lower steel product 
prices.

The high housing inventory, a key cause of the poor outlook for property, is extremely bad in tier two and three cities, forcing 
developers to abandon them in favour of tier one cities such as Beijing, Shanghai, Guangzhou and Shenzen. But tier one cities, 
despite having lower inventory, are likely to exhibit only minor growth. The western regions – such as Inner Mongolia, Xinjiang 
and Yunnan – will be most severely hit by the excess capacity, since they were already well supplied in 2014.  Stock levels must 
be reduced across multiple regions before new investment can be stimulated, a process that will take time. 

Weak steel demand has translated into poor production performance, with crude steel production also down – by 2.2% year to 
date. But the impact on coke and coal has been much worse. Coke production fell 9.4% year-on-year in October, the worst 
monthly performance this year. Whilst the October performance was partly a function of Golden Week holidays, coke production 
remains down 5.1% year-to-date. October also saw very low import demand with coking coal deliveries falling 41% year-on-year 
to about 4 Mt. 

The Fifth Plenary Session of the Eighteenth Central Committee, which concluded in October, has provided little optimism 
regarding the near-term for steel demand in China. The provisional announcements suggest the government will target a growth 
rate of at least 6.5% over the 13th Five Year Plan period.  But, the output growth will likely come from less steel-intensive 
activities, with construction, manufacturing and mining continuing to weaken during the transition to a demand economy. We 
expect infrastructure to be an exception, given the need for transport facilities in many tier two and three cities over time.  On the 
whole though, there is unlikely to be a major stimulus to steel demand in the period to 2020, and removal of excess capacity is 
absolutely critical in order to get the steel sector on a more even footing. 
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Steel production costs have fallen dramatically

The reduction in global steel making costs is making a steel price recovery very unlikely. Global average BOF costs have fallen 
from US$527/t in 2011 to US$289/t this year, some 45%. Raw material costs are the obvious driver of this change, including 
scrap which has seen prices drop belatedly during the year. 

Global BOF steel production costs 2010 - 2015
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Russian steel making costs are typically low due to the availability of domestic raw materials. The steep falls in internationally 
traded coal and iron has meant that the impact has been greater for countries relying on imports. But Russian steel makers 
have been additionally helped by the rouble devaluation; costs of steel slab have fallen to just over US$220/t this year, well 
below the global average. The low-cost Russian steel will weigh on prices of steel and the broader value chain. Prices for slab 
into EU and Turkey are currently close to US$230/t FOB Black sea. 

Gloomy Indian coking coal production outlook could provide some upside for imports

Despite a massive 15 Mt increase in annual hot metal output during the period 2011-2015, there has been almost no growth in 
domestic Indian metallurgical coal supply. Metallurgical coal demand growth has been entirely captured by imports; rising from 
32.6 Mt in 2011 to 45.4 Mt in 2015. 

The Indian metallurgical coal sector is complex and difficult to unravel. Production of coal with caking properties is large, but 
only a very small volume is used in metallurgical applications. In the fiscal year to March 2015, raw coking coal production 
totalled 57.5 Mt, but only 13.8 Mt was characterised as having sufficient metallurgical properties, and was sent for washing. The 
final product output for coke-making was closer to only 7 Mt. This low utilisation is due to inferior coal quality - comparatively 
weak caking properties and high raw ash content - difficult washing characteristics, and inefficient wash plants. Although raw 
metallurgical coal production increased by nearly 8 Mt in the past five years, actual supply of washed coal used for metallurgical 
applications remained flat. 

Coal washing capacity is poorly maintained and severely under utilised. Indian coal washing data available for fiscal year 2014 
suggests that – despite Coal India owning 25 Mtpa of coking coal wash plant capacity - only 13.8 Mt raw coal was washed. This 
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low usage is a symptom of a long running trend of under-investment in mine improvement and wash plant performance. 
Average ash content in clean metallurgical coal in India is very high, at 20%, and domestic coal is always blended with imports 
to produce coke. 

We estimate that existing wash plant capacity is more than 40 years old and has not been adequately maintained or upgraded. 
CIL subsidiary company, Bharat Coking Coal Limited (BCCL), is aware of the problem and is now belatedly modernizing and 
expanding a few wash plants which should improve capacity utilization and yield in future. There are also plans on the drawing 
boards for a large number of new plants, but we are cautious regarding how many may actually be constructed – and how soon. 

The near-term outlook for clean metallurgical coal supply largely depends on the development of three expansion projects; 
Tasra (4 Mtpa), Sitanala (0.3 Mtpa) and Parbatpur Central (1.8 Mtpa). All these projects now belong to Steel Authority of India 
Limited (SAIL); Parbatpur Central was transferred to SAIL earlier this year after its allocation to Electro Steel was cancelled by a 
court ruling. 

The projects are operational and their combined raw coal production in fiscal 2015 was less than 0.5 Mt. However, two of the 
three projects require appointment of a mining contractor who can attract investment and new technology, and also acquire the 
remaining land critical to capacity expansion. Tasra and Sitanala were allocated to SAIL more than a decade ago but the 
company has struggled to expand for several reasons. The company appointed LANCO Infratech as the mine-developer-
operator (MDO) in 2013 and there has been some progress on the Tasra project, but the tender for the Sitanala project's 
contractor appointment is not yet complete. 

In our base case, we expect 3 Mtpa growth in clean metallurgical coal supply between now and 2017, but there could be delays 
due to the aforementioned challenges, which would result in higher-than-expected demand for imports. 

Global and Chinese steel production Steel production - other major producers
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Global and Chinese blast furnace iron production Blast furnace iron production - other producers
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Item 8.01              Other Events.

On April 15, 2014, Walter Energy, Inc. announced the idling of its Canadian operations, including the Wolverine and 
Brazion coal mines in British Columbia, beginning in April 2014.  A copy of the press release is attached hereto as Exhibit 99.1 and 
incorporated herein by reference.

Item 9.01          Financial Statements and Exhibits.

(d)           Exhibits.
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Exhibit No. Description

99.1 Press release, dated April 15, 2014.
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WALTER ENERGY, INC.

Date: April 15, 2014 By: /s/ Earl H. Doppelt
Earl H. Doppelt
Executive Vice President, General Counsel and Secretary
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









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






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Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the 
registrant under any of the following provisions:

    Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

    Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
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Page 1 of 5

7/8/2015https://www.sec.gov/Archives/edgar/data/837173/000110465914050465/a14-16711_18k.htm



In connection with the offering of the Notes (as defined in Item 8.01 below), Walter Energy, Inc. (the 
“Company”) is disclosing under Item 7.01 of this Current Report on Form 8-K the following information.

Credit Facility Amendment and Repayment of Revolving Credit Facility

On July 7, 2014 the Company entered into the seventh amendment (the ‘‘Seventh Amendment’’) to the 
Company’s credit agreement, dated as of April 1, 2011 (as amended, the ‘‘Credit Agreement’’), whereby the Company’s 
financial maintenance covenant will be unlimited for the quarter ended June 30, 2014 so long as at least $275.0 million of 
first lien notes are issued within 7 days (or such longer period during the fiscal quarter ending September 30, 2014 as may 
be determined by the Administrative Agent (as defined under the Credit Agreement).

On July 8, 2014, the Company expects to enter into an incremental amendment (the ‘‘Incremental 
Amendment’’) to the Credit Agreement. The proposed Incremental Amendment will provide the Company with an 
additional tranche of revolving loan commitments (the ‘‘New Revolving Credit Facility Tranche’’) in the amount of $61.2 
million, thereby increasing the total available commitments under the revolving credit facility in the Credit Agreement 
(the ‘‘Revolving Credit Facility’’) to $375 million. The New Revolving Credit Facility Tranche will mature in 2017. 
Effectiveness of the Incremental Amendment is conditioned upon the Company pricing a bond offering of no less than 
$275.0 million and certain other conditions required under the Credit Agreement.

The Company intends, on the closing date of this offering of the new notes, to draw approximately $298.1 
million under the Revolving Credit Facility and to place the proceeds thereof in an escrowed account with Morgan 
Stanley & Co. LLC. The Company intends to use the net proceeds from this offering of the new notes to repay all amounts 
outstanding under the Revolving Credit Facility (other than such outstanding letters of credit), at which time the lenders’ 
commitments (including the commitments of affiliates of certain of the initial purchasers) under the Revolving Credit 
Facility will be terminated (other than commitments for such outstanding letters of credit).

This offering of the new notes, our entry into the Incremental Amendment and the Seventh Amendment and the 
application of the net proceeds from this offering of the new notes to repay amounts outstanding under the Revolving 
Credit Facility are referred to in this offering memorandum as the ‘‘Transactions.’’

Idling of Canadian Operations

In April 2014, we began idling our Canadian operations, including the Wolverine and Brazion coal mines in 
British Columbia. We placed the Wolverine mine (located near the district municipality of Tumbler Ridge) on idle status 
in April 2014 and the Brazion operations (which includes the operations of Brule and Willow Creek and is located near 
the district municipality of Chetwynd) on idle status in June 2014. We incurred severance charges of approximately $7 
million in the second quarter of 2014 in connection with the idling of these mines. Our Ridley Terminal Services 
agreement has an annual minimum throughput requirement of 4.0 million metric tons and we anticipate future charges as a 
result of not fulfilling this requirement. Our maximum exposure per calendar year in which we do not utilize the terminal 
is approximately C$25.0 million. The Company has advised the Ridley terminal that it intends to assert a force majeure 
defense arising from certain geological conditions affecting the Wolverine mine.

Declines in Benchmark Metallurgical Coal Contract Prices

The Company predominantly prices and sells its metallurgical coal on a quarterly basis using a quarterly 
benchmark price. The quarterly benchmark for the metallurgical coal contract price for 2013 ranged from a low of $145 
per metric ton to a high of $172 per metric ton, was $152 per metric ton for the fourth quarter of 2013, was $143 per 
metric ton for the first quarter of 2014, was $120 per metric ton for the second quarter of 2014 and is $120 per metric ton 
for the third quarter of 2014. If the quarterly benchmark price for metallurgical coal does not meaningfully increase over 
the next few years, it would have an adverse effect on our operations, liquidity, ability to remain in compliance with our 
covenants in our Credit Agreement, and our ability to service our indebtedness. In addition, sustained negative economic, 
financial and business conditions may adversely affect our business.

Sale of Blue Creek Terminal

In May 2014 we signed an agreement with the Alabama State Port Authority to sell both the Blue Creek 
Terminal located in the Port of Mobile and an additional parcel of more than 60 acres located less than a mile from the 
Blue Creek Terminal for $25 million. The transaction is expected to close in the third quarter of 2014.
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Maple Leaf Loading Ltd.

Effective June 27, 2014, Maple Leaf Loading Ltd. (‘‘Maple Leaf’’), the firm which transports coal from the 
idled Brule Mine to our processing plant via the Falling Creek Connector Road, announced that it had been placed into 
receivership by its creditors. As a result, we are currently identifying alternatives to the services previously provided by 
Maple Leaf.

Mine No. 7 Geological Issues

In June 2014, we experienced difficult geological conditions at Mine No. 7 which adversely affected production. 
The impact on production was less than 100,000 metric tons, and there was no impact on sales. We believe these 
geological issues have been resolved and still expect the Company’s full-year 2014 metallurgical coal production to total 
between 9.0 and 10.0 million metric tons.

Preliminary Metallurgical Coal Production and Sales Volume

Preliminary metallurgical coal production for the second quarter of 2014, including both hard coking coal 
(‘‘HCC’’) and low-volatility (‘‘low-vol’’) pulverized coal injection product (‘‘PCI’’) was 2.5 million metric tons 
comprised of 2.0 million and 0.5 million metric tons produced within our U.S. operations and Canadian and U.K. 
operations, respectively. Preliminary metallurgical coal sales for the second quarter of 2014, including both HCC and low-
vol PCI was 2.7 million metric tons comprised of 2.0 million and 0.7 million metric tons sold within our U.S. operations 
and Canadian and U.K. operations, respectively.

Our ability to generate the significant amount of cash needed to service our debt and financial obligations, to 
refinance all or a portion of our indebtedness or obtain additional financing depends on many factors beyond our control.

Our ability to make payments on and to refinance our indebtedness, including the Notes, depends on our ability 
to generate cash in the future. We are subject to general economic, climatic, industry, financial, competitive, legislative, 
regulatory and other factors that are beyond our control. In particular, economic conditions have caused the price of coal 
to fall and our revenue to decline and in the future could cause the price of coal to remain at current levels or fall, which 
may have an adverse effect on our operations, liquidity, ability to remain in compliance with our covenants in our Credit 
Agreement, and our ability to service our indebtedness. As a result, we may need to refinance all or a portion of our 
indebtedness, including the Notes, on or before maturity. Our ability to refinance our debt or obtain additional financing 
will depend on, among other things:

      our financial condition at the time;

      restrictions in the agreements governing our indebtedness; and

      other factors, including conditions in the financial and capital markets or coal industry.

The information in Item 7.01 of this Current Report on Form 8-K is “furnished” and shall not be deemed to be 
“filed” with the Securities and Exchange Commission (the “SEC”) or incorporated by reference in any filing under the 
Securities Exchange Act of 1934, as amended, or the Securities Act of 1933, as amended (the “Securities Act”), except as 
shall be expressly set forth by specific reference in any such filings.

2

Item 8.01 Other Events.

On July 8, 2014, the Company issued a press release announcing that it has commenced a private offering of 
$320.0 million aggregate principal amount of its 9.500% senior secured notes due 2019 (the “Notes”).  The Notes are a 
follow-on issue to the $450.0 million aggregate principal amount of the Company’s 9.500% senior secured notes due 2019 
which were issued on September 27, 2013 and the $200.0 million aggregate principal amount of 9.500% senior secured 
notes due 2019 which were issued on March 27, 2014 (collectively, the “Existing First Lien Notes”) and will be issued 
under the indenture governing the Existing First Lien Notes (the “Indenture”).  The Notes will be treated as a single class 
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together with the Existing First Lien Notes for all purposes under the Indenture.  The Notes will generally be fungible and 
consolidated with the Existing First Lien Notes, except that the Notes offered in reliance on Regulation S under the 
Securities Act will not be fungible during the first 40 days following the issue date.  The Notes will have terms identical to 
those of the Existing First Lien Notes, except that the Notes will have a different issue date and offering price.

The Notes will be guaranteed by each of the Company’s current and future wholly-owned domestic restricted 
subsidiaries that from time to time guarantee any of the Company’s indebtedness or any indebtedness of any of the 
Company’s restricted subsidiaries.

The Company intends to use the net proceeds of the offering of the Notes to repay $298.1 million of 
indebtedness outstanding under its Revolving Credit Facility and to pay related fees and expenses.  There is no assurance 
that any of these transactions will be consummated.

The Notes and related guarantees will be offered only to qualified institutional buyers in accordance with 
Rule 144A under the Securities Act and to non-U.S. persons in transactions outside the United States in reliance on 
Regulation S under the Securities Act. A copy of the press release is attached hereto as Exhibit 99.1 and is incorporated by 
reference herein.  The information included in this Current Report on Form 8-K is neither an offer to sell nor a solicitation 
of an offer to buy any securities of the Company.

Forward-Looking Statements

This Current Report contains various “forward-looking statements” within the meaning of the Private Securities 
Litigation Reform Act of 1995 regarding the proposed refinancing of the Company’s debt, including those regarding the 
proposed use of proceeds therefrom.  These forward-looking statements are made only as of the date of this report and are 
based on management’s current expectations, assumptions, plans and beliefs. They involve risks and uncertainties that 
could cause actual future results, performance or developments to differ materially from those described in or implied by 
such forward-looking statements.  Certain factors that could cause actual events not to occur as expressed in the forward-
looking statements include, but are not limited to, the failure by the Company to successfully consummate the proposed 
financing transaction.  Other potential risks and uncertainties are discussed in the Company’s Annual Report on 
Form 10-K for the fiscal year ended December 31, 2013 and in subsequent reports and other documents filed with the SEC 
from time to time.  The Company assumes no obligation to update the forward-looking information except as may be 
required by law.  Such forward-looking statements are based upon many estimates and assumptions and are inherently 
subject to significant economic and competitive uncertainties and contingencies, many of which are beyond the control of 
the Company’s management. Inclusion of such forward-looking statements herein should not be regarded as a 
representation by the Company that the statements will prove to be correct.

Item 9.01 Financial Statements and Exhibits.

(d) Exhibits

99.1 Press Release, dated July 8, 2014
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed 
on its behalf by the undersigned hereunto duly authorized.

WALTER ENERGY, INC.

Date: July 8, 2014 By: /s/ Earl H. Doppelt
Name: Earl H. Doppelt
Title: Executive Vice President, General Counsel and 

Secretary
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BILL OF SALE

THIS BILL OF SALE is made the _____ day of December, 2015. 

BETWEEN:

WILLOW CREEK COAL PARTNERSHIP and BRULE COAL 
PARTNERSHIP
(collectively, the “Vendors”)

– and – 

JIM WALTER RESOURCES, INC.
(the “Purchaser”, and together with the Vendors, the “Parties”) 

WHEREAS:

A. Certain Canadian affiliates of the Vendors’ (collectively, “Walter Energy Canada”)
intend to apply for creditor protection under the Companies’ Creditors Arrangement Act
(Canada) (the “CCAA”) by petition (the “CCAA Application”) to the Supreme Court of 
British Columbia (the “Court”). 

B. Walter Energy Canada intends to seek the Court’s authorization to have the CCAA stay 
of proceedings extended to the Vendors as part of the CCAA Application. 

B. Prior to the CCAA Application, the Vendors desire to sell, and the Purchaser desires to 
purchase, three (3) bulldozers as identified on Schedule “A” hereto, (the “Purchased 
Assets”) on the terms and conditions set out herein. 

C. Walter Energy Canada intends to obtain the approval of the Court of this Bill of Sale and 
the transaction contemplated herein as part of the CCAA Application and to seek an 
order, inter alia: (i) vesting the Purchased Assets in the Purchaser free and clear of any 
encumbrances except for an Equipment Charge (as defined below); (ii) granting the 
Vendor a Court-ordered first-ranking charge on the Purchased Assets in an amount equal 
to the Purchase Price until payment by the Purchaser of same; and (ii) reverting 
ownership of the Purchased Assets back to the Vendors in the event that the Purchase 
Price is not received by the Vendors within 90 days of the date of such order. 

NOW THEREFORE, for good and valuable consideration, the receipt and sufficiency of which 
is hereby acknowledged, the Parties agree as follows:

1. Purchase and Sale. Upon the execution of this Bill of Sale, the Vendors hereby agree to
sell, convey, assign, transfer and set over unto the Purchaser all of the Vendors’ right, 
title and interest in and to the Purchased Assets on an “as is, where is” basis for the 
amount of USD $1,200,000 (the “Purchase Price”), to have and to hold such Purchased 
Assets, unto and to the use of the Purchaser and its successors (including any successor 
by reason of amalgamation) and permitted assigns, to and for its sole and only use forever
(the “Transfer”), provided that the sale and enforcement of the Transfer is subject to and 
conditional upon the terms and entry of an Order of the Court, inter alia, approving the 
sale of the Purchased Assets (the “Initial Order”). The Purchase Price constitutes 
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payment in full for the Purchased Assets and shall be allocated to each of the Vendors in 
accordance with the Purchase Price allocation values set out on Schedule “A” hereto. The 
Parties agree that the Purchase Price is exclusive of all applicable taxes (including, but 
not limited to, sales and transfer taxes).  

2. Method of Payment. The Purchase Price shall be paid within sixty (60) days following
the date of this Bill of Sale and shall be payable by way of wire transfer of immediately 
available funds to the Vendors in accordance with the wire transfer instructions set out on 
Schedule “B” hereto.   

3. Taxes. The Purchaser shall be responsible for and shall pay all applicable taxes 
(including, but not limited to, all sales and transfer taxes, registration charges and transfer 
fees, including the goods and services/harmonized sales tax imposed under Part IX of the 
Excise Tax Act (Canada) and any similar value added or multi-staged tax imposed under 
applicable provincial legislation) in respect of the purchase and sale of the Purchased 
Assets under this Bill of Sale.

4. Transfer of the Purchased Assets. The Purchaser shall be solely responsible for and shall 
pay any and all of the fees, costs and expenses associated with taking possession of the 
Purchased Assets, including, for greater certainty, any fees, costs and expenses relating to 
the removal, transportation and shipment thereof (including, but not limited to, the 
transportation costs set out on Schedule “A” hereto which are included in the Purchase 
Price). Notwithstanding that the Transfer of the Purchased Assets to the Purchaser shall 
occur upon the execution of this Bill of Sale, the Purchaser shall not be entitled to take 
possession of the Purchased Assets until: (i) the entry of the Initial Order by the Court; 
and (ii) the Purchaser has transferred and the Vendors have received the Purchase Price 
from the Purchaser. The Purchaser hereby consents to Walter Energy Canada seeking a 
provision in the Initial Order reverting ownership of the Purchaser Assets back to the 
Vendors in the event that the Purchase Price is not received by the Vendors within 90 
days following the date of the Initial Order.

5. Security Interest. To secure the Purchaser’s payment of the Purchase Price to the Vendor, 
the Purchaser hereby grants each of the Vendors a first-lien security interest in the 
Purchased Assets including all accretions, substitutions, replacements, additions and 
accessions to any of them and all proceeds of any of the foregoing, upon the execution of 
this Bill of Sale (the “Security Interest”). The Purchaser acknowledges that value has 
been given and that the Security Interest granted herein shall attach to all of the 
Purchased Assets upon the execution by the Parties of this Bill of Sale. The Purchaser 
further acknowledges that Walter Energy Canada shall seek an Initial Order which, inter 
alia, grants the Vendors a Court-ordered first-ranking charge on the Purchased Assets in 
an amount equal to the Purchase Price until payment by the Purchaser of same (the 
“Equipment Charge”). Following receipt of the Purchase Price by the Vendors, the 
Equipment Charge will be extinguished automatically upon delivery of a Monitor’s 
certificate to the Purchaser certifying that payment has been made.

6. “As Is, Where Is”. The Purchaser acknowledges that the Purchased Assets are being 
purchased on an “as is, where is” basis and that no representations, warranties or 
conditions, statements, understandings or agreements, expressed or implied, in law or in 
equity, by statute or otherwise, have been made by the Vendors or exist with respect to or 
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in connection with the Purchased Assets, their description, fitness for any purpose, 
merchantability, quality, state, condition, location, value, the validity or enforceability of 
rights, any requirement for licenses, permits, approvals, consents for ownership, 
occupation or use, compliance with any government laws, regulations, by-laws and 
orders or in respect of any other matter or thing whatsoever and any and all conditions 
and warranties expressed or implied by the Sale of Goods Act (British Columbia) and any 
other applicable legislation do not apply to the sale of the Purchased Assets and are 
hereby waived by the Purchaser. The Purchaser acknowledges that it has conducted, and 
shall be deemed to have entirely relied on, its own inspection and investigation in 
proceeding with the purchase of the Purchased Assets and accepts the same in their 
present state, condition and location.   

7. General.

(a) The provisions hereof will enure to the benefit of and be binding upon the Parties 
and their respective successors (including any successor by reason of 
amalgamation of any Party) and permitted assigns.

(b) This Bill of Sale is made under and shall be governed by and construed in 
accordance with the law of the Province of British Columbia and the federal laws 
of Canada applicable in the Province of British Columbia.

(c) This Bill of Sale may be executed by the Parties in counterparts and may be 
executed and delivered by facsimile or e-mail (PDF) and all the counterparts,
facsimiles and PDFs shall together constitute one and the same agreement.

[Remainder of Page Intentionally Left Blank]
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IN WITNESS WHEREOF, the Parties hereto have duly executed this Bill of Sale as of the date 
first written above.

JIM WALTER RESOURCES, INC.

By:
Name: 
Title: 

WILLOW CREEK COAL PARTNERSHIP
by its general partner, WALTER 
CANADIAN COAL PARTNERSHIP, by its 
general partner, WALTER ENERGY 
CANADA HOLDINGS, INC.

By:
Name: 
Title: 

BRULE COAL PARTNERSHIP by its 
general partner, WALTER CANADIAN 
COAL PARTNERSHIP, by its general 
partner, WALTER ENERGY CANADA 
HOLDINGS, INC.

By:
Name: 
Title: 
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Schedule “A”

Purchased Assets

Bulldozer 
Type 

Asset
Number 

Serial Number Purchase 
Price 

Allocation 
(USD)

Vendor Transportation 
Costs (USD)1

2012
Caterpillar 

D10T 
Crawler 
Tractor

25653 CAT0D10THRJG03067 $325,000 Brule Coal 
Partnership

$106,000 plus 
GST

2010
Caterpillar 

D10T 
Crawler 
Tractor

25624 CAT0D10TCRJG02222 $210,000 Willow 
Creek Coal 
Partnership

$106,000 plus 
GST

2011
Caterpillar 

834H Wheel 
Dozer

25209 CAT0834HPBTX01082 $375,000 Brule Coal 
Partnership

$90,000 plus 
GST2

1 Notwithstanding that the Purchaser shall pay for all transportation costs, the Vendors shall arrange for such 
transportation.

2 Including the aggregate amount of $15,100 in GST, the total transportation cost for all of the equipment is
estimated to be approximately $317,100 and is included in the Purchase Price. 
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Schedule “B”

Wire Transfer Instructions

(See attached)
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of Walter Energy, Inc.

We have audited the accompanying consolidated balance sheets of Walter Energy, Inc. and subsidiaries as of 
December 31, 2014 and 2013, and the related consolidated statements of operations, comprehensive income, changes in 
stockholders' equity and cash flows for each of the three years in the period ended December 31, 2014. These financial 
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial 
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a 
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial 
position of Walter Energy, Inc. and subsidiaries at December 31, 2014 and 2013, and the consolidated results of their operations 
and their cash flows for each of the three years in the period ended December 31, 2014, in conformity with U.S. generally 
accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), Walter Energy, Inc.'s internal control over financial reporting as of December 31, 2014, based on criteria established in 
Internal Control—Integrated Framework (1992 Framework) issued by the Committee of Sponsoring Organizations of the 
Treadway Commission  and our report dated February 26, 2015 expressed an adverse opinion thereon.

/s/ Ernst & Young LLP

Birmingham, Alabama
February 26, 2015
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Report of Independent Registered Public Accounting Firm on Internal control Over Financial Reporting

The Board of Directors and Stockholders of Walter Energy, Inc.

We have audited Walter Energy, Inc. and subsidiaries' internal control over financial reporting as of December 31, 2014, 
based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (1992 Framework) (the COSO criteria). Walter Energy, Inc. and subsidiaries’ management is 
responsible for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of 
internal control over financial reporting included in the accompanying Management’s Annual Report on Internal Control over 
Financial Reporting. Our responsibility is to express an opinion on the company’s internal control over financial reporting 
based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding 
of internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design 
and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we 
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures 
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and directors of the 
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or 
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting, such that 
there is a reasonable possibility that a material misstatement of the company’s annual or interim financial statements will not be 
prevented or detected on a timely basis.  The following material weakness has been identified and included in management’s
assessment:

Management has identified a material weakness in controls related to the review of the calculations and approvals of 
production royalty payments.  

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the consolidated balance sheets of Walter Energy, Inc. and subsidiaries as of December 31, 2014 and 2013, and the 
related consolidated statements of operations, comprehensive income, changes in stockholders’ equity and cash flows for each 
of the three years in the period ended December 31, 2014.  This material weakness was considered in determining the nature, 
timing and extent of audit tests applied in our audit of the 2014 financial statements, and this report does not affect our report 
dated February 26, 2015, which expressed an unqualified opinion on those financial statements. 

In our opinion, because of the effect of the material weakness described above on the achievement of the objectives of the 
control criteria, Walter Energy, Inc. and its subsidiaries have not maintained effective internal control over financial reporting 
as of December 31, 2014, based on the COSO criteria.

/s/ Ernst & Young LLP

Birmingham, Alabama
February 26, 2015

Table of Contents











 

  

  

    

  

  

  

  

  

  

  

  

  

  

   

  

    

  

  

  

  

  

  

  

  

  

  



  



  

  

  

  

  

  

  

   

















 

   

   

      

   

  

   

   

   

   

   

   

   

  

   

   

   

   

   

   

   

   

      

   

      

   

      

















 

   

      

   


   


   

   

   

   

      

















 



















          

     

     

     

     

     


     

     

     

     

     

     

     

     


     

     

     

     

     

    

    

     


     

    

          



 





















 

   

   

     

   

   


   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   









  

   

   

   

   

   

      

   

      

      














































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










































































































































































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




















































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 

  
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






















































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
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








  

 

 

 

  

 






















































































   

   

   

   

      

      





















  

   

   

   

   























   
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



















 

  

   

  

   



 

  

  

  

  







  

    

  

    











 

    

  

  

  

  

  

  

  

  

    













  

        

                  

         

         

                 



















 



    

  

  

  

  

  

  

  

  



  

  

  

  

    



    

  

  

    


























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





















































  

      

   

   
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


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
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  

  

  





 

  

  

  

  
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











 

      

    

    

    

    

    

    

  

  

  

    


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
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
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



























 













        



        

    

    

    

    

    

    

        



        

    

    

    

        

        



        



    

    

        




        

    

        









 

 

     



            

      

      

      

      

     


            













    

  

    









 

      

   

   

   

   

   

   

      














 

     



      

      



      

      

      



  

     



      


      

      




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



    

    

    

    

    

    






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
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
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


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





























  








 














     






        



 















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

  

     



           

            




      

            

      

            



 










































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
















































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











































    

  

  

  

  

  

   

 

  










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






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      

            

      

            



 

 
























 

        

    


     

    

        



 
























  

   

  

 

 

  

  

   

  

  

 

 

  



 




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



  



 


 

        

        

        

        

        

        

 

 

 

 



































   

   

      

   

   

      

   

      

   

   

   

   

   

   

   

   

      



      

   

   

      



  

   

      

   

   

      

   

      

   

   

      









   

  

      

   

   

      



      

   

   

      



 









   

   

   

   

 





  

      

   

     


















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     

     

     

     

     

     

     

     

     

     

     

     

      















 





 




     

          

     

     

     

     

     

     

     

     

     

     

     

     

     

     

         


    

          

     

     

     

     


     

     

     

     


     

     

     

     

     

         























 




     

         

     

    

    


     

     

     

     

     

    

     

     

     

     

     

     

     

          























 




     

         

     

    

    


     

     

     

     

     

    

     

     

     

     

     

     

     

          























 




     

         

     

    

    


     

     

     

     

     

     

    

     

     

     

     


     

    

     

     

     

         


























 




         

   


     

     

     

     

          

























 




          

    


     

     

     


     

     

          


























 




         




     


     

     

     

     

         























 




          

    

     


     

     

     

     

     

    

     

     

     

     

     

     

     

     

     


     

     

     

     

          























 




          

    

     

     

     

     

     

     

    

     

     

     


     

     

     

     

     

     

     


     

     

     

     

          























 




          

    

     

     

     

     

     

     

     

     

    

     

     

     

     

     


     

     

     

     

     

     

     

     

     

     


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