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Company Profile

UK COAL is Britain’s biggest producer of coal with substantial land
and property interests. Employing 6,000 people, the Group has 20
deep and surface mine sites in the UK which, in 2003, produced
nearly 18 million tonnes of coal. With almost 2,000 individual property
units and over 50,000 acres under management, UK COAL’s property
interests were valued in 2002 at £174 million.

The Board’s policy remains to match production to sales, maintain
investment at ongoing operations, optimise income from the property
portfolio and to maximise the return of cash to shareholders.




Financial and Operating Highlights

Earnings/(l_oss) per Share (pence)

2000 101
2001 {(12.5)
2002 (56.0)
2003 2.7

Dividend per Shate (pence)

2000 10.0
2001 10.0
2002 10.0
2003 10.0

Profit/(Loss) after taxation and operating exceptionals oo

2000 14,004
2001 (18,372

2002 {81,760)
2003 3,862

Gash Inflow/{Outflow) before use of liquid resources, financing and dividends oo
2000 52,758
2001 75,895

2002 (25,183)
2003 39,083
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Chairman’s Statement

The year saw continued steady progress with further
gains from efficiency and cost reduction measures.
Lower international coal prices at the time of sales
contract negotiations and a disappointing performance
from the Selby Complex (where production will end in
the summer of 2004) offset the gains achieved.

David Jones
Chairman

Results

Turnover for the year was £563.9 miliion (2002; £596.6 million). The profit on ordinary activities after tax was £3.9 million
(2002: loss £81.8 million), including a net operating exceptional gain of £4.4 million (2002: net exceptional loss £88.4 millicn).

UK COAL has carried out its annual review of cost provisions for shaft treatment, the remediation of operational land, the
restoration of spoil heaps and pumping. The net value of provisions created and released, excluding excepiional redundancy
and concessionary fuel items, resulted in a net provision charge of £7.5 million, which has increased the cost of sales in the
year (2002: net release of £21.1 million which reduced cost of sales). Coal Investment Aid income of £3.5 million was
recognised in the period (2002: nil).

MNet cash inflow from operations at £46.0 million (2602: £8.9 million} benefited from a reduction in caal stocks equating to

£19.3 miliion, (2002: coal stock increase £20.3 million). Cash flow has also benefited from the receipt of £8.4 million in respect
of the sale of UK COAL’s claim against TXU in Administration.

The cash inflow before use of liquid resources, financing and dividends of £39.1 million (2002: net outflow of £25.2 miilior)
reflects proceeds from property sales which increased to £9.7 million (2002: £2.2 miliion} and reduced capital expenditure of
£19.1 million {2002: £40.5 million). Capital expenditure which includes significant investment on new coal face equipment at
Daw Miil and Kellingley Coilieries will increase in 2004 to circa £50 miliion.

Dividend

Taking into account the net cash infiow in the period, the improved performance of Daw Mill Colliery, and the future needs of
the business during the Selby Complex closure, the Board has decided to recommend to shareholders maintenance of the
final dividend at 5.0 pence per share, bringing the total dividend for the year to 10.0 pence per share {2002: 10.0 pence per

share). Subject to approval at the AGM on 27 April 2004, the dividend will be paid on 18 June 2004 to shareholders on the
register on 21 May 2004,

Environmental Legislation

The implementation of two significant pieces of environmental legislation impacting potential coal use continugs to be the
subject of extensive discussion.

Government decisions are expected by May 2004 on which route is to be pursued to implement the Large Combustion Plant
Directive (LCPD) by 2008,
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The Government is undettaking further analysis before deciding whether to opt for a National Emission Reduction Plan
{NERP), which we have warned will substantially reduce the market avaitable for the UK coal industry, or prescribed Emission
Limit Values (ELV) to reduce sulphur emissions. We, together with other coal producers, have campaigned for the introduction
of ELVs that will encourage generators to equip their stations with flue-gas desulphurisation plant, produce a better
environmental outcome and preserve the potential market for UK mined coal in power stations,

The Government has alsc issued the draft National Allocation Pian indicating how they intend to implement the EU Emissions
Trading Scheme from January 2005. This scheme will involve the trading, across Europe, of CO2 emission allowances. The
draft aliocations for coal burning power stations in the UK would allow average annual consumption of around 38 mitlion
tonnes of coal from 2005 to 2007, before any trading of allowances is taken into account.

Directors

Having succeeded John Robinson as Chairman following the AGM in April, 1 wish to thank him for the contribution he made
since joining the Company in 1997. Thanks also go to Brian Staples, who resigned with effect from 31 December 2003, and to
Robert Shrager, who has informed the Board that he wili not be seeking re-election at the AGM, having been a non-Executive
Director with the Company for the past 10 years. | am pleased to welcome new members to the Board - non-Executive Directors
Peter Hazell and James Murray who bring significant experience in the property sector and will assist in further developing the
property strategy — and, with effect from 1 March 2004, Christopher Mawe, who has joined the Company as Finance Director.

Melvin Garness, Commercial Director and Company Secretary gave the Board notice in October 2003 of his intention to retire
from the Board in October 2004.

Outlook

The sharp rise in world coal prices in September 2003, offset to some degree by the reduced value of the US$, has been
maintained. However, with forward contracted sales of 90% of production in 2004 and 50% of planned output in 2005 there
will be limited benefit from the current high international prices over the next two years,

Costs for 2004 wili be affected by increases in line with inflation and the effect of geclogical problems at Rossington and
Welbeck, resulting in revised mining plans, which are expected to add around 3% to unit costs.

The Company continues to focus on its extensive property portfolio, with proceeds from sales and rental income both
showing increases.

We have had a siow start to production in 2004, but expect to recover this later in the year. The continued efforts to reduce
unit costs with our Project 105 initiatives and the closure of the loss-making Selby complex of mines, augur wel! for the
future. In addition the year ahead shouid see further progress in adding value to the Company’s property assets.

David Jones
Chairman
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Operating and Financial Review

Coal sales in the UK for the year at 18.9 million tonnes
were at similar levels to 2002, but average income

of £1.12p per gigajoule was 7p per gigajoule lower
than achieved in the previous year as a conseqgquence
of the low international prices at the time of

contract negotiations.

Gordon McPhie
Chief Executive

Coal burn for power generation yet again exceeded industry and governmental forecasts with 34% of the UK's

electricity produced from coal (2002; 32%). UK power stations consumed some 53.2 million tonnes of coal during 2003
{2002: 47.7 million tonnes).

During the year, the price of internationally traded coal almost doubled in US$ terms, ending 2003 on a record high. However,

with most of our sales tied to contracts negotiated or agreed earlier, the Company was unable to capitalise on the increase in
international prices.

Mining
Coal output for the Group was 17.9 millien tonnes (2002: 19.5 million tonnes) in the UK and 1.7 million tonnes
{2002: 2.4 million tonnes) in Australia.

The reduction in deep mine production, down to 14.8 million tonnes (2002: 15.2 miilion tonnes), was largely due to the ongoing
poar performance of the Selby Complex, where output of 3.6 million tonnes was a million tonnes less than in the previous
year, reflecting ongoing geological and engineering difficulties. The Selby mines will cease production by the summer of 2004.

Daw Mill continued to make good progress, producing an annual output of 2.2 million tonnes. During the last quarter of the
year, the colliery achieved an average weekly output of 60,000 tonnes.

Flexible working arrangements have been introduced at Maltby Colliery where, in December, a new British and European
record for driving underground roadways was established.

Surface mine production of 3.1 million tonnes (2002: 4.3 million tonnes) reflected the completion of coaling at long-standing
sites and increasing difficulty in securing new planning consents for replacement capacity. Planning applications submitted in
the year but still awaiting decision by the Minera! Planning Authorities totalled some 2.7 million tonnes.

Geological problems at Ellington, Rossingion and Welbeck, together with poor performance at Selby and increased surface mine
costs resulted in total operating costs for the mining operations in 2003 only being reduced to £1.16p per gigajoule (2002:

£1.18p per gigajoule). Operating costs of circa £1.09p per gigajoule were achieved at the eight ongoing deep mines in the fast
quarter of 2003.
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Coal Investment Aid

Applications for Coal Investment Aid, relating to the accessing of coal reserves at the eight ongeoing deep mines, were subrnitted

to the Department of Trade and Industry in line with the scheme outlined in the Energy Review White Paper.

The Company was offered some £36.5 million in aid for schemes at al! eight ongoing collieries in respect of investment for the

period June 2003 to December 2004. The Company has now accepted offers of aid worth £35.4 miliion.

Production
2003 2002
{mi) {mt)

Deep Mines
Ongoing Mines
Daw Mill 2.2 0.8
Ellington 0.6 0.7
Harworth 1.2 1.2
Kellingley 1.6 1.6
Maltkzy 1.4 1.4
Rossington 0.9 0.7
Thoresby 1.5 1.5
Welback 1.6 1.7
Sub total: 11.0 9.6
Closed or Closing Mines
Clipstene* 0.2 0.3
Prince of Wales'* - Q.7
Riccall ++ a.9 1.3
Stiliingfleet ++ 1.6 1.9
Wistow + 1.1 1.4
Sub total: 3.8 5.6
Deep Mines total: 14.8 15.2
Surface Mines Total 3.1 4.3
Total UK Production 17.9 195
Gloucester Coal [Australia) 1.7 2.4
Total Production 19.6

* Ceased production 17 April 2002 = Ceased production 3D August 2002 + Ceasing production Margh 2004 {Selby Mines) ++ Ceasing production July 2004 (Selby Mines)

Health and Safety

The improvement in safety continued with a reduction in major injury accidents from 55 0 48 in the year. Disappointingly, the

major injury rate per 100,000 shifts worked increased slightly to 3.35 compared with 3.25 in 2002. The overall injury rate improved

from 35.07 {per 100,000 man shifts) in 2002 to 34.73 in 2003. All sites have seen an improvement in days lost from work due

to accidents.
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Property

Proceeds from property sales were £9.7 million (2002: £2.2 million), generating a profit of 5.8 million {2002: 2.0 million).
The major area of activity has been the Tetron Point development at Swadlincote in South Derbyshire where further sales
are anticipated in 2004.

Rental income in the year was £3.8 miliion (2002; £3.4 million) generating an operating profit of £1.1 million
(2002; £0.9 miltion).

A valuation of the land and property assets was conducted by Fuller Peiser in 2002 when it concluded that the overall market
value of the Group’s property interests before rehabilitation, aftercare costs and clawback had increased to £174.0 million
{£95.6 million in excess of book value). Whilst there has been no overall updated valuation since then, the Asfordby Business
Park, which is classified as an investment property, has been revalued by Fuller Peiser. As at December 2003, this property
was valued at £6.7 million (2002: £6.5 million), the increase in value being credited to revaluation reserve.

The strategy of creating added value by seeking planning permissions to develop former surface mines and collieries,
converting brownfield sites to clean compacted areas suitable for development, and actively managing the property portfolio
and agricultural hoidings, has been maintained,

Australia
Gloucester Coal, the Group’s mining activity in New South Wales, achieved sales of 1.9 million tonnes in the year, compared
with 2.4 million tonnes in 2002 when coal exiraction from the Stratford Mine deposit was completed.

Production began at the extension to the Bowens Road site and in March 2003 production also started at the new Duralie
site which, together with Bowens Road, will produce an annual combined tonnage of some 2.0 million tonnes of coking and
thermal coals.

The movement in the year of the A$/US$ exchange rate from 56 cents to the 75 cents at the year end caused a significant
shortfall in revenues on the Japanese US$ denominated coking coal contracts which were agreed when the exchange rate
was at its lower level. These contracts will be renewed in April 2004 for 12 months; agreements have been reached with
significant price increases, and currency rates have been fixed for circa 65% of the income.

Gloucester Coal incurred a loss in the year of £4.2 million (2002: loss £0.7 million). The increased revenue from sales post April
2004 will ensure the company returns to profitability during the year.

Discussions are ongaing with parties who have exprassed interest in making offers for Gloucester Coal.
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Balance Sheet
Capitai employed in fixed asseis (excluding surface mine development and restoration costs) was reduced, with fixed asset
additions of £23.0 million (2002: £35.9 million) compared to a depreciation charge for the year of £52.8 million (2002: £59.3 million).

Whilst Group output fell the buoyant market conditions enabled coal sales to remain the same as the previous year at 18.9
million tonnes with a reduction in stock ievels.

The year-end bank balance was similar to last year at £60.4 million {2002: £60.9 miliion). The bank balance includes funds
deposited to cover insurance requirements of £32.9 million (2002: £37.4 million) and funds deposited with the Coal Authority
as security for subsidence obligations of £24.0 million (2002: £23.2 million).

Bank borrowings reduced by the end of the year to £7.2 million (2002: £28.4 million)

Hire purchase and finance Jease liabilities were £23.9 miillion (2002:; £25.5 million) in respect of surface and underground
equipment. Asset financing has been secured from Lloyds UDT Leasing for a facifity of up to £19.5 million and from Barclays
Asset Finance of up to £8 million respectively for plant and equipment for new coal faces at Daw Mill and Kellingley collieries.

The Group's banking facility agreement of 24 September 2002 provided facilities of £63.3 million for a period of 2 years; £25.0
million of this was for letters of credit to the Coal Authority as security for shaft treatment and subsidence liability, and £38.3 million
as a revolving credit facility. During the year the Ceal Authority agreed to reduce the value of the letters of credit to £16.0
million in respect of subsidence and shaft treatment, principally as a resuit of reduced mining activity. Since the year end the
Coal Authority has released these remaining letters of aredit in exchange for accepting a charge on certain propertias owried
by UK COAL, with the agreement of the Company’s main lenders. As a result, the Company no longer has a requirement for
this facility and the banking group has cancelled the letter of credit facility and has increased the revolving credit facility from
£38.3 million to £50.0 million.

The net pension deficit under FRS 17 “Retirement Benefits” transitional arrangements is £102.7 million (2002: £108.1 million).
Whilst there has been an improvement in equity markets during 2003, salary increases, particularly for the staff members of
the National Association of Colliery Overmen, Deputies and Shotfirers (NACODS) and the British Association of Colliery
Management (BACM) have increased the liability which has offset the gains in the equity markets. We anticipate future salary
increases will be more in line with inflation increases.

The actuarial valuation at 31 December 2003 reviewing funding levels for the two main pension schemes is underway but will
not be compieted until later in the year and new funding levels will come into effect in 2005.

The shareholders agreed at the Annual General Meeting on 29th April 2003 to approve a cancellation of the Share Premium
Account. The cancellation was subseguently approved by the High Court and the balance on the Share Premium Account of
£291.0 million as at 11 December 2003 has been transferred in its entirety to the profit and loss account. The funds have
been used to eliminate goodwill arising on consolidation and has created additionai distributable reserves.

Gordon McPhie
Chief Executive
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An electric shearer being put through its paces in
the Silkstone seam at Kellingley Colliery. A sister
miachine has been ordered for delivery in 2004.
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Mining

Production

Overall UK production of 17.9 miflion tonnes {2002: 19.5 million tonnes) was achieved. This was affected by a disappointing
performance at the Selby Complex in the run up to closure and geological problems at Ellington, Welbeck and Rossington
collieries. Daw Mill performed well improving production by 1.4 million tonnes.

Steady progress has been made on improving efficiency at the eight ongoing mines, where unit operating costs of circa
£1.09 a gigajoule were achieved in the last quarter.

Unit costs for 2004 will be infiuenced by increases in line with inflation and the effect of the revised mining plans at
Rossington and Welbeck, expected to add around 3% to unit costs.

A seismic survey system has been introduced to provide better information on colliery reserves to enable distressed areas to
be avoided, thus reducing risk and increasing the reserve base.

Deep Mines:
Deep mine production of 14.8 million tonnes (2002: 15.2 million tonnes) included an improved performance at the company’s
eight ongoing ccliieries, where output of 11.0 million tonnes was achieved compared to 8.6 million tonnes the previous year.

Daw Mill performed well producing 2.2 million tonnes. Output was limited in the first half when the colliery suffered from
poor geological conditions but recovered, producing 60,000 tonnes a week over the last quarter. With the order now placed
for an additional set of coal face eguipment which will reduce down-time between one face exhausting and its replacement
starting, Daw Mili is better placed to achieve consistently good performances.

At Maltby, where more flexible working practices have been introduced a better overali performance has been achieved.
A British and European record for roadway deveiopment was established in the run-up to Christmas. In the space of seven

days, men accessing a new panel of coal drove 312.5 metres of new roadways in an injury-free seven days, a feat never
achieved before.

Thoresby, Harworth, Maltby and Kellingley collieries maintained output levels, with production at Rossington 15 per cent
higher than the previous year. Thoresby switched the focus of its operations during the year from the now exhausted North
West reserves in the Parkgate seam to the reserves formerly assigned to the former Ollerton Colliery. A programme to
develop new roadways and install infrastructure to enable the reserves to be worked is now well established.

Geological problems reduced the output of Eilington Colliery, where ingress of water retarded production on the longwall
coal face. The bord and piltar system of mining has been discontinued to reduce costs.

At the Selby Complex, which will close in 2004, output of 3.6 million tonnes was a million tonnes less than the previous year,
mainly due to ongeoing geological and engineering difficuities.

There has been strong interest shown by the workforce in retraining, facilitated by the government’s Selby Coalfield Task
Force initiative. As of January, work was ongoing with 1,230 men seeking advice and guidance. Approximately 550 men had
undergone specific training for new jobs when they leave the industry. A wide variety of agencies cantinue to offer
assistance with supplementary training programmes.

Plans are well in place for the decommissioning of the mine sites with a view o redevelopment. Preliminary discussions
have taken place with the Local Authority on potentiai alternative uses for the surface areas, one of which, Gascoigne Wood,
has the benefit of a connection to the East Coast main line.

It is envisaged that around 240 Selby miners who wish to remain in the industry will transfer to Kellingley Colliery, where the
introduction of flexible working will facilitate increased production.
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Richard Gladders steers the high-powered coal
cutting shearer along a 285-metre long face at
Daw Mill Colliery, where output in the tast guarter
of 2003 averaged 60,000 tonnes a week.
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Surface Mines

Surface mine production of 3.1 million tonnes (2002; 4.3 million tonnes) reflected the completion of coaling at long-standing
sites and the increasing difficulty in securing new planning consents for replacement capacity.

New extensicns to existing sites commenced in the year at Maidens Hall and Stobswood East, near Morpeth,
Northumberland, and at Grange Farm, Wakefield, providing access to two miliion tonnes of capacity. However, coaling was
completed in the Autumn on the main Stobswooed site, and at the Burnfoot Moar site in Ayrshire. Restoration works on these
sites is now progressing.

Planning applications submitted in the year totalled 2.7 million tonnes, and are awaiting the decision of the Mineral
Planning Authorities.

Schernes which would access a total of 3.5 million tonnes of reserves have been identified for submission for planning consent
in 2004.

Crouch Mining, a major contractor in the UK’s opencast sector, went into administration in December following a period of
trading losses and cash flow pressures. To enable work to continue uninterrupted on three UK COAL sites contracted to
Crouch Mining - Burnfoot Moor, Stobswood and Ferry Moor - UK COAL purchased certain equipment owned by Crouch to
complete work on those sites. UK COAL has now incorperated the work programmes at those sites within its own mining and
restoration programmes.

Coal Investment Aid:
Detailed plans for a two-year investment programme were finalised during the summer of 2003, UK COAL applied to the
Department of Trade and Industry for aid in respect of all eight ongoing collieries and, on 28 November, was advised of offers

totalling £36.5 million, for the purchase of new equipment and the development of roadways, accessing around 70 million
toennes of reserves over a two year period.

Offers in respect of Daw Mill, Harworth, Kellingley, Maltby and Thoresby Collieries, amounting to £26.6 miilion were accepted
in December. Decisions on offers in respect of Ellington, Rossington and Welbeck Collieries, where geological features
resulted in a re-examination of mining plans, were delayed.

in February 2004, offers in respect of Welbeck and Rossington Collieries were accepted whiie the prospects for ongoing
viable operations at Ellington continued to be the subject of an internal review process.

The schemes for which the Department of Trade and Industry made investment Aid offers, were as follows:

B Daw Mill Investment Aid of £9.7 million has been accepted in line with the application for aid for projects costing £35.5
million in the first two years, during which time, over 15 million tonnes of coal will be accessed. The projecis include the
development of over 3,200 metres of underground roadways, and the purchase of equipment for a new coal face.

B Harworth Colliery Investment Aid of £4.7 million has been accepted in iine with the application for aid for projects
costing £15.4 million in the first two years. The projects include the development of a new 320-metre long retreat face and
driving 6,000 metres of underground roadways. Around 8 million tonnes of coal is accessible in the area being developed.

B Kellingley Colliery Investment Aid of £7.2 million has been accepted in line with applications for aid for schemes costing
£25.6 million in the first two years, The projects involve driving around 20,000 metres of new underground roadways to
gain access to, and open up, 10 million tonnes of coal reserves.

B Maltby Colliery Investment Aid of £2.4 million has been accepted in line with the application for aid for projects costing
£11.8 million in the first two years. The projects include 5,000 metres of new underground roadways. Around 8 million
tonnes of coal is available in the area being accessed at Maltby, where the introduction of new flexible working practices
has enhanced the opportunity for viable longer-term operations.
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Coal from the first of 15 seams being recovered from
the Southfield surface mine siie near Darlington.
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N Thoresby Colliery Investment Aid of £2.9 million has been accepted in line with the application for aid for projects
costing £10.8 miliion in the first two years. The projects include the refurbishment of equipment and repair of roadways
into the Oilerton reserves,; 2,000 metres of new underground roadways and the purchase of equipment. Over 9 million
tonnes of coal is available in the area being accessed.

B Rossington Colliery Investment Aid of £3.3 miliion has been accepted in line with applications for aid for schemes
costing £15.3 million in the first two years. The projects involve driving 1,400 metres of underground roadways to access
nearly 8 million tonnes of reserves, surface seismic surveys and boreholes and improvements to the colliery infrastructure,
services and equipment. However, as geological faulting will result in a production gap, mining plans at Rossington have
been revised to mitigate the effect. The revised plans will entail reduced output in 2004 and 2005 and working a
production face on the advance system of mining before returning to the normal retreat system.

H Welbeck Colliery Investment Aid of £5.2 million has been accepted in line with applications for aid for schemes costing
£17.9 million in the first two years. The project involves driving nearly 8,000 metres of new underground roadways to
access nearly 9 million tonnes of reserves, twoe in-seam seismic surveys and improvements to the coiliery infrastructure,
services and mining equipment. However, geological faulting has resulted in a change of mining plans, which will entail a
short-term move to advance mining before returning to the normal retreat system, thus reducing output in 2004,

Health and Safety:
The year saw a continuing reduction in major injury accidents with a total of 48 for the year compared with 55 in 2002,
though the major injury rate per 100,000 shifts increased slightly at 3.35 compared with 3.25 in 2002, The overall injury rate

improved from 35.07 in 2002 to 34.73 in 2003. All sites have seen an improvement in days lost due to accidents, with 59% of
all days worked being ‘accident free’.

UK COAL has continued to implement the health surveiliance policy for all deep mine employees, and is working with both
the Medical Research Council and Business Heaithcare to reduce the incidence of hand arm vibration.

The company continues to improve the competence of senior and middle management via the NEBOSH Certificate, this
gives staff a thorough understanding of the principles and importance of managing health and safety on a day to day basis.

Environment

For almost a decade the Company has operated a management system with the aim of maintaining a high level of awareness
among all its employees, which in turn enables contrel over our impact on the environment.

Over the past five years, progressive implementation of the international standard 1ISC 14001 has seen certification being
achieved at most of our main operational sites, a total of 13 locations.

For the fifth year in succession, the Company has participated in the Regional Index of Environmental Engagement
established by Business in the Community for the Yorkshire and Humber Region, Overall 142 businesses and other

organisations took part and once again, UK COAL was ranked in the top quartile with an overall improvermnent on the score
of the previous vear.
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West Burton, owned by EDF Energy the latest
coat-fired power station to be fully equipped with
flue-gas desulphurisation plant which will reduce
sulphur emissions by around 90 per cent.
{Picture courtesy of EDF Energy}.

Britain’s largest coal-fired power station, Drax in North
Yorkshire is already equipped with flue-gas desulphurisation
plant. lts owners purchased eight million tonnes from UK
COAL last year = and Drax is set to remain the company’s
biggest single customer for many years te come.
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Customers and Markets

Electricity Suppiy industry
Demand for coal for power generation was buoyant through the year, and UK COAL sold fuel to virtually all of the UK

generators. During the year over five million tonnes of additional and spot business was secured, the most we have achieved
in a 12 month period.

Sales to Drax power station were greater than anticipated, redressing the shortfall of the previous year, and resulting in total
sales to the electricity supply industry of 16.8 mililon tonnes (2002: 16.5 million tonnes). Total coal sales in 2003 were steady at
18.2 million tonnes (2002: 18.9 million tonnes).

In 2003,

B coal produced 34% of total UK electricity generation (2002: 32%);

B UK power stations consumed some 53.2 million tonnes (2002: 47.7 million tonnes), the highest burn since 1996.
B coal imports increased by 16% from 22.2 million tonnes to 25.8 million tonnes;

M international coal prices hit record highs at the end of the year.

The fuel mix for electricity generation in 2003 compared to the previous year was:

2003 2002
Coal: 34 per cent; 32 per cent
Gas: 36 per cent; 38 per cent
Nuclear: 22 per cent; 23 per cent
Qil, hydro & renewables: 8 per cent. 7 per cent.

After the turmoil of the market place in the previous year, 2003 was considerably more stable. There was some recovery in
wholesale electricity prices, and towards the end of the year Drax power station, which accounted for around 50% of UK
COAL sales to the generation sector, successfully completed its financial restructuring. During the year an agreement was
negotiated with EAF Energy covering supplies to their Midlands stations through to 2006, and in total some 11.0 million
tonnes of additional contract cover was secured for future years.

in the last quarter of 2003, international coal prices hit unprecedented high levels. However, virtually all of UK COAL sales
were supplied under pre-existing contracts or at prices agreed before this trend became apparent.

Sulphur content is becoming increasingly significant as a determinant of sales volumes for our relatively high sulphur coals, with
the available market becoming concentrated at stations fitted with flue gas desulphurisation (FGD) plant. As further FGD capacity
is commissioned over the next few years this situation will ease initially; however, the size of market beyond 2007 will be
determined by the Government's decision on the implementation route for the Large Combustion Planis Directive (LCRD).

Industrial and Domestic

Sales into the Industrial and Domestic sectors, at 2.1 million tonnes, showed a ten percent decline on the previous year,
reflecting a continuation of the long term trend in these markets.

A mild end to the winter followed by one of the warmest summers on record made 2003 another challenging year for the
domestic solid fuel market. The sector has also had to contend with continued conversion of local authority housing to other
fuels, often reducing locai demand for solid fuel at very short notice. Despite an aggressive approach from importers keen to
dispose of surplus products, domestic sales were 380,000 tonnes.

Industrial coal sales were nearly 1.7 million tonnes, including substantial sales to Alcan with whom the supply contract was
renewed through to September 2004. Contracts have also been renewed with most other major industrial buyers. Sales to
Coalite have continued, albeit at reduced levels, during and after that company’s period in Administration,

With increases in gas prices and the volatility of oil prices, sales of industrial graded coals have been encouraging. With
improved production from Daw Mill Coiliery, UK COAL has maintained market share despite strong competition from imports.
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Of the 18.9 miillion tonnes of coal sold by
UK COAL last year, over 88 per cent was
supplied to customers by rail.

Utilising methane gas extracted from mines for
safety reasons, either for power generation or flares,
is reducing greenhouse gases and earning the
Company further carbon credits.
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Monckton Coke and Chemical Company
Monckton sales of £17.0 million (2002: £15.9 million) were achieved due to high customer demand for coke at improved prices.

Continued conirol of costs allied to improved coke prices and productivity resulted in an operating profit of £0.3 million
(2002: {oss of £0.6 million).

Lionheart Heating Services
Lionheart Heating Services made a loss on the year of £0.6 million (2002: £0.16 million operating profit). The management

structure has been changed within Lionheart in 2004 and action has been taken to rationalise regicnal offices to allow
Lionheart to achieve its potential,

Harworth Power
Sales increased to £4.0 million (2002: £1.35 million) with a profit of £0.8 million (2002: £0.1 million).

Generation and renewables development continued t0 make progress during the year with the installation of a further two
1.4 Mw mines gas generation units, bringing the total complement to twelve. These engines can produce 4,000 Mwh of
electricity for colliery use while significantly reducing the emission of greenhouse gases to the atmosphere,

Agreement was also received from the Health & Safety Executive for the erection of seven flares to reduce greenhouse
gasses. Two flares are now operational; a further five will be commissioned in early 2005. All these activities will produce
further carbon credits for the Company through reducing greenhouse gases.

Harworth Power will continue to utilise Company assets and expertise to further develop renewable energy sources in 2004.

Emissions Trading

During 2002, the Company successfully bid in the UK Emissions Trading Scheme (ETS}, a government-backed scheme
designed to reduce the volume of greenhouse gases emitted into the atmosphere. By utilising methane produced as part
of the mining progess, UK COAL has reduced the amount of electricity purchased within the Group, and also significantly

reduced emissions to the atmosphere to help meet the target compliance under the ETS while, in the process, qualifying
for payments in 2003 amounting to £3.5 million.
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More than 40 acres of UK COAL's Tetron Point industrial
and commercial development at Swadlincote in South
Derbyshire has been sold, with 30 acres under offer and
a further 40 acres available for development,
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Property

Harworth Estates

Harworth Estates, UK Coal's property arm, has maintained its strategy of creating added value by seeking planning
permissions to develop former surface mines and collieries, converting brownfield sites to clean compacted areas suitable for
development and actively managing its property portfolio and agricultural holdings.

Procesds from property sales were £9.7 million {2002: £2.2 million), generating a profit of £5.8 million {2002; £20 million).

The major area of activity has been the Tetron Point development at Swadlincote, South Derbyshire where further sales
are anticipated.

Rental income from properties in the year was £3.8 million (2002: £3.4 million) generating an operating profit of £1.1 million
(2002: £0.9 million).

During the year 50 acres of land received planning permission for various types of development, the majority of which were
detailed consents.

The initial occupier on the Company’s 100 acre Advanced Manufacturing Park (AMP) joint venture with Yorkshire Forward has
commenced building construction. This is a building for Sheffield University and Boeing, whose presence is expected to atiract
other high-tech businesses to the strategically located site between Rotherham and Sheffield adjacent to the M1, To be fully
developed over a seven-year period, the site is destined to attract new businesses that will generate 4,500 jobs. Harworth

Estates is seeking to finalise terms in the coming year on a number of ather plots on the first phase of the site, and anticipates
planning consent for the 80 acre balance of the park.

Running in paral'el with the Advanced Manufacturing Park is the Company’s proposed master plan for the redevelopment of
the adjacent Orgreave/Waverley surface mine site, the largest brownfleld site in South Yorkshire, where it is proposed to
develop a "new community” on UK COAL owned former industrial and surface mine land. The scheme is to develop around

3,500 new homes and a range of other facilities including schools, a park, sporis pitches and lakes on the 730 acre former
surface mine site now being restored.

The Company is continuing to progress the promotion of a number of other sites including a number of brownfield
regeneration projects through the planning system to enable additional value to be added to the portfolio.

UK COAL PLC Annual Report and Accounts 2003 19




20

UK COAL PLC Annual Report and Accounts 2003

A schematic view of the ‘new community’ of 3,700
homes planned for the 730-acre Orgreave/Waverley
site close to both Sheffield and Rotherham, indicating
the proposed location of housing development, a
new school and employment and recreational areas.




Demand for units at the Business Parks remains strong, with the converted buildings at the former Asfordby mine in north
east Leicestershire being almost fully occupied. Consideration is being given to the construction of new purpose-built unit
on a pre-let basis. As at December 2003 this site, now classified as an investment property, was valued at £6.7 miilion

(2002: £8.5 million).

Further growth in Business Parks is being promoted at other locations, including iocations within the Seiby Complex of mines
once production ceases there this summer,

The current status of existing development sites is as follows:

Outline Detailed Sold/

Allocation Permission Permission Leased

Site {acres) Use {acres) {acres) {acres)

Tetron Point 110 Employment/ Leisure Granted - 110 Granted - 43 43 sold

Waverley Phase 1 20 Employment Granted — 20 Granted - 10 1.5 Lsd
Waverley Phase 2 80 Employment Submitted

Rockingham 2 Residential Granted - 2 Granted - 2 2 sold
Houghton Main 58 Employment Granted — 58
Denby Hall 60 Employment Granted - 60
Rockingham 35 Employment Granted — 18
Bilsthorpe 40 Employment Submitted
Denisthorpe Q.2 Residential Submitted
Arkwright i.5 Residential Granted - 1.5
Dorden 0.5 Residential Submitted
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Board of Directors

David Jones,

aged 61, was appointed to the Board as a Non-executive
Director from 1 January 2003. He succeeded John Robinsan
as Chairman following the Annual General Meeting on 29 April
2003. He has extensive experience in the electricity supply
industry and was Chief Executive at The Nationai Grid
Company plc until March 200%. He Is currently Chairman of
Teesside Power Ltd and a Non-executive Diractor of Bull

Information Systerns.

Melvin Garness,

aged 58, is Commercial
Director and Company
Secretary. He was promoted
to the Board in 1994, and is
responsible for the Group's
commercial and
administrative requirements.
On the appeintment of
Gordon McPhie as Chief
Executive, he took over
respensibility for the
financial affairs of the
Group. He has anncunced
his plan ta retire from the
Board in Cctober 2004,
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Christopher Mawe,

aged 42, has been
appgeinted Finance Directar
from 1 March 2004.
Previously Group Finance
Director of Carclo plc where
he has overseen the
restructuring of the Group.
He has held a number of
finance positions with
subsidiaries of the IMI
Group, having qualified as a
Chartered Accountant in 1990
with Coopers & Lybrand.

Gordon McPhie,

aged 52, was appointed Chief Executive on 4 July 2001,
having been on the Board since the Company's flotation in
1993. An engineering graduate of Durham University, he
qualified as a Chartered Accountant with Deloitte Haskins &
Sells 'n Londen, and from 1980 to 1992, worked for the Davy
Corporation ple, holding senior accounting and tinancial
positions in major group subsidiary companies.

Patrick O'Brien,

aged 61, is the Executive
Director responsible for
deep and surface mine
operations having being
promoted to the Board in
1995. Fer many years,

Mr. O'Brien was Managing
Director responsible for
surface mine operations,
and following management
restructuring in 2003, was
appeinted Director of
Mining, embracing both
surface and deep mines.




Peter Hazell,

aged 55, Chairman of
property developers the
Argent Group joined the
Board on 22 September
2003 as a Non-executive
Director. A member of the
Competition Commissicn,
he was previcusly UK
Managing Partner of
PricewaterhocuseCoopers
and spent his early career

at Coopers & Lybrand and
Deloitte Haskins & Sells. He
will become Chairman of the
Audit Committee on the
retirement from the Board of
Robert Shrager at the Annual
General Meeting.

James Murray,

aged 57, a Non-executive
Director of Walseley plc and
Chairman of its Audit
Committee, joined the Board
on 22 September 2003 as a
Non-executive Director. He
previously held a number of
senior positions at Land
Securities plc serving as its
Finance Director between
1991 and 2001.

Robert Shrager,

aged 55, joined the Board
as a Non-executive Director
inJune 1994, and will retire
as a Board Member
following the Annual General
Meeting in April, having
completed 10 years' service.
He is Chairman of Courts
Plc, the international
furniture retailing group, and
The Food Doctor Limited, a
nutrition consultancy. He is
also a Non-executive
Director of Matalan PLC.

Garold Spindler,

aged 56, joined the Board
as a Non-executive Director
in October 2001. He has
considerable experience in
the coal industry, particularly
in the United States, where
his most recent position was
as President of the coal
cornpanies for Cyprus Amax
Coal Company, the second
largest coa! business in

the US.
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Directors’ Report

Directors’ Report

The directors present their report and the audited financial staternents for the year ended 31 December 2003. These will be
laid before the Annual General Meeting to be held on 27 April 2004. The notice of the Annual General Mesting is enclosed
with this report.

Principal activities

The principal activities of the Group comprise surface and underground coal mining and property activities. The consoclidated
profit and loss account for the year is set out on page 42,

Review of business

The Chairman’s Statement and the Operating and Financial Review give an outiine of the Group’s business during the year
and comment on the current trading position.

Changes in fixed assets
The movements in fixed assets during the year are set out in notes 13 to 15 to the financial statements,

Land and Property

UK Land and Buildings Valuation

During 2002 chartered surveyors Fuller Peiser prepared an open market valuation for the Group’s UK land and buildings
assets, in accordance with the ‘RICS Appraisal and Valuation Manua!’ published by the Roya! Institution of Chartered

Surveyors. Market values were assessed based on existing conditions, planning ailocations and consents, as at the valuation
date.

A summary of the valuation (as at 31 December 2002) of UK land and buildings {excluding operating coliiery land and
buildings) is shown below,

Market Value Rehabilitation and Market Value

before deduction Aftercare Costs after deduction

of Costs deducted of Costs

£ £ £

Disposal Points 13,207,192 3,514,323 9,692,869
Surface Mines 132,069,819 30,739,331 101,330,488
Closed Collieries 17,445,783 4,545,783 12,900,000
Other Operational Properties 11,249,824 1,786,824 9,483,000
Total 173,972,618 40,586,261 133,386,357

The costs deducted from market values comprised the costs of restoration and closure, remediation and aftercare included
within the provisions for liabilities and charges disclosed in the financial statements. The UK freehold land and buildings (net
book value at 31 December 2002; £78.4 miltion) comprised the disposal points, surface mines, ciosed collieries and other
operational properties covered by Fuller Peiser's valuation {subject to property disposals during 2003). Land and buiidings at
operating collieries, which were excluded from the above valuation, are included in the total value of ‘Mines and surface
works’ in the financial statements, which aiso includes the value of underground equipment and development.

Based on the above, the directors were of the opinion that there was, as at 31 December 2002, a surpius on valuation of
£95.6 million over the beok value of land and buildings. The valuation exciuded any taxation or clawback liability that would
be incurred on sale of these land and building assets at the estimated market value.

The valuation also assumed a willing buyer and seller, and a reasonable period for the sale to take place. It should be noted,
however, that a proportion of the assets were (and remain) in operational use and that their value could not be realised until
operational use has been completed.
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There has been no further valuation of the UK freehold land and buildings since December 2002 except for the Investment

Property. Land disposals have taken ptace during 2003 and proceeds from sales of £9.7 million are recorded in the financial
statements.

In accordance with the Companies Act 1985 and FRS 15, the directors will continue to adopt a policy of including these land
and buildings assets at the lower of cost and net realisable value.

Premises at the Asfordby Business Park in north-east Leicestershire are now substantially let, and the development is
classified as “investment properties”. These premises were revalued by Fuller Peiser as at 31 December 2003 at a market
value of £6.7 million {2002: £6.5 million) resulting in a revaluation reserve in the balance sheet of £5.0 million (2002; £4.8
million), that being the excess of market value over historic cost,

Directors

The directors who served during the year were Melvin Garness, Peter Hazell, David Jones, Gordon McPhie, James Murray,
Patrick ('Brien, John Robinson, Robert Shrager, Garotd Spindler and Brian Staples. Upon the retirement of John Rokinson at
the Annual General Meeting on 29 April 2003 David Jones was appointed non-executive Chairman of the Company. Peter
Hazell and James Murray were appointed to the Board on 22 September 2003 and they wili offer themselves for re-
appointment at the Annual General Meeting. Christopher Mawe was appointed to the Board on 1 March 2004 and will also
offer himself for re-appointment at the Annual General Meeting. Brian Staples retired from the Board on 31 December 2003,
Robert Shrager will retire from the Board at the Annual General Meeting on 27 April 2004.

All continuing directors are subject to re-election every three years. Gordon McPhie and Melvin Garness will retire by rotation
in accordance with the Articles of Association and will offer themselves for re-election at the Annual General Meeting. Melvin
Garness gave the Board notice in Octaber 2003 of his intention to ratire from the Board in October 2004,

All executive directors have service contracts terminable by the Company on not more than twelve months’ notice; for all
non-executive directors the notice period is three months. There are no directors on fixed term contracts. There are no
contractual clauses that give any of the directors an entitlement to compensation exceeding his due payment in lieu of notice.

Charitable donations
The contributions made by the Group during the year for charitable purposes were £27,000 (2002: £140,000}. No political

donations were macde in 2603 (2002: £Nii). Donations made were predominantly t¢ associations and charities involved with
the coal industry and local communities.

Employees
The Group’s policy is to consult and discuss with employees on matters likely to affect their interests. A newspaper s
produced and distributed free to all employees every month. Information on matters of concern to employees is given

periodically to achieve a common awareness on the part of all employees of the financial and economic factors affecting the
Group’s performance.

Disabled persons

It is the Group’s policy to give full consideration to suitable applications for the employment of disabled persons.

Opportunities also exist for employees of the Group who become disabled, to continue in their employment or to be trained
for other positions within the Group.

Health and Safety at Work Act 1974
The Company has complied with the terms of the above Act.
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Corporate Governance

The Board supports the highest standards in corporate governance and the following sections of this report explain how the
Company has applied the principles set out in the Code of Best Practice contained in the Combined Code on Corporate
Governance, issued by the UK Listing Authority. The Board confirms that the Company has complied with the code provisions
set out in Section 1 of the Combined Code throughout the year ended 31 December 2003.

The section of this report headed ‘Internal Control’ records the measures implemented by the Beard to maintain a sound
systemn of internal control within the Group.

In July 2003 the UK Listing Authority updated the Combined Code following a review of the role and effectiveness of non-
executive directors by Sir Derek Higgs and a review of audit committees by a greup led by Sir Robert Smith. The Revised
Combinad Code applies to the Company with effect from its 2004 financial year and the Beard considers that, building upon
the structures and procedures which it has already adopted {in order to comply with the previous Combined Code}, i is able
to comply with the principles and provisions of the new Code. The Company’s 2004 Annual Report will consider in more
detail the Company's impiementation of the Revised Combined Code.

Board and Committees

Board and Committee structure

The Board of UK COAL PLC is responsible for the Company’s objectives and policies and for the stewardship of

the Company's resources. The Board is responsible to the shareholders for the overall management of the Group. There are
four executive directors {following the appointment of Christopher Mawe as Executive Finance Director on 1 March 2004) and
four independent non-executive directors. The offices of Chairman and Chief Executive are held separately. The Chairman has
no involvement in the day-to-day running of the Graup. The seniar independent non-executive director is Rebert Shrager. This
position will be held by Garold Spindier when Robert Shrager retires from the Beard.

The Beard considers that the non-executive directors bring strong independent judgement and considerable knowledge and
experience to the Board’s deliberations. The non-executive directors have no financial or contractual interests in the
Company, other than interesis in ordinary shares as disclosed in the Birectors’ remuneration repori.

The Board usually meets monthly and has adopted a schedule of matters specifically reserved to itself for decision. The
Board has delegated specific responsibilities to the Nomination, Remuneration, Audit and Property committees, as described
below. Each committee has terms of reference that the whole Board has approved. Board and Committee papers are
circulated in advance of each meeting so that all directors are fully brieted. Papers are supplemented by reports and
presentations to ensure that Board members are suppiied in a timely manner with the information they need.

All directors have access to the advice and services of the Company Secretary. The Board has established a procedure under
which any director, wishing to do so in furtherance of his duties, may take independent advice at the Company’s expense.

Nomination Commitiee

The Nomination Committee comprises David Jones (Chairman), Robert Shrager, Garold Spindier, James Murray and Gordon
McPhie. The Committee meets as required to select and propose to the Board suitable candidates for appointment as
executive or non-executive directors.

Remuneration Commitliee
The work and composition of the Remuneration Committee are set out in the Directors’ remuneration report.

Audit Committee

The Audit Committee comgrises Robert Shrager (Chairman), Peter Hazell, Garold Spindler and James Murray. Peter Hazell will
be appointed Chairman on Robert Shrager’s retirement, The Chairman, the Finance Director, the Commercial Director, the
Group Internal Audit Manager and the external auditors are invited to attend meetings. The minutes of meetings of the
Committee are circulated to ali directors. The Committes meets at least four fimes a year to review the Company’s accounting
and financial reporting practices, the work of the internal and external auditors and compliance with policies, procedures and
applicable legisiation. The Group Internal Audit Manager has a direct reperting line to the Committes.
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Property Committee

The Property Committee was established in 2003 to review and recommend to the Board strategic options that may enhance
the property portfolio and to review the most advantageous use of property assets to ensure long-term maximisation of both
rental income and sales proceeds. The Committee comprises James Murray {(Chairman), Peter Hazell, Gordon McPhie and
Christopher Mawe.

Executive Management Committee

The Executive Management Commitiee was established to manage and co-ordinate all strategic and key operational issues.
Its membership is as foliows:

Chief Executive Gordon McPhie
Finance Director Christopher Mawe
Commercial Director Melvin Garness
Directar of Mining Patrick O'Brien
Strategy and Technical Director Alec Galloway
Managing Director of Human Resources Norman Haslam
Marketing Director Nigel Yaxley

Relations with shareholders

The Company maintains ongoing dialogue with institutional shareholders through regular presentations and meetings to
outline the Company’s trading environment and objectives, Private investors are encouraged to attend the Annual General
Meeting and have the opportunity to question the Board.

Internal contro}
Risk Assessment

The Board is of the opinion that there is an ongeing process for identifying, evaluating and managing the significant risks of

the Group, and that this process has been in place throughout the year under review. An updated strategic risk assessment
was reviewed by the Board on 1 March 2004.

The updated assessment supplements ongeing dialogue between the Board and directors and managers responsible for
monitoring risks at an operaticnal level, The board receives regular reports from the Internal Audit, Environmental Audit and
Health & Safety Management departments. These reports identify areas of risk exposure, recommendations made and actions
implemented. They also highlight new areas of legislation that will impact on the risk profile of the group, and provide positive
assurance of procedures that are working and assisting in the attainment of business objectives. Operational and financial risk
management is delegated to directors and managers who are responsible for the day-to-day management of the business.
The following controls are embedded in the procedures of the relevant business units:

Operational ~ detaiied mining production and development plans are agreed on an annual basis and updated each quarter.
Quarterly Operational Review meetings are held with senior management to discuss performance against plan and to decide
and implement any actions required. There are company-wide and local pracedures to which compliance is monitored.

Health & Safety - the directors are fully supportive of Government initiatives set out in the Health & Safety Commission
document entitled “Revitalising Heaith & Safety”, which sets targets for the reduction of notifiable incidents and ilinesses at
work. All directors are familiar with the HSC guidance: “Directors’ Responsibilities for Health and Safety”. Company
representatives sit on Health & Safety Commission working parties and are involved in the development of new legislation.
There Is a Health & Safety Manager with a direct reporting line to the Board, and a Health & Safety Strategy is in place. There
are extensive locail policies and procedures. Safety inductions are a requirement for all staff and contractors working on sites.
Risk assessments are carried out for all new works to be undertaken. There are ongoing planned safety audits and the results
of these are reviewed and signed-off by site managers. These are supplemented by regular visits from officers of the
appropriate regulatory authorities, In addition, Heaith & Safety accountability meetings are held on site and at Head Office.
Clear reporting lines for incidents and safety breaches are in place up to Board level. Ongoing risks over heaith claims are
mitigated by Health & Safety policies and by health monitoring.
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Environmental Management — there is an Environmental Policy, reviewed and approved by the Board in July 2003, and a
company-wide Environmental Management System. Site procedures are audited by in-house teams and external experts to
ensure continued compliance. Underground and surface readings for emissions, including gas, dust, noise and water are
taken, analysed and reported. Where appropriate, action plans to reduce emissions are designed and followed through to

completion. Compliance with waste management regulations is monitored, and a programme to encourage re-cycling and
waste minimisation has been initiated.

The company is actively involved in taking green energy projects from innovation to completion. Current projects include the
use of methane gas from deep mines to generate electricity. This assists in the UK meeting its responsibilities to reduce
greenhcuse gas emissions under the Kyoto agreement, as well as reducing power costs on the Group's sites.

The Environment department is liaising with our suppliers through the purchasing function to look at ways of encouraging
green practices throughout the supply chain.

The Environment Engineer is a member of the local Environment Practitioner Group ~ “Business in the Environment” (BIE),
and is proactive in promoting and reporting performance against a set of environmental criteria.

Financial - these controls are considered under the following headings:

* Cost budgeting - There is an annual budget setting process with final budgets approved by the Board of Directors. Costs
are monitored on a monthly basis against budgets. Quarterly Operational Review meetings are held with senior
management to discuss financial issues.

* Treasury — The terms of reference for the Treasury department are approved and kept under review by the Board. The
Treasury department is responsible for placing deposits, for arranging borrowings and for making payments. These
transactions are subject to director or senior management authorisation.

+ Insurance Risk - There is insurance cover for all employer liability and pubiic liabitity claims, limiting the company's
exposure to £250,000 per claim. All claims are subject to expert assessment and challenge and, where appropriate,
independent medical and legal opinion.

+ Capital spend - Capital needs assessments are carried out at business unit level, but direct Board approval of all major
capital projects is required. The Investment Committee comprises the executive directors and the Strategy and Technical
Director. The Procurement Director and the Head of Engineering are invited to attend meetings and other senior

management executives are invited where appropriate. The Investment Committee reviews projects with a cost in excess of
£100,000.

Assurance Procedures
Assurance is provided by the in-house team of Internal Auditors, Health & Safety Auditors and Environmental Auditors. This

resource is supplemented by HM [nspectorate of Mines {Heaith & Safety) and other Health & Safety Commission personnel,

legal advisors and professional claims handlers {Insurance and Claims Management), and external environmental consultants
{Environmental Management),

Reports are prepared and summarised at management level for reporting to the Board as either standing or intermittent
agenda items.

There is a fully constituted audit committee with a remit to review internal audit reports and corporate governance matters,
The internal audit plan is based on the annual assessment of risks as reviewed by the beard and is not limited to financial
systems. Reports are designed to give a full opinion of the risk and contral profile of each audited system.

Going concern

Following a thorough review of projections and cashflow forecasts the directors are satisfied that the Company and Group
have adequate resources to continue in operational existence for the foreseeable future. The accounts have therefore been
prepared on the going concern basis.
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Treasury policy and liquidity

Overall group strategy for liquidity is to maintain a secure line of credit sufficient to cover forecast cash fiows for the 12 month
rolling forecast.

The principal function of the financial instruments held by the Group is to provide security, raise funds and effectively mitigate
interest rate risks.

Supplier payment policy

Individual operating companies within the Group are responsibie for establishing appropriate pelicies for payment of their
suppifers. The companies agree terms and conditions under which business transactions with suppliers are conducted. [t is
Group policy that, provided a supplier is complying with the relevant terms and conditions, including satisfactory supply of
goods, services and the prompt and complete submission of all specified documentation, payment will be made according to

the agreed terms and conditions. It is Group policy to ensure that suppliers know the terms on which payment will take place
when business is agreed.

The Group had 45 days’ purchases outstanding at 31 December 2003 (2002: 38 days) based on the average caily amount
invoiced by suppliers during the year.

Ethical policy
UK Coal PLC is committed to working with our employees, customers, suppliers and contractors to promote respensible

working and trading practices. It also provides assistance to the wider community by way of financial suppert for charitable
and other locai causes.

Quality and Integrity of Personnel

It is the Company's policy to employ the highest calibre of management and staff and encourage the highest standards of
persenal integrity. Recruitment procedures are designed to identify and reward high calibre individuals, Bonus schemes are in
operation to improve productivity and control costs.

Substantial shareholdings
The directors have been notified of the following substantial sharehoidings as at 4 March 2004:

% of issued

Number of share

shares capital

Millgate Capital inc. 14,350,000 9.83
Fidelity Investments 11,600,800 7.94
Barclays Bank 4,545,634 31
Global Asset Managament 4,528,600 3.10
Legal & General 4,457 955 3.05

Purchase of own shares

The Directors are authorised to make market purchases of the Company’s own shares under an authority granted at the
Annual General Meeting held on 29 April 2003. No such purchases were made during the year. The Directors will seek
renewal of this authority at the Annual General Meeting to be held on 27 Aprii 2004.
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Share Premium Account

Authcrisation was given at the Annual General Meeting on 29 April 2003 for the cancellation of the Company’s Share Premium
Account. The canceliation was approved by an order of the High Court on 10 December 2003 and was effective, upon filing
of the order with the Registrar of Companies, on 11 December 2003. The cancelled amount of the Share Premium Account,
as at 11 December 2003, was £291.0 million. This amount has been transferred to the profit and loss account.

Directors’ responsibilities
The directors are required by the Companies Act 1985 to prepare financial statements for each financial year which give a

true and fair view of the state of affairs of the Company and Group as at the end of the {financial year and of the profit or loss
for the financial year.

The directors consider that in preparing the financial statements on pages 42 to 75 the Company and Group have used
appropriate accounting policies, censistently applied and supported by reasonable and prudent judgements and estimates,
and have followed all applicable accounting standards,

The directors have responsibility for ensuring that the Company and Group keep accounting records, which disclose with
reasonable accuracy the financial position of the Company and Group and which enable thetm to ensure that the financial
statements comply with the Companies Act 1985,

The Board is uitimately responsible for the Group's system of internal control and for reviewing its effectiveness. However,
such a system is designed to manage rather than eliminate the risk of failure to achieve business objectives, and can provide
only reasonable and not absoclute assurance against material mis-statement or loss.

It is accepted that legislation in the United Kingdom governing the preparation and dissemination of financial statements may
differ from legislation in other jurisdictions.

Auditors

The auditors throughout 2003 have been PricewaterhouseCoopers LLP. During the course of 2002, the audit contract was put
out to competitive tender as part of an overall review of audit service. PricewaterhouseCoopers LLP were re-appointed
because of their knowledge and expertise of the industry, their service record and their reputation within their profession.

During the year PricewaterhouseCoopers LLP’s fees amounted to £245,000 {2002: £241,000) for audit assignments, and
£313,000 (2002; £401,000) for non-audit assignments. The latter comprised advice in respect of tax and compliance services,
balance sheet restructuring advice and advice on conversion to International Financial Reporting Standards.

The Board recognises the impartance of safeguarding auditor objectivity and has taken steps to ensure that auditor
independence is not compromised:

* The Audit Committee reviews the audit appointment periodically. As noted above, such a review was rigorously performed
in 2002,

* The Audit Committee has also approved the introduction of a group policy under which the external auditors will not, as a
general rule, provide consulting services. The external auditors will provide audit-related services such as regulatory and
statutory reporting as well as formalities relating to shareholder and other circulars.

The external auditors may undertake due diligence reviews and provide assistance on tax matters given their knowledge of
the Group's businesses. Such provision will, however, be assessed on a case by case basis so that the best placed adviser

is retained. The Audit Committee will monitor the application of the policy in this regard and will keep the policy under
review.
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¢ The Audit Committee reviews on a regular basis all fees paid for audit, and related and unrelated consultancy fees, with a
view 1o assessing reasonableness of fees, value of delivery, and any independence issues that may have arisen or may
potentially arise in the future.

* The auditors report to the directors and the Audit Committee confirming their independence in accordance with Auditing
Standards.

A resolution to re-appoint PricewaterhouseCoopers LLP as auditors to the Company will be proposed at the Annual General
Meeting.

By order of the Board
Melvin Garkss

Company Secretary
4 March 2004
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Remuneration Report

introduction

This report is made by the Board on the recommendation of the Remuneration Committee. The first part of the report
provides details of UK COAL’s remuneration policy. The second part provides details of the remuneration, service contracis
and share interests of all the directors for the year ended 31 December 2003. The directors confirm that this report has been

drawn up in accordance with the Directors’ Remuneration Report Regulations 2002 and the Combined Code on Corporate
Governance.

The Remuneration Committee

Responsibility for reviewing Group remuneration strategy and policy, recommending any changes and approving individual
remurteration packages for executive directors rests with the Remuneration Committes. The Committee consists exclusively
of non-executive directors and meets on at least two occasions each year. The members in 2003 were: Brian Staples
{commitiee chairman), Robert Shrager, Garold Spindier and Peter Hazell. Garold Spindler was appointed committee chairman
ont 1 January 2004 upon the retirement of Brian Staples. The Committee may seek any information it requires from any
employee or director, and all empioyees and directors are required to co-operate with any request made by the Committee.
The Remuneration Committee also meets without management and receives information and independent executive
remuneration advice from an external consultancy firm, Watson Wyatt LLP, whose appointment was made by the

Remuneration Committee. Watson Wyatt LLP does not provide any other service to the Company. Executive directors do not
participate in discussions relating to their remuneration.

Any changes to the remuneration strategy require sharehoider approval at the Annual General Meeting. There are no changes
proposed to the remuneration policy this year. The Cormmittee will review the policy on a regular basis and recommend
changes as and when appropriate in forthcoming years.

There are no special provisions for payments to directors on a change of control.

The Remuneration Committee have terms of reference, approved by the Board, which are available on the company website.

Directors’ Remuneration Policy
The policy of the Committee recognises that the Company reguires high quality and committed executive directors, and other
senior executives in order to deliver appropriate levels of perormance. The Committee therefore conducts its work to

determine the appropriate remuneration levels and structure consistent with the need to attract, mativate and retain executive
directors of the high quality reguired by the Company’s interests.

The Remuneration Commitiee appointed Watson Wyatt LLP in 2003 to review and provide independent advice on the
remuneration of its executive directors, and in particular on the appropriate mix of fixed and performance-retated pay, and the
performance criteria for the Bonus Share Matching Pian. The executive directors' remuneration is composed of a base salary,

an annual performance benus in conjunction with a discretionary Bonus Share Matching Plan and a Long Term Incentive Plan
(LTIP).

The executive directors’ emoluments for 2003 were as follows":

Base Salary  Bonus Share
Matching Plan

£ £
Gordlon McPhig 313,956 141,064
Melvin Garness 180,000 81,216
Patrick O'Brien 200,600 84,240

The bonus performance-related pay for the peried represented 44.9% of fixed pay for Gorden McPhie, 45.1% of fixed pay for
Melvin Garness and 42.1% of fixed pay for Patrick O'Brien.

The Company also provides executive directors with car benefits, pension contributions to a defined gontribution pension
scheme and health insurance. Bonus payments and benefits in kind are not pensionable.
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The company has adopted a policy to seek shareholder approval of executive remuneration and In particular to put forward ali
new incentive schemes proposed for shareholder approval at the Annual General Meeting. No such incentive schemes were
introduced in 2003.

The foliowing paragraphs demonstrate how the three main constituents of the director remuneration packages are calculated.
Where reference is made to objective measures of company performance, a following section sets out the outcomes on
which the proposed bonuses are based.

Base Salaries

Executive directors’ salaries were reviewed in April 2003 and this review took into account individual performance and market
competitiveness. Base salary for 2003 was set at prior year salary pius 2.6% for Gordon McPhie; this salary increase was
consistent with the salary increases o the general workforce. Patrick O'Brien’s base salary was increased by 13.9% to
include a promotional increase to £200,000 and Melvin Garness’ salary was increased to £180,000, which was a 3.9%
increase cn base salary plus the consolidation of his director’s fees from the Australian business.

Bonus Share Matching Plan

A Bonus Share Matching Plan was introduced in 2000 to encourage executive directors and senior executives to stay with the
Group and to identify with the interests of shareholders by investing their own funds from their annual bonus in the Company.
The participants in the Bonus Share Matching Plan may elect to take 50 per cent of the annual bonus in cash. The after-tax
amount of the bonus remaining after that election is used to acquire shares, which must be heid for a minimum of three years
{the restricted period). At the same time a matching award of one share for every three basic shares acquired is made. These
must also be held for a minimum of three years, but are subject to an extra condition that the director must remain in post
throughout the restricted period. The Committee decided that to encourage executive directors to participate in the Bonus
Share Matching Plan at its infroduction, no performance conditions should be attached to the matching shares. However, 1o

reflect this fact, the ratio of matching shares to basic shares has been heid at a low level, one matching share for each three
shares acquired.

The annual bonus provides an incentive opportunity in the range of 0% to 80% (Chief Executive) and 0% to 75% {for other
executive directors) of base salary. At the start of the incentive year {1 January), based on the Company's business priorities,
the Remuneration Committee sets both the performance measures and targets, These targets ensure that incentives at the
higher end of the range are payable only for demonstrably superior Company and individual performance.

For the executive directors the financial performance measures for the 2003 incentive year were profit before tax (20% of
available bonus), cost per gigajoule (20% of available bonus), cashflow {40% of available bonus} and other perscnal targets
(20% of available bonus). in respect of 2003 the Chief Executive achieved 56.2% of his target, the Commercial Director
achieved 60.2% of his target and the Director of Mining achieved 56.2% of his target. The Remuneration Committee wili, from
time to time as deemed appropriate, review the targets to ensure that they conform to circumstances and strategic direction.
Annual bonuses and benefits in kind are not pensionable.

Long Term Incentive Plan
A Long Term Incentive Plan was introduced in 2000 for executive directors and senior executives, to provide incentives in the

form of shares over periods of between 3 and 5 years, provided that the Company meets demanding targets for Total
Shareholder Return (TSR).

Under the terms of the LTIR, a discretionary, performance related award of shares {up to a maximum value of 75% of the Chief
Executive’'s base salary, 60% for other executive directors) is conditionally allocated to each director. The director may not sell
or atherwise dispose of any part of his entitiement under the LTIP untit the shares {or the relevant percentage of them) are
vested in him upon the maturity of the award,

These shares are issued three years from the date of grant of award, contingent upon the Group achieving the pre-
determined levels of performance set out in the table below, performance being measured as the percentage growth in the
campany's Total Shareholder Return (TSR). The directar must remain in the post throughout the three-year period (subject to
exceptions as set out in the plan} in arder to be entitled to this award.
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The committee may in its absclute discretion allow a participant to elect to defer the measurement for a maximum of two
years. The commitiee shall determine the extent that the award is capable on realisation in accordance with the table below:

Growth in Total % of Award capable of
Shareholder Return realisation

3 years 4 years 5 years
Below 75% NIL. NIL NIL
75% or above 30 15 10
100% or above 50 30 20
150% or above 100 75 50

For TSR increases within these bands, shares are allocated on a straight-line basis as shown,
For all future issues under the scheme re-testing will not be allowed.

Performance Graph

27/2/04

350
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The above graph shows the Company’s total shareholder return performance listing in comparison with the TSR of the FTSE
Small Cap index for the five financial years ended 31 December 2003.

UK Coal is included in the FTSE Small Cap Index, which has therefore been selected as the most appropriate index against
which to compare UK COAL's return to sharsholders in the absence of any more specific sector index.

In the event of a change of control, vesting of shares under the LTIP is not automatic and would depend upon the extent to
which the performance conditions had been satisfied within the pericd six months prior to that date,

All-Employee Share Scheme

In order to encourage share ownership, the Company currently provides an all-employee share scheme, the Sharesave
Scheme. The scheme is approved by the Inland Revenue and provides for eligible employees to acquire the Company’s
shares with the proceeds of a weekly or monthly savings contract. The contract period is three or five years. The executive
directors can participate in this scheme. :
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Other Terms and Conditions of Service

The executive directors’ service contracts, including arrangements for early termination, are carefully considered by the
Remuneration Committee and are designed to recruit, retain and motivate directors of the guality required to manage the
Company. The Remuneration Committee congiders that a notice period of one year is appropriate. It is the Company's policy
not to enter into service contracts that provide for more than one years written notice.

The executive directors’ service contracts do not contain provisions for compensation in the event of early termination. When
calculating termination payments, the Remuneration Committee takes into account a variety of factors including individual
and Company performance, the obligation of the director to mitigate his own loss (for example by gaining new empioyment),
he director's age and his length of service. Althocugh there is no specific provision for liquidated damages should the

Company terminate the contract of a director, compensation for loss of office is limited to the amounts payable under these
notice periods.

The executive directors’ service contracts provide that any payments made pursuant to these provisions will be made less
any deductions the employer is required to make and shall be in full and final settlement of any claims the executive director
may have against the employer or any associated company arising out of the termination of employment except for any
personal injury claim, any claim in respect of accrued pension rights or statutory employment protection claims.

The Board aims to recruit non-executive directors of a high calibre with broad commercial and other relevant experience.
Non-executive directors are appointed for an initial three-year period. The terms of their engagement are set out in a letter of
appointment. The initial appointment and any subsequent re-appointment is subject to election or re-election by shareholders
at the Annual General Meeting. The letters of appointment contain three-month notice periods. Compensation for loss of
office is limited to the amounts payable under these nofice pericds. The Board considers these notice periods appropriate
given the skills and expertise of the directors.

Non-executive directors are paid a basic fee. Additional fees are payable for chairing a committee. Watson Wyatt LLP
reviewed the level of directors’ fees in 2003 and as a result of this review basic fees remained unchanged for the year.

Non-executive directors are not eligible to participate in any of the Company’s share schemes, incentive schemes or pension
schemes.

There are no other liabilities in respect of directors’ service contracts that require disciosure. Copies of directors' service
contracts and agreements are available to shareholders for inspection at the Company’s registered office.

Directors’ Service Contracts

Unexpired term Compensation

{as at payable upon

Contract Date 31 Dec 2003) MNotice period early termination (iii)

David Jones 17.12.02 2 years 3 months n/a
Gordon McPhie 18.05.93 Rolling 1 year 1 year na
Melvin Garness (i) 29.12.94 Rolling t year 1 year n/a
Patrick O'Brien 21.12.95 Roalling 1 year 1 year n/a
Christopher Mawe (i) 31.10.03 Roliing 1 year 1 year n/a
Robert Shrager i) 14.07.94 4 months 3 months n/a
Garold Spindler 23.10.01 10 months 3 months n/a
Pater Hazell 12.09.03 2 yrs 9 months 3 months na
James Murray 12.09.03 2 yrs 9 months 3 months n/a

{i) On 22nd October 2003 Melvin Garness gave notice of his intention to retire from the Board in October 2004. Christopher
Mawe was appointed Executive Financial Director with effect from 1 March 2004.

(i} Robert Shrager will stand down as a non-executive director at the Annual General Meeting on 27 April 2004.

(iti) The directors” employment contracts do not contain provisions for compensation payable upon early termination.
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Directors’ emoluments for the year ended 31 December 2003*

Bonus Share

Matching Benefits
Salary/Fees Plan in kind Total Total
(note 5) {note 6} {note 7) 2003 2002
e £ £ £ £
David Jones 82,015 - - 82,015 0
John Robinson’ 36,667 - - 36,667 110,000
Gordon McPhie 313,856 141,054 20,409 475,419 436,805
Melvin Garness’ 180,000 81,218 21,244 282,460 257,906
Patrick O'Brien 200,000 84,240 18,943 303,183 259,659
Robert Shrager 29,000 - - 29,000 24000
Brian Staples’ 29,000 - - 29,000 24,000
Garoid SDin(jEFﬁ ) 34,000 - - 34,000 24,000
Peter Hazell 6,643 - - 6,643 -
James Murray2 8,028 - - 8,028 -
919,309 306,510 60,596 1,286,415 1,136,370

7

John Robinson was the Chairman of the Cempany until the Annual General Meeting on 29 April 2003. Remuneration was

paid until that date. David Jones’ fees were increased from £24,000 per annum to £110,000 per annum on his
appointment as Chairman. The Chairman receives fees commensurate with his duties. These duties include: Managing
the business of the Board and its committees, maximising long-term shareholder value by reviewing short term
performance, risk management and long-term development of the Group, ensuring that corporate governance is in fine

with best practice, ensuring a management succession process is in place and working, making recommendations on the

remuneration of all other non-executive directors and agreeing with the Chief Executive the most appropriate role of the
Chairman vis-a-vis stakeholders including government, shareholders, the financial community, customers, competitors,
partners potential and actual, frade unions, employees, the media and the wider community.

Each non-executive director, other than John Robinson, David Jones and Garold Spindler, is paid a fee of £24,000 per
annum. Each non-executive director who chairs a committee receives an additional fee of £5,000 per annum.

Melvin Garness's base salary in 2003 was increased to inciude fees from Gloucester Coal (2002: £10,840).

The fees shown above for Garold Spindler relate to services as a director of the Company. He received higher fees than
the other non-executive directors for additional time commitments in attending meetings but did not receive any
payments for consultancy services during the year (2002: £33,000).

Reruneration paid to non-executive directors was for duties as non-executives only.

Under the terms of the Bonus Share Matching Plan, the executive directors have elected to receive 50% of their annual
bonus in the form of cash, the balance (after deduction in tax) to be paid in shares. The total amount of the bonus
{including cash and share elements) is disclosed in the tabte above. Cf the proportion payabie in cash, 50% of the
entitlerment of Melvin Garness and Patrick O’Brien has been paid in the form of additional pension contributions, as
disclosed below.

Benefits in kind comprise car benefits and health insurance.

No directors waived emoluments in respect of the year ended 31 December 2003
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LTIP Grant 16 May 2000*

The Total Shareholder Return (TSR) over the performance period was 1419 resulting in the vesting, during the year ended
31 December 2003, of 91% of the shares available for award.

Gordon McPhie
Melvin Garness
Patrick O'Brien

Basic
share
award
16 May
2000

310,478
258,400
258,400

Noticnal
dividends
re.
Invested
186,471
156,848
156,848

Total
shares
available
for award

498,949
415,248
415,248

Total
shares Share
Awarded price at
{91%) date of
{i) allocation

454044 315p
377876 31.5p
377,876  S1.5p

Share  Gain per

price at share at
vesting vesting
date date

16 May 16 May
2003 2003
86.0p 53.5p

85.0p  53.5p
8500  53.5p

(i} Of the total shares awarded 41% were soid by the trustees to meet the directors’ tax liabilities.

Gain to
participant
on total
shares
awarded
U]
242814

202,164
202,164

(il The gain under the LLong Term Incentive Pian is the gain made by each participant. The share price at the vesting date is
deducted from the share price at the date of allocation and multiplied by the total shares awarded under the scheme.

Pension contributions*

All the executive directors were members of the UK COAL meney purchase pension scheme throughout the year, The money
purchase scheme does not provide additional post-retirement benefits (including contingent death benefits). The executive

directors receive 30% of base salary.

Pension contributions on behalf of executive directors were as follows:

Gordon McPhie
Meivin Garness ()
Patrick O'Brien (i}

Pension Pension
contributions  contributions
2003 2002

£ £

93,580 91,350
74,679 64,354
79,837 68,300

{iy The pension contributions for Melvin Garness and Patrick O'Brien include £20,304 (2002; £15,892) and £21,060 {(2002:
£16,108) respectively taken from the annual bonus entitlerment.
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Long Term Incentive Plan and Bonus Share Matching Plan*

1. Long Term Incentive Plan*

Interests Interests Interest End of
at awarded matured Interests at Share price Earliest latest
1 Jan during the during 31 Dec at date of vesting  performance
2003 year year 2003 allocation date period {i)
Gordon McPhie
Executive LTIP 2000 310,478 ) 310,478 nil 31.6p 16.05.2003 15.05.2005
Executive LTIP 2001 375,000 nil il 375,000 60.0p 18102004 18.10.2008
Executive LTIP 2002 alll rif il nil
Execative LTIP 2003 it 478,125 nit 478,125 48.0p 31.03.2006 31.03.2008
Total 685,478 478,125 310,478 853,125
Melvin Garness
Exacutive LTIP 2000 258,400 nil 258,400 nil 31.5p 16.00.2003 15,05.200%
Exacutive LTIP 2001 159,187 il il 159,187 80.0p 18.10.2004 18.10.2006
Fxecutive LTIP 2002 nit nil il nil
Executive LTIP 2003 nil 216,513 nit 216,513 48.0p 31.032006 31.03.2008
Total 417 587 218,513 258,400 375,700
Patrick O'Brien
Exacutive LTIP 2000 258,400 il 258,400 nil 31.5p 16.05.2003 15.05.2005
Executive LTIP 2001 169,187 nil nil 169,187 800p 18.10.2004 18.10.2006
Executive LTIP 2002 il nil nil nil
Executive LTI 2003 il 219,463 nil 219,463 48.0p 31.03.2006 31.03.2008
Total 427,587 219,463 258,400 388,650

(H  As set out above, the Committee may allow a participant to elect to defer the measurement of performance for an
award for a maximum of two years. This column shows the date of vesting if such deferral were permitted.

2. Bonus Share Matching Plan*

Shares Interests at Share price

[nterests at atlocated Matching 3t Dec at date of Vesting

1 .Jan 2003 during year Award 2003 allocation date
Gordon McPhie
Bonus Matching 2001 34,827 nil 11609 46,436 70.5p  13.03.2004
Bonus Matching 2002 41,141 il 13,713 54,854 102.0p  03.04.2005
Bonus Matching 2003 il 51,831 17,277 69,108 65.0p 10.03.2006
Total 75,968 51,831 42,599 170,398
Melvin Garness
Bonus Matching 2001 28,986 nil 9,662 38,648 70.5p  13.03.2004
Bonus Matching 2002 21,830 il 7,236 29,066 102.0p  03.04.2005
Bonus Matching 2003 nil 29,338 9,779 39,117 65.0p 10.03.2006
Total 50,816 29,338 26,677 106,831
Patrick O’Brien
Bonus Matching 2001 28,986 il g,662 38,648 70.5p  13.03.2004
Bonus Matching 2002 23,201 il 7,734 30,935 102.0p 03.04.2005
Bonus Matching 2003 nil 29,738 9912 39,650 65.0p 10.03.2006
Total 52,187 28,738 27,308 109,233
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Directors’ interests in ordinary shares™

The directors' beneficial interests in ordinary shares of the Company and its subsidiaries at the end of the financial year were
as set out below. None of the directors had an interest in shares of the Company’s subsidiaries during the year:

Interest in

ordinary
shares at Interest in
31 December ordinary
2003 shares at
{oron 31 December
resignation) 2002
Beneficial {i} Beneficial
David Jones 10,000 nil
John Robinson {resigned 29 Apr 2003) 32,500 32,500
Gorcdon McPhie 449,645 129,928
Melvin Garness 128,172 98,834
Patrick O'Brien 380,939 128,255
Christopher Mawe (appointed 1 Mar 2004) nil -
Robert Shrager nil nil
Brian Staples {resigned 31 Dec 2003) 20,000 20,000
Garold Spindier 283,200 283,200
Peter Hazell (appointed 22 Sep 2003) nil nil
James Murray {appointed 22 Sep 2003) nit nll

{ii Beneficial interest includes shares owned and shares taken by way of bonus entittement under the Bonus Shares
Matching Pian.

(i} For the purposes of the Companies Act 1885 each of the executive directors is deemed to have an additicnal interest in
the ordinary shares held by the trustee of the Bonus Share Matching Plan.

(i) Executive directors’ shareholdings have increased principally by awards made under the Bonus Share Matching Plan and
maturity of the Long Term Incentive Plan.
There have been no changes in directors’ interests in shares between the end of the year and 4 March 2004.

Directors’ interests in share options*

The number of share options held by the Directors under the UK COAL Sharesave Scheme was as set out below. No other
directors held share options.

Options Options Earliest
as at Lapsed Granted as at normal
1 Jan during the during the 31 Dec Exercise exercise Expiry
2003 year year 2003 price date date
Gordon McPhie 6,690 - - 6,680 710p  tJan 2005 1 .Jul 2005
Patrick O’Brien 8,650 - - 6,690 710p 1dan 2005 1 Jul 2005

The market value of the Company’s shares during the year ranged from 48.5p to 134.5p. The market value on 31 December
2003 was 126.0p. These figures are derived from the Daily Official List of the London Stock Exchange.

External appointmenis
None of the executive directors held positions as non-executive directors with other companies during 20G3.

This report has been approved by the Board for submission to shareholders at the Annual General Meeting to be held on
27 April 2004 and signed on behalf of the Board by Garold Spindier.

By order of the Board

Garold Spindler
Chairman, Remuneration Committee
4 March 2004

* Denoctes auditable elements of the Remuneration Report
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INndependent auditors’ report

Independent auditors’ report to the members of UK CQAL PLC

We have audited the financial statements which comprise the prefit and loss account, the balance sheet, the cash flow statement, the
statement of tota! recognised gains and losses and the related notes. We have also audited the disciosures required by Part 3 of Schedule 7A
to the Companies Act 1985 contained in the Directors' remuneration report {“the auditable part”).

Respective responsibilities of directors and auditers
The directors’ responsibilities for preparing the annual report and the financial statements in accordance with applicable United Kingdom law

and accounting standards are set out in the statement of directors’ responsibilities. The directors are alse responsible for preparing the
directors’ remuneration report.

Qur responsibility is 1© audit the financial statements and the auditable part of the directors’ remuneration report in accordance with relevant
legat and regulatory requirements and United Kingdem Auditing Standards issued by the Auditing Practices Board. This report, including the
opinian, has been prepared for and anly for the company’s members as a body in accordance with Section 235 of the Companies Act 1985
and for no other purpose. We do not, in giving this opinion, accept or assume responsibility for any other purpose or to any other person to
whom this report is shown or inte whose hands it may come save where expressly agreed by our prior consent in writing.

We report to you our opinion as to whether the financial statements give a true and fair view and whether the financial statements and the
auditable part of the directors’ remuneration report have been properly prepared in accordance with the Companies Act 1985. We also report
to you if, in our opinion, the directors’ report is not consistent with the financial statements, if the company has not kept proper accounting
records, if we have not received al! the infermation and explanations wa require for our audit, or if information specified by law regarding
directors’ remuneration and transactions is not disclosed.

We read the other information contained in the annual report and consider the implications for our report if we become aware of any apparent
misstatements or material inconsistencies with the financial statements. The other information comprises only the directars’ report, the
unaudited part of the directors’ remuneration report, the chairman’s statement, the operating and financial review and the corporate
governance statement.

We review whether the corparate governance statement reflects the company's compliance with the seven provisions of the Combined Code
specified for our review by the Listing Rules of the Financial Services Authority, and we report if it does not. We are not required to consider
whether the board’s statements on internal control cover all risks and controls, or t¢ form an opinion on the effectiveness of the Company's or
Group’s corporate governance procedures or its risk and contral procedures.

Basis of audit opinion

We conducted our audit in accordance with auditing standards issued by the Auditing Practices Board. An audit includes examination, on a
test basis, of evidence relevant to the amounts and disclosures in the financial statements and the auditable part of the directors’
remuneration repori. It also inciudes an assessment of the significant estimates and judgements made by the directors in the preparation of

the financial statements, and of whether the accounting pelicies are apprepriate to the company’s circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide
us with sufficient evidence te give reasonable assurance that the financial statements and the auditable part of the directors’ remuneration
report are free from material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the
overall adeguacy of the presentation of information in the financiat statements.

Opinion
In our opinion:

® the financial statements give a true and fair view of the state of affairs of the Company and the Group at 31 December 2003 and of the
prafit and cash flows of the Group for the vear then ended;

® the financial statements have been properly prepared in accordance with the Companies Act 1985; and

® those parts of the directors’ remuneration report regujred by Part 3 of Schedule 7A to the Companies Act 1985 have been properly
prepared in accordance with the Companies Act 1985.

PricewaterhouseCoopers LLP l/ ‘ )
Chartered Accountants and Registered Auditors - l
Tt A O [ e ]
East Midlands =t \l" )
4 March 2004
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Consolidated Profit and Loss Account

For the year ended 31 December

Before Before
Operating Operating Qperating Qperating
Exceptional Exceptional Group Exceptional Exceplional Group
ltems iterms 2003 ltems ltems 2002
Notes £'000 £000 £'000 £'000 £'000 £000
Turnover 2 563,854 - 563,854 596,602 - 596,602
Cost of sales before exceptional items {558,982) - (558,982) (570,887) - {B70,887)
Exceptional cost of sales
Impairment in value of colliery assets 3 - - - - (20,121} (20.191)
Net closure and redundancy costs 3 - (1,983} {1,983) - {55,643} (65,643)
Amounts recovered / ( provided ) against TXU 3 - 6,467 6,467 - {6,358) (6,368)
Provision against other amounts receivable 3 - (1,881) {1,681) - {9,309) (9,309)
Cost of sales (558,982) 2,803 (656,179} (570,887, {91,501) (662,338)
Gross profit/{loss) 4,872 2,603 7,675 25,715 {91.501) (65,786)
Coal Investment Aid 3 - 3,522 3,522 - - -
Other operating income & expenses 4 {11,359} - {11,359) (13,686) - (13,686)
Jotal other operating income and expenses (11,359) 3,622 {7,837) (13,686) - (13,686)
Operating {loss)/profit {6,487) 6,325 {162) 12,028 (91,501) (76,472)
Profit on sale of land and buildings 5,830 - 5,830 2,033 - 2,033
{Loss)/profit on ordinary activities before
interest and taxation 657) 6,325 5,668 14,062 91,501y (77,439
Interest receivable and similar income 8 3,141 - 3,141 5,181 - 5,181
Interest payable and similar charges 7 (3,486} - (3,486} (2,854} - (2,854)
Unwinding of discount on provisions 24 6,570) - (6,570} (7.999) - (7,999)
Net interest payable and similar charges (6,215) - {6,915} (5,672) - (5.672)
(Loss)/profit on ordinary activities before
taxation (7,572 6,325 (1,247} 8,390 (91,501} {83,111}
Taxatiocn 9 7,007 (1,888) 5,109 {1,791} 3,142 1,351
(Loss)/profit on ordinary activities after
taxation (565} 4.427 3,862 6,589 {88,350 81,760
Equity minority interest 138 - 138 82 - 82
{Loss)/profit for the financial year {427} 4,427 4,000 8681 {88,359) (81,678)
Dividend 11 {14,591} - (14,591} (14,584 - (14,584)
(Loss sustained)/prefit for the year (15,018) 4,427 {10,591} {7,903) (88,359} (96,262)
(Loss)/earnings per ordinary share 12 {0.3p} 3.0p 2.7p 4.8p (80.6p) {56.0p)
All amounts above relate to continuing operations. There is no material difference between the loss on ordinary activities
before taxation and the loss sustained for the year stated above, and their historical cost equivalents.
For the year ended 31 Decermber
2003 2002
£000 £000
Profit/(loss) for the financial year 4,000 (81,678)
Exchange adjustments 4,721 {355)
Surplus arising on revaluation of tangible property assets 220 4,814
Totatl recognised gains and losses for the financial year 8,941 (77.219)
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Balance Sheets

As at 31 December

Group Group Company Company
2003 2002 2003 2002
Notes £000 £000 £000 2000
ASSETS
Fixed assets
Tangible fixed operating assets 13 393,148 427,211 - -
Investment properties 14 6,720 5,500 - -
Invastments — in subsidiaries 15 - - 491,213 491,213
Investments - other 15 27 38 - -
399,885 433,749 491,213 481,213
Current assets
Stocks 18 59,496 79,152 - -
Debtors: amounts falling due after one year 17 637 8,873 20,154 20,154
Debtors: amounts falling due within one year 18 81,772 73,143 173,218 199,264
Cash at bank and in hand 30 60,350 60,893 252 -
202,255 222,061 193,624 219,418
Total assets 602,150 665,810 684,837 710,631
LIABILITIES
Capital and reserves
Called up share capital 19 1,460 1,458 1,460 1,458
Share premium account 21 2 290,872 2 280,872
Revaluation reserve 21 5,034 4,814 - -
Capital redempticn reserve 21 257 257 257 257
Profit and loss account 21 215,489 (69,638) 439,329 164,174
Shareholders’ funds, attributable to equity interests 22 222,242 227,763 441,048 458,761
Equity minority interest 262 331 - -
Capital employed 222,504 228,094 441,048 456,761
Provisions for liabilities and charges 24 226,987 258,699 - -
Creditors: amounts faling due after more than one year 25 15,302 22,780 - -
Creditors: amounts falling due within one year 26 137,357 146,227 243,789 253,870
379,646 427,716 243,789 253,870
Total funds employed 602,150 655,810 684,837 710,631

The financjaf/Statements on pages 42 to 75 were approved by the board of directors on 4 March 2004 and were signed on its

behalf

G McPhle Director

I o

M Garness D1rect0r
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Consolidated Cash Flow Statement

For the year ended 31 December

2003 2002
Notes £000 2000
Operating activities
Net cash inflow from continuing operating activities 46,026 8,918
Returns on investments and servicing of finance
Interest paid on bank borrowings {(1,171) 401)
Interast paid on hire purchase and finance leases (1,933) {1,853
Financing costs (203) (636}
Interest received 2,577 5,181
Inland Revenus interest received 564 -
Net cash (outflow)/inflow from returns on investments and servicing of finance {(166) 2,29
Taxation 3,967 36
Capital expenditure and financial investment
Development expenditure {3,778) {35)
Purchase of fixed assets {15,300) {40,475)
Receipts from sale of fixed assets 10,410 4,082
{8,668} (35,428}
Acquisitions and disposals
Purchase of trade and assets 23 {2,076) -
Cash inflow/{ouiflow) before use of liquid resources financing and dividends 39,083 (25,183)
Equity dividends paid {14,521) {14,529)
Cash inflow/{outflow) before use of liquid resources and financing 24,562 (38,712)
Management of liquid resources
Cash deposited in subsidence security fund (792} (2,664)
Cash expended/{deposited) to cover insurance reguirements 4,471 (2.075)
Other cash security deposits (2,053) -
1,626 (4,739
Net cash inflow/{outflow) before financing 26,188 (44.451)
Financing
Issue of ordinary share capital 128 -
{Repaymenty/drawdown of bank borrowings (21,343} 27,994
Hire purchase and finance lease capital repaid {8,690} {12,975)
Increase in finance lease debt 4,737 8,414
Net cash (outflow)/inflow from financing {25,168} 23,433
Increase/(decrease) in cash 30 1,020 (21,018)
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Reconciliation of Operating Loss to Net Cash Inflow

from Operating Activities

For the year ended 31 December

2003 2002
£000 £000
Continuing Activities
Operating loss (162) (79,472}
Depreciation on tangible fixed assets 52,616 59.299
Exceptional impainment - 20,13
Net charge for surface mine develcpment and restoration assets 7,045 11,413
Loss/(profit) on digposal of plant and machinery 138 (296)
Decrease/(increase) in stocks 19,711 (7,286}
{increasel/decrease in debtors {2,851) 12,332
Decrease in creditors {35,271) (7,263}
DTl contributions to redundancy payments 4,800 -
Net cash inflow from continuing operating activities 46,026 8,918

Exceptional operating cash flows

Included within net cash inflow from continuing operating activities are amounts of £11.9 million paid in respect of

redundancy payments, £8.4 million received in respect of the sale of UK COAL’s claim against TXU (in Administration) and

£0.6 million paid in settling long-term contracts.

Reconciliation of Net Casn Flow to Movement in Net

Funds

At

At 31
January Exchange Clher non December
2003 Cash flow adjustment cash changes 2003
£000 £000 £000 £000 £000
Net cash at bank 301 1,020 63 - 1,384
Liguid resources 60,592 (1.628) - - 58,966
Bank borrowings {28,386) 21,343 - {181 (7,224}
Hire purchase and finance leases (25,473} 3,953 - (2,387) (23,907)
7,034 24,690 63 (2,568 29,219
Major non-cash transactions
During the year the Group entered into finance lease arrangements in respect of assets with a total capitat value at the
inception of the lease of £2,387,000 (2002 : £7,336,000).
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Notes to the Accounts

For the year ended 31 December 2003

1 Accounting policies

The financial statements are prepared in accordance with the Companies Act 1985 and applicable accounting standards in

the United Kingdom. A summary of the most significant accounting policies, which have been applied consistently, is set out
below.

Basis of accounting

The financial statements are prepared in accordance with the histerical cost convention as modified by revaluation of
investment properties in accordance with SSAP19 "Accounting for Investment Properties”.

Long-terrn debtors and tong-term provisions are discounted to reflect their net present value.

Consolidation
The consolidated profit and loss account and balance sheet include the financial statements of the Company and its
subsidiary undertakings made up to 31 December 2003. The resulis of subsidiaries sold or acquired are included in the

consolidated profit and loss account up to, or from, the date control passes. Intra-group sales and profits are eliminated fully
on censolidation.

Trading accounts within the Group are made up to a convenient week ending date around the 31 December each year. For
2003 trading is shown for the 52 week period ended on 27 December 2003 (2002: 52 week period).

Goodwill and intangible assets
Goodwill arising on acquisition represents the excess of fair value of the consideration given over the fair value of the net
assets acquired. Goodwill arising is capitalised in the year of acquisition and amortised on a systematic basis over its useful

economic life. The carrying value of goodwill and other intangible assets is reviewed as necessary for impairment and a write-
down in carrying value is made where impairment is identified.

Tangible fixed operating assets and depreciation
Freehold land is not depreciated. Mineral rights are depreciated on a depletion basis related to coal extraction. The cost, less
estimated residual value, of other tangible fixed operating assets is written off by equal instalments over their expected useful

lives, Heavy mining and other plant and equipment is depreciated at varying rates depending upon its expected usage,
Indicative rates are as follows:

Freehcld buildings - 60 years
Mines and surface works
Heavy mining equipment -8 to 20 years
Mine development - see policy below
Piant and machinery
Plant and equipment -3 to 15 years
Moter vehicles ~31to 5 vyears
Surface mine development
and restoration assets - see policy below

Mine development

The purpose of mine deveiopment is to establish secure working conditicns and infrastructure to allow the safe and efficient
extraction of recoverable reserves. Depreciation on mine development is not charged until full production commences or the
assets are put to use. On commencement of full production, depreciation is charged ¢n a tonnage-extracted basis over the

astimated life of the recoverable reserves. Coal extracted prior to the commencement of full production is credited against the
cost of ming development.
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1 Accounting policies (continued)

Surface mine development and restoration assets
Expenditure incurred prior to the commencement of working surface mine sites net of any residual value and taking intc
account the likelihood of the site being develeped is capitalised, within tangible fixed assets and charged to the profit and

loss account over the coaling life of the site. Expenditure on sites not expected to be worked within ten years is written off as
incurred.

Seismic and geological mapping costs

Where costs have been incurred in the production of information which increases the value of the reserves by identifying
additional reserves over and above those previously recognised, or increasing the value of the existing known reserves by
providing information which enables reserve estimates to be increased, then this cost is capitalised and amortised on a unit of
production basis over the life of the associated reserves. If the information does not fulfil either of the above criteria the cost
is charged to the profit and loss account as incurred.

Colliery valuation

Assets acquired on the privatisation of British Coal in 1994 were valued at the discounted net recoverable amount based on
future mining plans in accordance with the accounting guidance existing at that time, Subsequent additions to mines and
surface works are accounted for at cost. Depreciation is provided on a straight-line basis and accelerated if necessitated by the
mining plans. The carrying value of Income Generating Units (taking into account related liabilities and allocated central net
assets) is tested for impairment on a regular basis by comparison with expected relevant future cash flows discounted for cost
of capital and taking into account appropriate risk, and provision is made for any impairment identified.

Income Generating Units comprise individual mines or groups of mines depending upon the nature of the income streams
derived from each.

Coal Investment Aid Scheme

Coal Investrnent Aid is received as a contribution towards expenditure incurred by the company. If the actual expenditure has
been charged to cost of sales in the profit and ioss account then the Investment Aid is accounted for in the same period as
the actual expenditure to which it relates and is identified as an exceptional item in the profit and loss account. Where the
Investment Aid relates to the purchase of fixed assets the Investment Aid is held on the balance sheet as deferred income
and is credited to profit and loss account over the life of the assets to which it relates.

Property

Depreciation

Freehold land is not depreciated. Freehold buildings, except investment properties, are depreciated over 50 years, being
their estimated useful lives.

Rental Income

Rental income from investment properties and from other teased property assets is included within turnover and costs
incurred in generating this income are included within cost of sales.

Disposal of land and buildings

Profits and losses on disposal of land and buildings represent the difference between the net proceeds and the net
carrying value at the date of sale. Sales are accounted for when legal completion of the sale has occurred and all
conditions relating to the sale have been satisfied. Net proceeds reflect purchase consideration less clawback as
descriped below and net carrying value includes appropriate enhancement expenditure.
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Notes 1o the ACCOUNTS e

For the year ended 31 December 2003

1 Accounting policies (continued}

Property clawback

Under the terms of the privatisation Sale and Purchase Agreement the Department for Trade and Industry is entitled to a
proportion of any property gain {above certain thresholds and after deducting an amount representing corporation tax
thereon) accruing or treated as accruing to UK COAL as a result of the disposal or deemed disposal of certain property
held at privatisation. These entitierents are in place on a declining scale until 31 March 2015. If properties are disposed
of, or are deemed to have been disposed of during this period, a part of the relevant gain will become payable to the

Department for Trade and Industry. A liability for clawback in respect of property disposals is recognised only when an
actual or a deemed disposal occurs.

Investment properties

Investment properties are revalued annually by professional external surveyors and included in the balance sheet at their
open market value. In accordance with SSAP 19, depreciation is not provided on investment properties. This is a
departure from the Coempanies Act 1985 which requires all tangible assets to be depreciated. In the opinion of the
directors this departure is necessary far the financial statements to give a true and fair view and comply with applicable
accounting standards which require properties to be included in the financial statements at open market value. Had the

provisions of the act been followed the depreciation charge for the year on investment properties would not have been
material.

Properties in the course of development

Directly attributable costs that are incurred in the course of developing a property are capitalised as part of the cost of
the property.

Investments
Investments are stated at cost less provision for impairment.

Stocks

Stocks have been valued at the lower of cost and net realisable value. Appropriate provisions are made for slow-moving and
obsolete stock.

Cash and liquid resources
In the preparation of the Group’s cash flow statement, cash is defined as ¢ash held or on deposit and overdraft baiances

repayable on demand. Liquid resources include short-term deposits and other investment instruments used by the Group to
manage its overall cash position.

Restoration and closure costs

Surface mines — The total costs of reinstatement of soil excavation and of surface restoration are recognised as a provision on
site commissioning when the obligation arises. The amount provided represents the present value of the expected costs.
Costs are charged to the provision as incurred and the unwinding of the discount included in the interest charge for the year.

A tangible fixed asset is created for an amount equivalent to the initial provision. This is charged to the profit and loss account
on a unit of production basis over the life of a site.

Deep mines — Closure costs relating to shaft treatment and pit top restoration are recognised as & provision on a discounted
basis at colliery commissioning stage or on acquisition. The amount provided represents the present value of the expected
costs. Costs are charged to the provision as incurred and the unwinding of the discount is included in the interest charge for
the year. A tangible fixed asset is created for an amount equivalent to the initial provision except where the associated
collieries are already recorded at their recoverable amount. Costs of restoring spoil heaps, where acquired as part of a colliery
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1 Accounting policies {continued)

portfolio, are provided for on acquisition to the extent that an obligation has been incurred and, thereafter, on a unit of
production basis as the additional obligation arises. Provision for other closure costs is made when there is a demonstrable
commitment to the colliery closure.

Pumping costs - Pumping costs are mainly provided in respect of the legal requirement to continue pumping activities at
certain mines (following closure) and at other pumping facilities for a period into the future. The provision is based on current
experience and present value projections of future costs. Pumping costs on continuing operations are expensed as incurred.

Ground and groundwater confamination — A provision is established for ground and groundwater contamination from the point
at which a legal or constructive obligation is identified and can be quantified.

Surface damage
Provision is made for the estimated cost of settlement of surface damage claims based on tonnage of coal. Provision is made
for the estimated cost of settlement of surface damage claims based on tonnage of coal with the historical setilement

experience in respect of each colliery. The provision made represents the present value of the expenditure required to settle
the obligation.

Employer and public liability claims

The Group has established a DTl-approved insurance subsidiary {Harworth Insurance Company Limited). Provision is made
for the estimated value of both known and incurred but not reported third party claims on an actuarially determined basis,
Where these claims are expected to be settied over a longer period of time, the provision made represents the present value
of the expenditures expected to be required to settle the obligation.

Concessionary fuel

Provision is made for the estimated liability arising from the obligation to provide concessionary fuel benefits to retired
employees. The costs of the concessionary fuel benefits are determined by a qualified actuary on the basis of triennial
valuations, and are charged to the profit and loss account so as to spread the cost of the benefits over the employees
working lives with the Group.

Redundancy
Redundancy costs are provided for where employees have been informed of their future redundancy at the balance sheet

date. The full amount of redundancy payments including amounts in respect of ex-gratia payments are provided where this
has been communicated to employees.

Where contributions towards redundancy costs have been firmiy committed by third parties at the balance sheet date, these
contributions are credited to the profit and loss account.

Pension provision

Pension provision for the Group’s employees is made through a number of pension schemes. The Group contributes, in
respect of those employees who transferred direct from British Coal Corporation, to two schemes providing benetits based on
final pensionable pay; the Industry-wide Staff Superannuation Scheme for non-industrial staff, officials and weekly paid
employees and the Industry-wide Mineworkers Pension Scheme for other industrial employees. The assets of the Schemes
are held separately from those of the Group, being funds administerad by Trustees to the Schemes. The costs of the
Schemes are determined by a qualified actuary on the basis of triennial valuations, and are charged to the profit and loss
account so as to spread the cost of pensions over the employees working lives with the Group.

For the majority of other employees, the Group operates defined contribution schemes with pension costs charged to profit
as incurred.

Additional disclosures required under the transitional rules of FRS 17 are provided in note 27 to the accounts.
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Notes 10 the ACCOUNTS s

For the year ended 31 December 2003

1 Acceounting policies (continued)

Deferred taxation

Deferred taxation is recognised in respect of all timing differences that have originated but not reversed at the balance shest
date, with the following exceptions:

- Deferred taxation assets are only recognised if it is considered more likely than not that there wili be suitable profits from
which the future reversal of the underlying timing differences can be deducted;

- Provision is made for gains on disposal of fixed assets that have been rolied over into replacement assets only where, at
the balance sheet date, there is a commitment 1o dispose of the replacement assets; and

~  Provision is made for the tax that would arise an remittance of the retained earnings of overseas subsidiaries only to the
extent that, at the balance sheet date, dividends have been accrued as receivable.

Deferred taxation is measured on a non-discounted basis at the tax rates that are expected to apply in the periods in which
timing differences reverse, based on tax rates and laws enacted or substantively enacted at the balance sheet date.

Hire purchases and leases

i eases which transfer substantially all the risks and rewards of ownership to the company are treated as finance leases. All
other leases are treated as operating leases. Assets held under hire purchase and finance lease arrangements are capitalised
and the outstanding capital obligations are included in creditors. interest is allocated to accounting periods during the hire
purchase or lease term to reflect a constant rate of charge on the remaining balance of the obligation. Costs in respect of
operating leases are charged to the profit and loss account as incurred.

Turnover
Turnover comprises sales of coal and manufactured fuel, exciuding intra-group sales.

Foreign currencies

Transactions denominated in foreign currencies are recorded at the rates of exchange ruiing at the dates of the transactions.
Monetary assets and liabilities are translated at year-end exchange rates (or at a contractual rate if applicable) and the
resulting exchange rate differences are dealt with in the determination of profit for the financial period.

For consolidation purposes the assets, liabilities and profit and loss account of overseas subsidiaries are translated at the
year-end exchange rate. Differences arising on translation to sterling of assets and liabilities of subsidiaries denominated in
foreign currencies are taken direct to profit and loss account reserve and reported in the statement of total recognised gains
and losses,

Derivatives and other financial instruments

Financial instruments are utilised to support and raise finances for the Group’s trading operations. Interest is charged or taken
to profit as incurred or earned, except that finance costs, including issue costs, of debt instruments are charged to the profit
and loss account over the term of the debt at a constant rate on the carrying amount of debt.

The Group is party to derivative financial instruments {derivatives) primarily to manage exposure to fluctuations in foreign
currency exchange rates and interest rates. Derivatives are designated as hedges and treated as such from the inception of
the reievant contracts. Gains or losses on hedging instruments are recognised when the hedged transaction occurs. Gains or
losses arising from cancellation of hedging instruments due to the termination of the underlying transaction are taken to the
orofit and loss account immediately. Amounts payable or receivable in respect of interest rate swap agreements are
recognised as adjustments to the interest expense over the period of the contracts.

Emissions Trading Scheme

income arising from carbon reductions as part of the Emissions Trading scheme is credited to the profit and loss account for
the year in which the credits are achieved within the line “Other operating income” 1o the extent that it is virtually certain that
the income entitiement is established. Surplus credits are not valued and are therefore not recognised in the accounts until
such time as they are sold to third parties. Further details are given in notes 2 and 28,

50 UK COAL PLC Annual Report and Accounts 2003




2 Segmental and geographical analysis

2003 2002
£000 £o0
Turnover
Continuing operations:
Coal sales — Deep Minas 447,351 445,087
Coal sales - Surface Mines 66,236 96,3056
UK Mining 513,587 541,392
Surface mine contract mining and associated activities 3,856 4724
Manufactured fuel and combined heat and power 16,865 15,808
Australia - coal sales 25,633 31,145
Property activities 3,813 3,433
563,854 596,602
All turnover with the exception of Australia originates in the United Kingdom.
Geographicatl analysis by destination
United Kingdom 530,287 557 874
Europe 9,525 7.583
Asia - Pacific 24,042 31,1456
563,854 596,602
(Loss}/profit before taxation
Continuing operations:
Coal sales — Deep Mines (Note a) (8,552) 5,904}
Coal sales - Surface Mines 668 16,461
Exceptional items (Note 3) 6,325 {G1,501}
UK Mining (1,559) {80,844)
Other associated activities 738 (2,270
Manufactured fue! and combined heat and power 360 (635)
Emissions trading 3,230 4,163
Australia - coal sales {3,992) 1.834
- hedging losses - (2.617}
Property activities — rentals and other property activities 1,061 07
— profit on sales 5,830 2,033
Net inferest payable and similar charges {6,915) bBF
(Loss} before taxation (%,247) 83,111)

Adl (losses)/profits before taxation with the exception of Australia arise in the United Kingdom.
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Notes 1o the ACCOUNTS e

For the year ended 31 December 2003

2 Segmental and geographical analysis (continued)

2003 2002
£000 £000
Net assets/{liabilities)
Continuing cperations:
Deep Mines 128,946 148,298
Surface Mines {13,729} 12
UK Mining 115,217 149,310
Other associated activities (10,553) {15,049)
Manufactured fuel and combined heat and power (1,664) (1,107}
Australia 10,312 i1.918
Property activities 88,023 83,256
201,335 228,326
Unallocated net assets/(liabilifies):
Dividend payable (7,299) (7,292}
Net funds and finance leases 28,468 7,060
222,504 228,094
All net assets/(liabilities) with the exception of Australia relate to United Kingdom activities.
Note a: Includes the effect of net increase of provisions of £7.5 million (2002: net release of provisions of £21.1 million).
3 Exceptional items
Exceptional items comprise the following:
2003 2002
Note £000 050
Impairment a - {20,191}
Net redundancy and closure cost
Redundancy b {2,672) 60,378)
Stores equipment and asset write-back/{write-off) c 689 (9.765)
DT contribution d - 10,000
Concessionary fuel e - 4,500
(1,983} (55,643)
Amounts recoverad/(provided) against TXU debtor f 6,467 {6,358}
Provision against other amounts recoverable g (1,681) {9,309
Coat Investment Aid h 3,522 -
6,325 91,501)

Notes

a Following the announcement of the closure of mining operations at Selby, the carrying value and estimated useful

economic lives of the mines and surface works were reviewed, giving rise to an impairment in value in 2002.

b Costs predominantly associated with the closure of the Selby mines and surface works and head office recrganisation
(2002: Costs predominantly associated with the closure of Prince of Wales Colliery and the closure of the Selby mines

and surface waorks).

[ Equipment and stores at Clipstone and Selby, and a ciaim accrual provided for in 2002, released in 2003,

d Government contribution to redundancy costs arising at Selby mines.,
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3 Exceptional items (continued)
e Reduction in liability to provide concessionary fuel deliveries.

f A major customer, TXU Europe Energy Trading Lid, with which UK COAL had a contract for fuel deliveries up to March
2009, went into administration in November 2002. UK COAL agreed with the administrator to fix the Company’s liability
in respect of claims at £28 million covering unpaid invoices for fuel delivered (£6.4 million provided at December 2002)
and future losses under the contract. In 2063 UK CCAL sold its claim under an agreement providing an immediate
payment to UK COAL of £8.4 million with the two parties to the agreement sharing equally in distributions above 40%
and below 30% down to a minimum of 15% (giving UK COAL a minimum of 22.5% of the finai agreed debt). When TXU
goes into liquidation, while the level of distribution is uncertain, the Board are confident that the gross level of debt
agreed with the administrator will be accepted by the liquidator and accordingly, the profit and loss account includes, as

an exceptional item, the minimum amount payable under the agreement for the sale of the debt, £6.3 million (which is
22.5% of £28 million).

g Provision against fuel debtor and amounts settled in refation to long-term contracts {2002: provision against certain

amounts recoverable under long-term contracts where settlement is dependent on future planning permission and
contract negotiations).

h Coal Investment Aid receivable under the Government Aid Scheme.

4 Other operating income and expenses

2003 2002
£o00 £000

Adminisirative expenses 16,286 18,164
Other operating income {4,927) {4,478)
Other operating income & expenses 11,359 13,686

Due to the nature of the Group’s business, distribution expenses are treated as a part of cost of sales.
Administrative expenses include £0.7 million (2002: £3.0 million) in respect of fees payable to Bain & Co., the consuitants
engaged to assist with Project 105.

5 Employee information
The average number of persons (including executive directors) employed by the Group during the period was:

2003 2002
number number
Deep mines operations 4,686 5,431
Surface mines operations 566 5a2
Cther businesses 126 128
Administration 685 761
6,063 6,902
Staff costs {including executive directors)
Wages and sataries 182,874 205,937
Social security costs 16,210 15,570
Pension and post retirement benefit costs 16,002 12,340

215,086 233,847

Pension and post retirement benefit costs in 2002 were reduced through the release of part of the concessionary fuel costs
provided for in earlier periods.
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Notes 1o the AcCounts

For the year ended 31 December 2003

Directors’ remuneration and interests

Detailed information relating to directors’ remuneration and their interests in share options is indicated by” on pages 33 to 40
and forms part of these financial statements.

6 Interest receivable and similar income

2003 2002
£000 £000
interest recsivable from short-ierm deposits 2,577 5,181
inferest receivable from Intand Revenue 564 -
3,141 5181
7 Interest payable and simitar charges
2003 2002
£000 o000
On bank loans, overdrafts and other loans repayable within 5 years 1,171 401
Amortisation of loan issue costs (FRS4} 384 545
On finance leases and hire purchase, repayable within 5 years 1,931 1,908
3,486 2,864
8 Loss on ordinary activities before taxation
2003 2002
£000 £000
Loss on ordinary activities before taxation is stated after charging/{crediting):
Depreciation — tangible owned assets 46,344 50,661
Depreciation — assets held under hire purchase and finance leasas 6,272 8,638
Net charge for surface mine development and restoration assets 7,045 11,413
Loss/{profit} on disposal of tangible fixed assets ~ plant and eguipment 138 {296)
Profit on disposal of tangible fixed assets ~ land and buildings (5,830) {2,033
Auditors remuneration (Company £35,000 2002: £35,000) 245 241
Rent receivable {3,814} (3,433

Auditors remuneration

It is the Group’s practice to employ PricewaterhouseCoopers |LLP on assignments additional to their statutory audit duties
where thelr expertise and experience with the Group are important, principally tax advice and due diligence reporting on
potential acquisitions, or where they are awarded assignments on a cecmpetitive basis.

The Audit Committee reviews non-audit assignments annually, and approves all assignments above a set threshold cost.

During the year PricewaterhouseCoopers LLP earned the following fees:

2003 2002
£000 foco
Statutory audit 245 241
Due diligence and other audit-related work 109 1355
Tax advice and compliance services 204 266
558 B4z
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9 Taxation

2003 2002
£000 £O00
On ordinary activities
United Kingdom corporation tax at 30% {2002: 30%) {1,898) -
Adiustment in respect of prior years {5,109) -
Overseas taxation - 3
Total current tax on ordinary activities (7,007) 3
Deferred tax
Origination and reversal of timing differences - 2,514
Adjustment in respect of prior years - (726)
Total deferred tax on ordinary activities - 1,788
On exceptional items
United Kingdom corperation tax at 30% {(2002: 30%) 1,898 -
Origination and reversal of timing differences - (3,142}
Total tax on exceptional items 1,898 (3,142}
Total current tax {5,109} 3
Total ceferred tax - {1,354)
Tax credit on loss on ordinary activities {5,109) {1,351)

The tax credit of £5.1 million arose as a result of the Group reaching agreement with the Inland Revenue on the open issues

relating to prior years.

Group tax reconciliation

Loss before taxation {1,247) 83111
Tax credit thereon at 30% 374 24,933
Less: Total current tax credit/(charge) 5,109 3)
Difference (4,735) 24,936
Explained by:
Expenses not deducted for tax purposes (3,818) {(1,697)
Fixed asset timing differences - 8,815
Other timing differences - 3.824
Utilised tax iosses - 13,566
Australian losses —~ no tax relief recognised 1,257 225
Adiustment in respects of prior years {5,109) -
Overseas tax -
Deferred tax movements nct recognised 2,935 -
(4,735) 24,936
Deferred taxation
2003 2003 2002 2002
Total Total Total Tetal
amount potential amount potentiat
provided asset/ provided asset/Habityg
{note 24} {liability}
£000 £000 £000 B0
Group Fixed asset timing differences (21,877} (21,131) (34,208} {29,615}
Other timing differences 21,877 30,295 34,205 39,279
Losses - 13,781 - 16,216
Deferred tax asset - 22.945 - 25.880
The unrecognised deferred tax asset is recoverable against future profits of the Group.
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10 Loss for the financial year

As permitted by Section 230 of the Companies Act 1985, the Company’s profit and loss account has not been included
separately in these financial statements. The loss for the financial year was £1,251,000 (2002: Loss £72,143,000).

11 Dividends

2003 2003 2002 2002

per share £000 per share £000

Interim 5.0p 7,292 50p 7,292
Final 5.0p 7,299 5.0p 7,282
10.0p 14,591 10.0p 14,584

The number of shares in issue at 31 December 2003 was 145,988,490 (2002: 145,847,454).

Subject to approval at the AGM, the final dividend of 5.0 pence per share (2002: 5.0 pence per share) wiil be paid on 18 June
2004 to shareholders on the register at 21 May 2004, The total dividend recommended for the year is 10.0 pence per share
(2002: 10.0 pence per share).

12 {Loss)/earnings per share

Earnings/{loss) per share have been based on the weighted average number of shares in issue and ranking for dividend, being
145,887,376 (2002; 145,847,454) and on the profit/(loss) after taxation and minority interests.

There is no difference between basic and diluted earnings per share.
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13 Tangible fixed operating assets

Surface rine

davelopment
Freehold Mines and andg
land and surface Plant and restoration
buildings works machinery assets Total
£000 £000 000 2000 €000
Group
Cost
At 1 January 2003 88,409 843,934 139,868 96,204 1,168,413
Exchange adiustment 793 - 1,997 4,369 7,158
Additions 3 15,761 5,720 12,252 33,736
Assets aquired (note 23) - - 1,500 - 1,500
Disposals (871) {17,707) (6,926) (2,573) (28,077}
Reclassification of Australian assets 41 - 4,047 {4,088} -
At 31 December 2003 88,375 841,988 146,204 106,164 1,182,731
Depreciation
At 1 January 2003 5,320 585,380 87,558 61,935 741,202
Exchange adjustment 12 - 72 905 2,080
Charge for year 693 42,079 9,844 17,854 70,510
Disposals (30) (17,661) (6,528) - (24,219}
At 31 December 2003 7,004 609,798 92,046 80,735 789,583
Net book value
At 31 December 2003 81,371 232,190 54,158 25,429 393,148
At 31 December 2002 82,080 258,554 52,308 34,269 427.211
The net book value of tangible fixed assets inciudes £5.3 million (2002: £0.9 million) in respect of assets held under hire
purchase contracts and £31.9 million (2002: £28.4 miliion) in respect of assets held under finance leases.
The Freehold land and buildings net book value comprises £77.0 million of UK land and buildings and £4.4 million of
Australian land and buildings.
14 Investment properties
£000
At 1 January 2003 6.500
Increase in value of investment properties 220
At 31 December 2003 6,720

The investment property valuation was undertaken by Fuller Peiser. The investment property comprises Asfordby Business
Park, which has been substantially let and is valued at £6.7 million as at 31 December 2003 on an cpen market value basis.
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15 Fixed asset investments

£000
Group
Other investments at 1 January 2003 38
Less disposals (WD)
At 31 December 2003 27

£000

Company
Cost or valuation
At 1 January 2003 and 31 December 2003 491,213

Interests in principal Group undertakings:
Progortion of
nomiral value
cf issued share

Description capital held by
of shares Group Company
Aclivity held % i
Coal Resources Ltd Surface mining Ordinary 100 -
Gloucester Coal Ltd Surface mining Ordinary 97 -
Harwarth Group Ltd Holding company Ordinary 100 24
Harworih Guarantee Co. Limited Holding company - i N
Harworth Insurance Company Limited Insurance Ordinary 100 100
Harworth Mining Lid Underground mining Ordinary 100 -
Harworth Power Limited Power generation Ordinary 100 -
Mining Services Lid Surface mining and
plant operations Ordinary 100 -
The Monckton Coke & Chemical Company Limited Manufactured fuel and
power generation Ordinary 100 -
UK Coal Australia Pty Limited Investment holding company Ordinary 100 100
UK Coal Holdings Ltd iHolding company Ordinary 100 74
UK Coal Mining Ltd Underground and surface mining QOrdinary 100 -

* Harworth Guarantee Co. Limited is a private company, limited by guarantee, with no share capital.

With the exception of UK Coal Australia Pty Limited and Gloucester Coal Ltd, which are incorporated and registered in
Australia, all of the above companies are incorporated in England and Wales. All companies operated principally in their
country of incorporation and all are included in the consolidation. On 1 January 2003, Mining Services Ltd acquired the
business and net assets of Harworth Plant & Equipment Ltd and UK Coal Mining Ltd acquired the business and net assets of
UK Coal (Deep Mines} Ltd. The companies listed above include all those that materially affect the amount of profit or loss and
the assets of the Group.

The Group owns 97% of the fully paid ordinary shares in Gloucester Coal Ltd, and the company does not have any other
types of share.

Gloucester Coal Ltd is listed on the Australian Stock Exchange. The market value of the Group's investment in Gloucester
Coal Ltd at 31 December 2003 was £13.5 million. The principal place of business of Gloucester Coal Ltd is at Level 5, Citadel
Towers (Tower B), 799 Pacific Highway, Chatswood, NSW 2067.

Gloucester Coal Ltd's principal activities comprised the production and marketing of coal from the Duralie and Bowen's Road
North surface mines.
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16 Stocks

Group Group
2003 2002
Coal stocks 29,612 48,917
Spares and consumables 29,884 30,235
59,496 79,152
17 Debtors: amountis falling due after one year
Group Company
2003 2002 2003 2002
£000 £000 £000 £000
Amounts owed by subsidiary undertakings - - 20,154 20,154
Cther debtors 637 673 - -
Government contributions to redundancy pavments - 8,200 - -
637 8,873 20,154 20,154
18 Debtors: amounts falling due within one year
Group Company
2003 2002 2003 2002
£000 £OCD £000 £O00
Trade debtors 56,103 57,450 - -
Cther debtors 6,719 3,231 3,382 3,537
Prepayments and accrued income 13,750 10,662 - -
Amounts owed by subsidiary undertakings - - 169,836 195,727
Government contributions to redundancy payments 5,200 1,800 - -
81,772 73,143 173,218 199,264
19 Share capital
2003 2003 2002 2002
No. of No. of
shares £000 shares 20030
Authorised share capital
At 1 January and 31 December 2003
Ordinary shares of 1p each 250,000,000 2,500 250,000,000 2,500
Issued and fully paid
Ordinary shares of 1p each
At 1 January 2003 145,847,454 1,458 145,847,454 1,458
tssued during year 141,036 2 - -
At 31 December 2003 145,988,490 1,460 145847 454 1,458
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20 Share Options in UK COAL PLC
At 31 Becember 2003 up to 3,359,347 (2002: 4,059,699) ordinary shares were reserved against the exercise of options by
certain directors and employees under share option schemes as below. Options are normally exercisable within 6 months of
the initial exercise date for share save options, and within 10 years of the issue date for executive options.

Exercise Price

No. of ordinary shares

Per share
C 2003 2002
Exercisable from 2000 2.00-4.08 90,000 100,000
Exercisable from 2000 3.08 -434 9,000 8,000
Exercisable from 2003 .85 439,847 585,118
Exercisable from 2004 0.¥1 2,820,500 3,355,681
3,359,347 4,053,689

During the year 141,036 shares were issued following exercise of options under the sharesave scheme and 559,316 share
options either tapsed or were relinquished.

Long Term Incentive Plan
During the year 543,321 (2002: 91,060) shares were reserved for senior management against the award of shares under the

Long Term Incentive Plan approved by shareholders at the AGM in May 2000.

Exercise Price

No. of erdinary shares

Per share
e 2003 2002
Exercisable from 2004 0.60 236,222 236,222
Exercisable from 2005 0.90 91,060 91,0680
Exercisable from 2008 0.48 543,321 -

80
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21 Share premium and reserves

Share Capital Profit
prenium Revaluation redemption and loss
account resene resene ACCOurt

2003 2003 2003 2003

£000 £000 £000 £000
Group
At 1 January 2003 290,872 4,814 257 (69,638)
Premium on shares issued up to 10 December 2003 125 - - -
Transferred to profit & loss account {290,997) - - 290,897
Increase in valuation - 220 - -
Lcss sustained for the year - - - (10.591)
Exchange differences - - - 4,721
Premium on shares issued after 10 December 2003 2 - - -
At 31 December 2003 5,034 257 215,489
Company
At 1 January 2003 290,872 - 257 164,174
Prernium on shares issued up 1o 10 Decemiper 2003 125 - - -
Transferred 1o profit & loss account (280,997} - - 290,997
Loss sustained for the year - - - (15,842}
Premium on shares issued after 10 December 2003 - - -
At 31 December 2003 2 - 257 439,329

Cumuiative goodwill written off to reserves amounts to £172.9 million (2002: £172.9 million).

At the Annual General Meeting on 29 April 2003, shareholders passed a resolution approving a cancellation of the Company’s
share premium account. Following confirmation of the cancellation by the High Gourt and registration with the Registrar of

Companies on 11 December 2003 the full vakie of the share premium account at that date (£291.0 million) has been

transferred to the profit and loss account.

22 Reconciliation of movements in shareholders’ funds

Group Company

2003 2002 2003 2002

£000 £000 £000 £000
Profit/foss) for the financial year. 4,000 {81,678) {1,251) (72,143)
Dividends {note 11} (14,591) {14,584) (14,591} (14,584)
Exchange differences 4,721 (355) - -
Surplus on revaluation 220 4,814 - -
Shares issued during the year 129 - 129 -
Movermnent in shareholders' funds (5,521) (91,803 {15,713) (86,727)
QOpening shareholders' funds 227,763 319,566 456,761 543,488
Closing shareholders’ funds 222,242 227,763 441,048 456,761
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23 Acquisition of trade and assetls
On 18 December 2003, the Group acquired the trade and certain of the assets of a surface mining contractor employed on
three of the Group’s surface mining sites with the cbjective of undertaking, up to completion of restoration , the surface

mining opgrations on those sites. Being so close to the year end, these surface mining operations did not have any material
effect on the Group’s trading resulis.

Provisional

fair value

£'000

Plant and eguipment 1,500
Additional restoration and redundancy provisions {4,055
Net liabilities assumed {2,555)

The net liabilities assumed were satisfied by cash consideration of £2.0 million and release of creditors and retentions
amounting to £4.6 million.

24 Provisions for liabilities and charges

As at Created Released Ulilised Unwinging At
i-dan in year in year in year of discount 21-Dec
2003 2003
£000 £O00 £000 £000 £O00 £000
Group

Employer and public liabilities 29,629 5,580 - (11,779) 1,009 24,429
Surface damage 23,839 5,798 - {9,497) 715 21,855
Concessionary fuel 25,074 - {325) (559) 880 25,080
Claims a7s - 975 - - -
Restoration & closure costs — surface mines 84417 9,897 (4,572 (18.302) 2,533 74,073

Restoration & closure costs — deep mines
shaft treatment and pit top 25,813 5 (3,408 {277} 778 23,011
spoil heaps 5,573 - (432 (25} 167 5,283
pumping costs 10,169 - Q8a) - 65 9,248
Ground/groundwater contamination 10,867 - {423) 325 10,769
Gas plant decommissioning 153 158 - @1 - -
Redundancy 42,180 3,097 (170} (11,878) - 33,239
258,659 25,635 {11,289) (62,628} 8,570 226,987

The net provision created/released of £14.3 million (2002: £34.8 million) included £2.7 million (2002: £55.9 million) in respect
of exceptional items and £11.6 miilion (2002: release of £21.1 million) in respect of non-exceptional items. The latter includes
£4.1 million created (note 23) (2002: £nil) on acquisition of the assets of a surface mining contractor that is off-set by an
equivalent amount credited to the profit and loss account within cost of sales as a result of the same acquisition, resulting in
no profit and loss impact.
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24 Provisions for liabilities and charges [continued)
Changes to provisions that arise as a result of redundancy programmes are treated as exceptional items in the profit and loss
account, consistent with the nature of the underlying event, which is usually the closure of a mine. Other provision changes

relate to revisions in estimates arising in the ordinary course of business and are charged/credited within the appropriate
caption in the profit and loss account.

During the year exceptional items of £2.7 million were charged to the profit and loss account in respect of redundancies.

A brief description of the nature of the Group's obligations, the expected timing of resulting outflows of economic benefit and
an indication of the uncertainties surrounding each of the above provisions is provided below:;

Employer and public liabilities relate respectively to existing claims by employees and the general public incurred during
the course of mining operations. All amounts are expected to be paid in full on settlement of the claim, usually within a

twelve-month period. The amounts remain subject to settlerment with the individual claimants and are estimated based on
historical experience.

Surface damage provision relates to the Group's liability to repair subsidence damage arising from past mining operations.
Surface damage claims can be lodged by the public up to six years after the date of relevant damage and payment wilt occur
once a claim is settled. The volume and size of claims varies according 1o the nature of surface development (e.g. farmland or

residential area). Costs are estimated based on historical claims experience following a detailed assessment of the nature of
damage foreseen.

Concessionary fuel provides for ratirement benefits payabie ta employees in the form of heating coal provided by external
coal retailers. The amounts payable are defined in employee terms and conditions and are subject to a gqualifying period of
service. The costs of the concessionary fuel benefits are determined by a qualified actuary on the basis of triennial valuations.
Benefits are payable as an annuity. Further details are set out in note 27.

Claims provisions relate to surface mine operations wheare sites owned by the Group are mined by external contractors.
Where mining conditions vary from those specified in the contract, the external contractors may be entitled, under the
relevant contract, to claim further costs incurred. The provision relates to existing claims, and to estimates based on known
mining conditions that have been encourtered for which a claim is expected. Claims are settied with individua! contraciors,
generally at the completion of a surface mining site. All claims provisions are based on historical experience and contract
rates but remain subject to negotiation between the Group and the contractor.

Restoration and closure costs ~ Surface mines
Relate to the total costs of reinstatement of soll excavation and of surface restoration such as topsoit replacement and

landscaping. Restoration costs will be payable when individual sites are completed and payments against aftercare liabilities
will extend beyond the life of each contract, usually six years.

Restoration and ciesure costs — Deep mines

Shaft treatment and pit top provisions are made to meet the Group's liability to fill and cap all mine shafts and return pit top
areas to a condition consistent with the required planning permission. No transfer of economic benefits will arise until
decemmissioning of each individual colliery. The current pit top provision reflects existing planning permissions that require pit
areas to be restored to former use, usually agricultural. The Group will, where possible, seek planning permission for
development use, which, If successful, may reduce the expected cost.

Spoil heaps provisions relate to the costs payable to bring spoil heaps to a condition consistent with required planning
permission and to complete approved restoration schemes. An element of spoil heap restoration is ongoing, although the
majority of costs will be incurred on decommissioning of & colliery. The existing planning permission of speil heaps could not
be achieved without large guantities of fill material and soils being imported. These provisions assume that, following the
closure of a mine, & revised restoration scheme would be agreed with the Mineral Planning Authority.
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24 Provisions for liabilities and charges (continued)

Pumping costs are mainly provided in respect of the legal requirement to continue pumping activities at certain mine sites
(following closure) and at other pumping facilities for a period into the future. The provision is based on current experience
and present value projections of future costs. Pumping costs on continuing operations are expensed as incurred.

Ground/groundwater contamination provisions relate to the Group's legal or constructive obligation to address ground
and groundwater pollutants at its operating sites. The provision is based on estimates of volumes of contaminated soil and

the historical contract costs of ground contamination treatment. These costs will usually be incurred on the decommissioning
of a site.

Gas plant decommissioning provision covers the costs of decommissioning plant and equipment at Monckton Coke &
Chemical Company, which became cbsolete on the commissioning of the Combined Heat and Power Piant in 1998. The
provision is based on current cost payable to external contractors.

Redundancy provision represents the current estimated future costs of redundancy and ex-gratia payments to be made
where this bas been communicated to those employees concerned.

25 Creditors: amounts falling due after more than one year

Group Group
2003 2002
£000 £000
Hire purchase and finance lease liabilities 15,106 18,256
Retentions 196 4,534
15,302 22,790

26 Creditors: amounts falling due within one year

Group Company

2003 2002 2003 2002
£000 £000 £000 £000
Trade crediters 50,791 55,209 - -
Other taxation and social security 18,374 13,697 - -
Hire purchase and finance lease liabilities 8,801 7,217 - -
Bank borrowings™ 7,224 28,366 7,224 28,584
Amocunts owed to subsidiary undertakings - - 227,111 217,374
Dividends payable 1,471 7,401 7,471 7.401
Accruals and deferred income 44,696 33,191 1,983 501
Corporation tax - 1,126 - 10

137,357 146,227 243,789 253,870

*Bank borrowings are stated after deduction of FRS4 issue costs of £375,000 (2002: £556,000).
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27 Pension Schemes and other retirement benefits
The Group operates both defined benefit and defined contribution schemes for its employees.

The majority of the employees within defined benefit schemes are members of industry wide schemes being either the
Industry Wide Coal Staff Superannuation Scheme {WCSSS) or the Industry Wide Mineworkers Pension Scheme (IWMPS),
both of which commenced on privatisation following the Coal industry Act 1894.

The most recent actuarial valuation of both of the above schemes was at 31 December 2000, The valuations of both schemes

used the Projected Unit Method and were carried out by The Government Actuary Department, professionally qualified
actuaries.

Pension costs payable by the Group in respect of both defined contribution and defined benefit schemes are shown below:

2003 2002

£000 £000

Defined benefit schemes 13,359 14,285
Defined contribution schemes 1,995 1,919
15,354 16,204

Actuarial valuations of each scheme were undettaken on 31 December 2000 using the Prajected Unit Method. The main
assumption underlying both schemes is a long term gross yield on scheme assets of 7% which will exceed the annual rate of
increase in pensionable salaries and price inflation by 2.25% and 3.75% respectively. Pensions are expected to increase in
line with price inflation. The aggregate market value of the assets at the valuation date was £65.0 miilion for the IWCSSS and
£123.0 million for the IWMPS. The aggregate funding level on an ongoing basis is 87% and 101% respectively.

Following actuarial vaiuations undertaken as at 31 December 2000, revised contribution rates were applied from Aprii 2002.
Far members of the IWMPS, employer contribution rates are 11,2% (1997 valuation - 10.9%) of earnings and for members of
the IWCSSS, employer contributions are 19.45% (1997 valuation — 17.5%) with the employer's contribution incorporating a
3.35% deficiency contribution, estimated to be payable for 10 years to eliminate the deficiency.

A review of the IWMPS in accordance with minimum funding requirements regulations was carried out in 2003. This review
resulted in a funding level of 83%. As a result employer contributions were increased to 14.2% of earnings plus monthly
contributions of £253,000. included within prepayments is an amount of £1.3 million (2002:£nil) being excess cash
conrtriputions over the regular profit and loss account charge,

Additional disclosures reguired for defined benefit schemes under FRS 17 “Retirement Benefits™ transitional arrangements are
given below:

2003 2002 2001
% % %

Principal actuarial assumptions

Rate of increase in pensionable salaries 2.75 3.25 4.0

Rate of increase in pensions in payment 2.75 2.25 2.5

Discount rate 5.25 5.5 6.0

Inflation assumptian 2.75 2.25 2.5

The financial obligations of incapacity benefits are included within the assumptions used in valuing the scheme liabilities for
the defined benefit schemes. Both schemes hold fult insurance cover in respect of death-in-service benetits.
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27 Pension Schemes and other retirement benefits (continued)
The assets of the scheme and the expected rate of return were:

Long-term rate of IWMPS IWCSSS

return expected Value Value

2003 2003 2003

% £000 £000

Equities 7 113,905 62,876
Bonds 5.25 9,431 7,112
Total market value of assets 123,336 69,988
Present value of scheme liabilities (169,003} (127,056}
Gross deficit in the schemes {45,667) (57,068)
Long term rate of WMPS IWCSSS

feln expecled Value Valug

2002 2002 2002

£000 £000

Equities & 96,343 53,483
Total market value of assets 96,343 53,493
Present value of scheme liabilities (151,557} (106,366}
Gross deficit in the schemes (55,214) (62,873
Long-term rate of WMPS WCSSS

retlrn expected Value Value

2001 2001 2001

% £000 £000

Equities 5 114,141 61,879

A deferred tax asset of £30.8 million (2002 £32.4 million) would offset the gross deficit if the Group generates sufficient

taxakle profits before the deficit is accounted for,

Movement in deficit in year

IWMPS IWCSSS Total

2003 2003 2003

£000 £000 £000

Deficit al beginning of year {55,214} {52,873) ({108,087)
Current service cost {including empiloyee contributions) {13,762) (7,584) {21,346)
Contributiaons 12,441 7,403 19,844
Past service costs - - -
Cther financial income {2,590} {2,643) 5,233)
Actuarial gain 13,458 (1,371) 12,087
(45,667) (57,068) (102,735)
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27 Pension Schemes and other retirement benefits (continued)

The following disclosures show the effect on the primary financial statements if FRS 17 was accounted for in full.

WMPS 1WCTSSS Total
2003 2003 2003
£000 £000 £000

Amounts 1o be included within operating profit:

Current service costs 9,993 5,865 15,858

Past service costs - - -

Total to be included within operating profit 9,993 5,865 15,858

Ameunts to be included as other finance costs:

Expected return on scheme assets 6,037 3,384 9,421

Interest on scheme liakititics (8,627) (6,027) {14,654}

Total to be included as net finance charge (2,590} (2,643) {5,233)

Amounts 1o be included in the consolidated staternent of total recognised gains and losses:

Difference between actual and expected return on scheme assets 12,401 7,293 19,694

Experience gains arising on scheme liabilities 3,681 1,969 5,650

Effects of changes in assumptions in present value of scheme liabilities {2,624) {10,633} {13,257)

Total actuarial gains and losses to be recognised in STRGL 13,458 (1,371) 12,087

History of experience gains and losses:

Difference between actual and expected return on scheme assets:

amount (£'000) 15,694

percentage of scheme assets 10.2%

Experience gains and [osses on scheme liabilities:

amount (£'000) 5,650

perceniage of present value of scheme lisbiities 1.9%

Total amounts included in consolidated statement of total recognised gains and losses:

amount {£'000} 12,087

percentage of present value of scheme liabilities 41%
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27 Pension Schemes and other retirement benefits {continued)

YILES] WCSSS Total
2002 2002 2002
LO00 000 <o
Amounts to be included within operating profit:
Current service cost 9,722 6,452 16,174
Past service costs - - -
Total to be included within operating profit 9,722 6,462 16,174
Amounts 1o be included as ofher finance costs:
Expected return on scheme assets 7,143 3,900 11,043
Interest on scheme liabilities {8,400) {5,356} (13,756)
Total 10 be included as net finance charge {1,257) {1,456) (2,713)
Armounts to be included in the consolidated statement of total
recogrused geins and {losses):
Difference between actual and expected return on scheme assets (34,739) (18,521) (563,280)
Experience gains arising on scheme liabilities 6,372 {4,976) 1,396
Effects of changes in assumptions in present value of scheme liabilities (4,340) (3,479) (7,819)
Total actuarial gains and losses to be recognised in STRGL (32,707) (26,976) (69,683)
History of experience gains and losses:
Difference betwsen actual and expected return on scheme assets:
armount {£'000) {53.260)
percentage of scheme assets 35.5%
Experience gains and losses on scheme liabilities:
amount (£'000) 1,396
percentage of present value of scheme liabilities 0.5%
Total amounts included in consclidated statement of total recognised gains and losses:
amount (£'000} (52,683)
percentage of present value of scheme ligbilities 23.1%
2003 2002
Group Group
£000 £000
Net assets
Net assets per balance sheet 222,504 228,094
Less SSAP 24 pension asseat (1,262) -
Net assets excluding SSAP 24 pension asset 221,242 228,094
Less FRS 17 pensicn liability {102,735) {108,087)
Net assats including FRS 17 pansion liahility 118,507 120,007
Reserves
Profit and loss reserve/(deficit) per balance sheet 214,489 {69,638)
Less SSAP 24 pension asset (1,262) -
Profit and loss reserve/(deficit) excluding SSAP 24 pension asset 213,227 (69.638)
Less FRS 17 pensicn liability {102,735) (108,087)
Profit and loss reserve/(deficit) including FRS17 pension fability 110,492 (177.725)
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27 Pension Schemes and other retirement benefits {continued)

Other retirement benefits

The Group has a commitment to provide concessionary fuel benefits te retired ex-British Coal employees. At retirement upon
attaining the age of 62, and having been employed for a minimum of 10 years, employees become entitled to a retirement fuel
allowance. Employees with @ minimum of 10 years employment who have attained the age of 50 and whose employment is
terminated by redundancy are also eligibte for this fuel allowance. 1,005 former workers and widows already receive this
benefit and there are 2,357 current employees who may become members eligible for this allowance.

The most recent actuarial valuation of the above schemes was at 31 December 2003. The valuation of the scheme used the
projected unit method and was carried out by William M Mercer Ltd, a professionally qualified actuary.

Additional disclosures required for other retirement benefits under FRS 17 “Retirement Benefits” transitional arrangements are
given below:

2003 2002 2001
Principa! actuarial assumptions

Average retirement age 50 years 50 years 50 vears
Rate of leaving service 2.50% 2.50% 2.50%
Coal price inflation 1.85% 1.40% 1.50%
Discount rate 5.40% 5.50% 5.80%
Inflation 2.85% 2.40% 2.50%

Concessionary fuel is an unfunded retirement benefit and as such there are no assets in the scheme. The net liability relating
to this unfunded benefit is shown below;

2003 2007
£000 £000
Gross present value of scheme liabilities (23,444) {(25,538)

A deferred tax asset of £7.0 million (2002: £7.7 million) would offset the gross deficit if the Group generates sufficient taxable
profits before the deficit is accounted for.

The present value of scheme liabilities of £23,444,000 (2002: £25,598,000) compares to a provision per Note 24 of
£25,080,000 (2002: £25,074,000).

The latest updated actuarial valuation at 31 December 2003 revealed a surplus in the provision of £1,636,000 (2002:
23,976,000 before the exceptional provision reiease of £4,500,000 )

This surplus is accounted for under the rules of SSAP 24, during the transitional phase of FRG17, and will be released over
the rernaining service lives of the employees to which it relates.
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27 Pension Schemes and other retirement benefits (¢continued)

The following disclosures show the effect on the primary financial statements if FRS 17 was accounted for in full.

2003 2002
Group Group
£000 £000
Net assets
Net assets per balance shest 222,504 228,004
Add back SSAP 24 provision (Note 24) 25,080 25074
Net assets excluding SSAP 24 pravision 247,584 253,168
Less FRS 17 concessicnary fuel reserve {23,444) {25,598)
Net assets including FRS 17 concessionary fuel reserve 224,140 227,570
Reserves
Profit and loss reserve/(deficit) per balance sheet 214,489 (69,638}
Add back SSAP 24 provision {(Note 24) 25,080 25,074
Profit and loss reserve/{deficit) excluding SSAP 24 provision 239,569 (44.564)
Less FRS 17 concessionary fuel reserve {23,444) (25,598)
Profit and loss reserve/{deficit} including FRS17 concessionary fuel reserve 216,125 70,162)
2003 2002
£000 £000

Amounts to be included within operating profit:
Current service cost 842 876
Past service cost

842 876
Amounts 1o be included as other finance costs:
Expected return on scheme assets - -
Interest on scheme liabilities (1,415} {1,386}

(1,415) (1,386)

Amounts to be included in the censolidated statement of tatal
recognised gains and losses:
Experience gains arising on scheme liabilities 4,297 829
ffects of changes in assumptions in present value of scheme liabilities {431) {085)
Total actuarial gains and iosses 1o be recognised in STRGL 3,866 {156)
Movernent in reserve during the year
Concessionary fuel reserve at 1 January 2003 {25,598) (23,765)
Current service cost (842) (876)
Benefits paid to former employees during the year 545 585
Interest on ligbilities {1,415) (1,386}
Actuarial gains and losses recognised in STRGL 3,866 {156}
Concessionary fuel reserve at 31 December 2003 (23,444) (25,598)
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27 Pension Schemes and other retirement benefits {continued)

2003 2002
History of experience gains and losses:

Experience gains and iosses on concassionary fuel reserve;

amount (£'000) 4,297 829
percentage of present value of scheme ligbiities 17% 3%
Total amounts included in consolidated statement of total recognised gains and losses:

amount (£°000) 3.866 {156)
percentage of present value of scheme liabilities 15% 1%

28 Derivatives and other financiat instruments

Strategies, Objectives and Policies
The Group’s overall strategy and policy in respect of treasury and liguidity are set out in the Directors’ report.

The Group's financial instruments include cash and liguid resources, borrowings, derivative financial instruments (derivatives)
and ather items such as trade debtors, trade creditors etc. that arise directly from its operations.

The treasury department manages the financial instruments within parameters set and reviewed by the Board. The Board
regularly reviews financial instruments, The Group does not trade in these financial instruments, The treasury function is
subject to periodic internal audits. Key risks associated with financial instruments are interest rate risk (risk that borrowings
will be subject to unfavourable interest rate movements), foreign currency risk (risk that Australian sales in US doliars will be

subject to unfavourabie exchange rate fluctuations) and liquidity risk (risk that the Group’s cash flow and facilities will be
insufficient to meet obligations).

Group policy includes:

The Group’s strategy includes maintaining committed facilities which provide adequate cover over peak anticipated borrowing
requirements, The existing banking agreements include covenants on interest cover, EBITDA and net asset levels and a
maximum gearing of 50%. At year end the Group’s net gearing ratio was nil. For the purpose of the disclosures which foilow,

short term debtors and creditors which arise directly from the Group’s operations have been exciuded as permitted under
FRS13.

Conseqguently these disclosures focus on the financial instruments which play a role in the financiai risk profite of the Group
on a medium to leng-~term basis.

The Group’s policy is not to trade in derivatives and only to use these instruments where it reduces risk from contracted
sales.

Coal swaps

The Group has entered into coal supply contracts whera the price is in part determined by reference to an international coal
marker price. In order to provide protection against a sudden fall in the international coal marker price the Group has entered
into a series of coal swap transactions. The Group only enters into swap transactions where it has a sales contract that
exposes it to international coal prices and then uses swaps to fix a proportion of this exposure.

The maturity of the swap transactions are such that they match closely the anticipated revenue receivable under these coal
contracts.

Emissions Trading

During the year the Group has sold 25,000 tcoye (2002: 37,000 tcome) (tonnes of carbeon dioxide equivalents} atlowances for
cash consideration of £108,750 (2002; £273,000) under the rules of the UK Emissions Trading Scheme. At 31 Becember 2003
the Group held 101,666 tcoye {2002: 199,610 tco,e) allowances over and above those required allowances to meet its annual
obligation under the scheme rules.

These have not been attributed a book value or fair value as there is no readily ascertainable market value due 1o the
embryonic status of the carbon credit market.

Liquidity risk
The maturity profile of the carryving amount of the Group’s financial liabilities, other than short-term trade creditors and
accruais at 31 December 2003 is set cut below:
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28 Derivatives and other financial instruments (continued)

Finance leases

and hire Other
purchase financial
Debt contracts liahilities Total
£000 £000 £000 £000
Within 1 year, or on demand 7,559 8,801 520 16,920
Between 1 and 2 years - 8,251 168 8,419
Batween 2 and 5 years - 6,855 a1 6,936
Qver 5 years - - - -
7,599 23,807 769 32,275
Other financial liabilities relate to retentions on contracts.
The comparative data as at 31 December 2002 is set out below:
Finance leases
and hire Other
purchase financial
Debt contracts liabilities Total
£000 £000 £000 £000
Withiry 1 year, or on demand 28,942 7,217 1,602 37,751
Between 1 and 2 years - 7,615 220 7,835
Between 2 and 5 years - 10,641 4173 14,814
Over 5 years - - 50 50
28,942 25,473 6,035 80,450

Interest rate risk

The Group’s trading operations are financed through a mixture of retained profits, liquid resources, borrowings and deferred
payment terms. The interest rate profile of the financial liabilities of the Group after taking account of interest rate swaps at

31 December 2003 is set out below:

Weighted
Financial Weighted average Weighted
Floating Fixed liabilities average period for average
rate rate on which fixed which no period
financial financial ne interest interest interest for which
liabilities liabtlities is paid Total rate is paid rate is fixed
£000 £000 £000 £000 %o Months Months
Currency
Sterling 9,723 21,783 769 32,275 7.4% 18 40

The floating interest rates for Sterling liabiiities are: £7,588,938 at LIBOR plus 1.875 % and £2,124,489 at LIBOR plus 1.5%.
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28 Derivatives and other financial instruments (continued)

At 31 December 2002:

Weighted
Financial Weighted average Weighted
Floating Fixed liabilities average period for average
rate rate on which fixed which no period
financial financial no interest interest interest for which
liabilities liabilities is paid Total rate is paid rate is fixed
£000 £000 £000 £000 Yo Months Months
Currency
Sterling 31,713 22,702 6,035 60,450 7.7 33 47

The interest rate profile of the financial assets of the Group after taking account of interest rate swaps at 31 December 2003

is set out below:

2003 2002
£000 £00G
Currency
Sterling 59,899 60,582
Australian Dollars 451 301
At 31 December 60,350 60,893
Floating rate 60,350 80,893
No interest 27 38
At 31 December 60,377 60,931

The floating rate cash earns interest based on the relevant national LIBID rates prevailing at the time of deposit for the

maturity profile required.

Foreign currency risk

The foreign exchange contracts entered inte by the Australian trading operations all finished during 2003. No replacement
contracts have been eniered intc as at the balance sheet date. The Group will continue to monitor its foreign currency
exposure with a view to hedging a proportion of its future sales using forward foreign exchange contracts if appropriate.

Borrowing facilities

The Group had the following un-drawn, committed borrowing facilities availabie on 31 December:

2003 2002
£000 £000

Expiring within 1 year 30,734 -
Expiring between 1 and 2 years - 9,391
30,734 3,391

Fair value

A year-end comparison of current and beook values of the Group’s financial instruments by category is set out below. Where
available market rates have been used to determine current values. Where market rates are not available current values have
been calculated by discounting cash flows at prevailing interest and exchange rates.
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28 Derivatives and other financial instruments {continued)

2003 2003 2002 2002
Book Fair Book Fair
value value value value
£000 £000 £000 £00C

Cash 80,350 50,350 80,893 60,893

Investments 27 27 38 38

Debt {7.599) {7,599) (28,942) {28,942}

Finance leases and hire purchase contracts {23,907} (22,661) (25,473) (23,957}

Coal swaps - {3.666) - {328)

Cther financial liabilities (769) (742 (6,035) (5,534)

Debt at 31 December 2003 is before deduction of FRS4 unamontised costs of £375,000 (2002: £556,000).
Hedges
Gains and iosses on instruments used for hedging are not recognised until the exposure that is being hedged itseif is

recognised. Unrecognised gains and losses on instruments used for hedging are set out beiow:

Unrecognised gains and losses on hedges

Net gains/

Gains [ ) { )

£000 £000 £000

AL 1 January 2003 22 {350) [328)

(Gains)losses arising in the previous year recognised in 2003 profit and loss account (325) 5,007 4,682

Transfer from gains to losses 303 (303) -
Gains/{losses) arising pre 1 January 2003 that were not recognised in 2003

profit and loss account - 6,187} 6,187)

Ariging in 2003 - {1.833) {1,633

At 31 December 2003 - (3,666} (3,666}

Of which:

Gains and losses expected to be recognised in profit and loss account in fess than 1 year - (3,6E6) (3,666)

Gains and losses expected to be recognised in profit ana loss account in more than 1 year - - -

At 31 December 2003 - (3,666) (3,666)

Unrecognised gains and losses in this table reflect the movements between the rates applicable at date of entering the hedge
contracts and those ruling at 31 December 2003.

29 Capital commitments

2003 2002
£000 2000
Contracted but not provided 9,377 4,485
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30 Cash at bank and in hand

2003 2003 2002 2002
Change Change

in year in year

£000 £000 £000 £000

Monies deposited 1o cover insurance requirements 32,890 {4,471) 37,361 2,075

Subsidence security fund 24,023 792 23,231 2,664
Other security funds 2,053 2,053 - -
Other cash balances 1,384 1,083* 301 (21,027
60,350 (543} 60,893 (15.288)

*Includes £63,000 (2002: £9,000) of exchange differences.

Included within the cash balance of £60.4 million {2002 : £60.9 mililon) are amounts totaliing £32.9 miilion (2002: £37.4 million)
held by the Group’s insurance subsidiary and £24.0 million {2002: £23.2 million) deposited as security for subsidence

liabilities.
31 Contingent liabilities

Guarantees have been given in the normal course of business for performance bonds of £5.7 million (2002: £5.7 million) to
cover the performance of work under a number of Group contracts.

Letters of credit at the year end amounted fo £16.0 million (2002: £25.0 miilion), which was available to meet part of the
Group's subsidence and shaft treatment obligations. These letters of credit have subsequently been cancelled.

At 31 December 2003, the Group had the following operating lease commitments:

2003 2002
£000 £000
Annual commitments in one year or less 32 22

32 Related party transactions

The Group has taken advantage of the exemption under Financial Reporting Standard 8, (Related Party Disclosures) not to
disclose transactions between Group undertakings of which 90% or more of the voting rights are controlled in the Group.

During the year, Mr G Spindler, a non-executive director, charged the Group £nil (2002: £33,000) for consultancy services of
which an amount of £nil (2002: £1,100) was owed to Mr Spindler at 31 December 2003.
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