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Highlights

m 2010

Total Group revenue (fm) 488.2 3512

Average sale price per Gigajoule (£/GJ) 248 197

Non-cash property revaluation increase/(decrease} (fm) 33 (342)

Operating profit/{loss) befare non-trading exceptional items [Em) 65.2 (74 3)

Profit/{loss) after tax {Em) 552 (1251}

: Total Group debt including generator balance (Em) {138.8) (242 4)

Contents

3 Company Information and Adwisers
| 4 Charman’s Statement
6 Operating and Financial Review
7 Review of Qperations by Business Mining
15 Review of Operations by Business Harworth Estates
19 Financial Review
25 Key Risks and Uncertaintres
27 Corporate Social Responsibihty
30 Board of Directors
31 Directors’ Report
35 Statement of Directors’ Responsibities
36 Corporate Governance
41 Directors’ Remuneration Report
48 Independent Auditors” Report
50 Consohdated Income Statement
50 Consolidated Statement of Comprehensive Income
51 Consolidated Statement of Changes in Shargholders” Equity
51 Company Statement of Changes 1n Shareholders” Equity
52 Balance Sheets
53 Statements of Cash Flows
54 Notes to the financial Statements




2 UKCDALPLC ANNUALAEPQRTAND ACCOUNTS 201

UK Coal is the largest producer of coal in the UK,
and a significant supplier of energy to the UK's
electricity industry. In the last year we mined
approximately 16% of the total amount of coal
burned in the UK for electricity generation,
which is equivalent to the energy needed to
provide around 5% of the country’s electricity
requirements.

One of Britain's largest brownfield site property
developers, UK Coal owns a substantial land
portfolio, which has major potential for
redevelopment.
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Chairman’s Statement

Results for 2011

For the first time 1n four years UK Coal delivered a profitable
year with overall pre-iax profits of £58 Om, compared to the loss
of £124 Bm for 2010 and cumulative losses from 2008 to 2010 of
£269m This tmproved performance 15 in line wath our Recovery
Plan, with an increase in revenye from improved production
stock reductions and realised sales price, and from our imtial
steps in addressing our cost base

Net bank debt fell to £55m at 31 December 2011 against £141m
n 2010 This reflects the reahisation of value fram our property
portfolio, with sales of £67m achieved at prices shghtly ahead
of book values

RecoveryPlan

In my statement last year | set out an assessment of UK Coal s
business performance as | had found 1t on becommg Charrman in
November 2010 Shortly afterwards, we announced the detailed
priorities for the first steps of our Recovery Plan, which has
delivered a profit in 2011 We have made some significant
progress during the yéar

{1y We were very clear that our highest prionty was to improve
the safety of our mining operations and made imtial good
progress Qur All Accident Rate for 2011 improved by
around 20% A fatalty in September further accelerated
our efforts through our Critical Safety Review, on the
changes that are needed around behaviours and working
practices

{u) Our property business Harworth Estates performed
well with net recerpts from property disposals of £65m
in the year

{m} We made substantial progress in addressing high and
unaffordable, workforce costs and the future service cost
of the Group's defined benefit pension schemes Service
costs have been halved Labour agreements reached during
the year are expected to hold per capita employment costs

broadly at 2010 levels until the end of 2013

{v)] We started work on balancing long term security of sales

contracts with mare flexibility around market conditions

{v)] Good progress was made in tmproving financial and
operational controls across all areas of the business
We continue to fight inefficiency and high costs, although
much remains to be done

{vi) We started work on rebuilding the management of the
Company with significant new appointments to gur miung

team in the second half of the year

At year end, net bank debt, excluding restnicted funds,

was reduced from £14tm to £55m Total net debt excluding
restricted funds but including loan prepayments, has
reduced from £242m to £138m

{vu}

{vr} By the end of 20141 we had completed the re building
of the Board with the appomtment of four new
Non-Executive Directors since [ate 2010 These
appointments have contributed a fresh outlook
and new determination to the Board

Current pregress

While there were significant achievements made 1n 2011,
difficulties at Daw Mill from [ate 2011 highlighted how much
remans to be done to put the UK Coal minmng business ona
stable footing

We highlighted i Apnl [ast year that the Company once agan
faced a potential three-month ‘face gap’ at Daw Mill, following
the four-month tace gap in 2010 which cost the Company

the majority of the £100m raised m October 2009 Our mming
team developed a two-part mitigation strategy to avoid a

2011 face gap

At the end of 2011 the element of mitigation which relhied
on extendmg the 32s face at Daw Mill failed as a result of
combined geological workforce and management prablems
Work started in January 2012 on the second part of the
mitigatron strategy which was to commence the next face
early The ramp up of this face was very slow, taking three
months in Q% 2012

The high fixed cost structure inherent i our deep mines and a
two week cash conversion cycle coupled with poor operational
performance has an immediate impact on the Group s financial
position The current structure, whereby all mines arg in the
same corporate entity, can quickly result in one mine putting
the entire Group at nisk

The probler of aperational vulnerability 1s compounded by

the level of our pension deficit and debt to customers and banks
The pension deficit under the pringiples used by the Trustees
to determine future funding has almost doubled from around [
£250m at the last valuation in 2009 1o approxsmately £430m

Asaresult the Company has recently announced 1ts intention
to restructure the Group to 1solate the operating nsk of each
deep mine from the Group as a whale and mitigate future
financial uncertainty anising from operations at Daw Mill or
other mines It was also announced that a consultation process
has begun regarding the early closure of Daw Mili in 2014,
subject to the option to retain Daw Milt under a new structure
and operating model




2012 restructuring

Our proposal to parties with an economic interest in UK Coal
would entail 2 more formal separation of mining and property
interests each with an appropnate capital structure The plan 1s
intended to ssolate the operating and financial risk of each deep
mine from the Group as a whale and to address the funding and
debt structure of the Group

We have continued constructive discussions with our principal
banking partners Lloyds Banking Group together with Barclays
Bank, the Pension Funds, our customers, the Department for
Energy and Climate Change and the Coal Authority We are

in the process of tabling our detailed plan to these parties

Our intended plan mvolves a substantial reduction of the
pension and other, liabihties of UK Coa! Under this plan, the
Board believes that the value sherent in the mining business
can be properly exploited for the benefit of all stakeholders

A minority equity stake in the mining business together with
an interest in the future cash stream from the realisation of

the praperty portfoho would be offered in consideration for the
reduction of pension scheme and, patentially, other stakehaolder
habihties

The Board believes that there 1s potential value to be realised
from our substantial brownfield property portfolio threugh the
development process It 15 proposed that the property company
would take aver the bank debt of the Group and an agreed
liabihity as part of a compromise of the pension scheme Our
proposal is that equity funding, which wall be ring fenced to the
property business will need to be raised for the period of time
required to pay down bank debt whilst the development process
releases this value

The Board beheves that this plan 1s the only practicable way to
create a sustainable structure for the Group We recognise that
this will require significant co-operation and suppost from all

of those with an economic interest in the Group Without this
support there would be a significant risk to the Group, and n
particular to the continuation of the mming business We hope
to be able to report on the result of our negotiations at our AGM
in June
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Outlook

The reliante on coal in the current energy mix continues During
this recent winter, meld as 1t was coal genefated around half of
the elecinitity needed in the UK The proposed introduction of
the carbon support price may reduce the demand for coal, but
coal remains a key factor in keeping energy bills as low as
poessible

In the short and medium term, as the UK manages the transitien
to a cleaner energy future, i a way that also mamntains an
affordable pnice for electricity ceal continues to be part of the
energy mix With over 100 years of reserves left in the UK, it 15
important that we continue to use ¢oal mined in the UK rather
than relying solely on imported coal

We have two immediate over-nding prionties

(1} Tooperate the business safely and successfully delivering
the continuing targets of our recovery plan and in particular
to improve production at Daw Mill where the recovery of 32s
face still has to be achieved and the equipment transferred
to 33s on a timely basis

(1) Toset out and negotiate with our very wide range of
stakeholders a new structure for the Group to enable
it to continue mto the medum and longer term

UK Coal has made significant progress an achieving the
objectives set at the beginning of the year | believe we now
have a realistic and practical selution for taking the Group
forward and would Iike to thank all those at UK Coal who
have contributed to this progress

PN

Jomson Cox
Chairman

27 Apn! 2012
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Operating and Financial Review for 2011

Business Overview Business Objectives
UK Coal s the fargest producer of coal in the UK, and a .
significant supplier of energy to the UK s electricity industry Mining

Deep mining

In 2011 we sold 8 O million tonses of coal including 0 5 million
tonnes from stocks {approximately 16% of the total amount of
coal burned in the UK] Predominantly our customers are in the
electricity supply industry { ESI } and our production therefore * Tompreve the underlying development pasition of
represented arcund 5% of the UK electricity supply each mine

* Toimprove safety significantly

* Toreduce risk and vartability in operational performance,

The Group had three operatronal deep mines and five active * Tooptirmise aperating cost per tonne of output, and

surface mines n 2611 » Toacheve an opuimum balance between long-term sales
contracts and an ability to access short-term market prices

As a result of our heritage we have a land portfoho of around far our coal

30000 acres of land This :ncludes agnicultural land oniginally
acquired for its underlying coal reserves, and the sites of former
mines and asscciated workings 1t1s largely focused on the UK

Surface mimning
+ Toimprove safety significantly

coal fields along the A1/M1 corndor through Nottinghamshire + Tomantan sustainable levels of increased production over
and Yorkshire and in Northumberland although it also includes the longer term through planning applications and consents,
some significant sites elsewhere « Tomaximise productivity and

Gwven therr Jacation and former use these sites are often very ¢ Tomaintain high environmental standards and close working
well connected to road, rail and electricity networks and relationships with local communities

represent an excellent opportunity for development of both
residential and employment buildings, helping to meet the
long-term needs of the UK

Harworth Estates

« Torealise the vaiue from our remaining agricultural and
other non-core portfolio

Our business makes a significant contribution tothe UK senergy o  Tp ingrease the value of aur strategic land bank by gaining

needs to the lecal communities where our operations are based more favourable planning designations,

nd t 1al an nomic regeneration programmes
and to social and economic regeneration prog * To maximise income from our business parks

» To progress delivery partnerships to bring forward our
strategic development sites, and

* Togenerate value through renewable energy opportunities




Review of Operations by Business: Mining

General Overview
Good progress was made in 2011 agamst the Group’s Strategic
Recovery Plan with a return to profitability

Revenue from the mmning business for 2011 was £4777 million
{2010 £342 8 million} and operating prafit before non-trading
exceptional items was £54 5 million (2070 loss of £43 7 million)
The revenue 1s denved from sales from deep rmine production of
£366 3million (2010 £276 7 milfron} and sales from surface mine
production of £111 4 million (2070 £66 1 mlion} The operating
profit befare non-trading exceptronal items 15 sphit as a deep
mings profit of £32 4 mullion (2010 loss of £44 1 million) and
surface mines profit of £22 1 milion {2010 £0 4 mulhon) Wth the
continued replacement of lower priced contracts with new better
priced contracts during the year, the mining business was able to
benefit from a strong market price and average realised sales price
per Gigajoule rose by over 25% to £2 48/GJ (2010 £197/GJ)

Key Performance Indicators

01 2010
Sales price per Gigajoule (£/GJ) 248 197
Tonnage sold {million tonnes}) 80 72
Tonnage produced {mithon tonnes) 75 72

Market Overview 2011

The UX burred an estimated 45 milhon tonnes of steam coal 1n
2011 the vast majonty of this to generate electricity Overall UK
consumption was fairly static in comparison t0 2010, which was
boosted by extreme winter weather conditions Towards the end
of 2011 coal became the electricity generators fuel of choice as
rising gas prices pushed down gas use enabling coal to increase
1ts share of the fuel mix to around 30% i the year As we enter
2012 the profit margins on gas plant have been further sgueezed
and some older gas stations have ceased generation

The longer term demand for our product remains unaffected as
the electricity generation market 1s heavily deminated by imports
Coal mined i the UK including our own 7 5 million tonnes 1n
2011 can only meet a porticn of this demand making the UK a
substantial importer of coal Demand i the UK will continue
substantially to exceed our supply capacity throughout this
decade

In 2010 high stock levels held by UK generators resulted in a
downiurn in impaorts as they locked to bring these down to more
manageable levels 2011 saw aresumphon of coal buying which
led to imparts nsing by 22% to 32 milhon tonnes UK power
station stocks started and ended 2011 at around 13 milhon
tonnes

Given the nature of the UK electricrty supply industry, our
predomimant market we continue to have a small number of
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significant customers All of our major customers have retrofitted
flue gas desulphunisation {‘FGD’) onto their stations to meet tha
requirements of the Ewropean Large Combustion Plant Directive
{LCPD}

The replacement legrslation to the LCPD the Industrial
Emissions Directive { 1ED') has been approved i the European
Parhament and the UK 1s curiently working towards finalising its
implementatign The IED wall require further investment by the
generators to meet the tightening sulphur dioxide and nitrogen
oxide erission imit targets after 2015 However as 1t Stands
the IED would allow UK generators, without further investmen,
some flexibility m theer operational emissians but would himit
thesr running hours in seturn

I July 2011 the UK Government published its White Paper on
‘Electricity Market Reform {EMR) consultation guthining how

It intends to encourage investment in low carbon generation to
meet sts leng term carbon reduction targets The White Paper
put forward four main principles to reach this geal carbon price
support feed in taniffs, capacity mechanisms and emission
performance standards

The UK Government intends to introduce its carbon price support
mechanism in Apnl 2013 This wall reduce the competitiveness
of coal fired plant against other types of generation UK Coal
believes that this scheme 1s unnecessary as the Government s
proposal to introduce feed in tanffs would deliver the same result

UK Coa! strongly believes that existing coal fired generation
provides an essential low cost transition to the low carbon
econemy The UK Government recognises the importance coal
plays in prowiding diversity secunty and flexibility in our energy
supphes but has stated that ulimately coa! can only play its part
in the long term energy mix through carben capture and storage
{'CCS’} enabled generators

CCS involves captuning the C0? emitted from burning fossil fuets,
transporting 1t and storing 1t safely in geological formations CCS
has the potential to reduce CO2 emissions from fossil fuel power
stations by as much as 90% The emission performance standard
proposals within the EMR proposals would force all new coal
power stations to fit CCS to a propartion of its capacity from the
start of aperations However, CCS imposes a considerable power
burden on generator stations reducing the overall efficiency and
cost effectiveness of coal as a source of energy

Desprte the disappointing news that the CCS scheme at
Longannet would not go ahead the UX Government has
reaffirmed that £1 billlon would sull be available to support
CCS projects within the UK The Government has recently
published the CCS roadmap and competition and we expect
this to progress duning 2012
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Review of Operations by Business: Mining

continued

NW Eurcpe steam coal price
International coal prices for near term delivenes started 2011 at $124 per tonne remamed above $120 per tonne until September
before falling back to finish the year at $112 per tonne as mild weather across Europe affected demand

The Far East remained the mam driver in the international market China s imports were up by 10% although this was partially offset
by lower Japanese demand in the aftermath of the tsunami

In sterling terms the price per tonne followed a similar trend, starting 2011 at £79 per tonne (£3 13 per gigajoule] and finsshing the
year at £72 per tonne {£2 85 per gigajoule} As the mild winter progressed in Europe coal stocks rose at generatars, reflecting lower
demand This resulted in a near term reductign in coal pnice and as at 30 March 2012, the average forward market price for coal for
deliveries i the remainder of 2012 was £67 per tonne

NW Europe spot steam coal pnce expressed in £/GJ




UK steam coal market
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Coal delivered into the UK 1s priced using the Amsterdam/Rotterdam/Antwerp [ARA) pnce whch, for the process of showing a
landed UK price, 1s converted inte sterling with the additional cost of delivery into the UK then added The average forward price

for 2012 on the ARA market at 31 December 2011 was $112 per tonne Converted into sterling at the then exchange rate of $1 56 £1
and into 1ts calorific value by dividing the tonnes by 25 121, this equated to a forward sterfing price of £2 86/GJ The addiuonal cost

of delwery to the UK brought this to a UK delivered price of over £311/GJ

The following table shows the UK steam coal market together with UK Coal's share

9

UK Electncity Supply Industry

This table shows coal 15 the second most used fuel source 1n UK electricity generation

Percentage of electricity genarated by fugl type

zm 2010 2009 2008 2007 2006

% % % % % %

Gas 42 46 45 48 43 37
Coal 30 28 28 32 35 8
Nuclear 19 16 18 13 15 18
01l hydro and renewables 9 10 9 7 7 7
Total 100 100 100 100 108 100

Source DECC Energy Stausucs (2011 figures based an provisional numbers}

Coal contracts

We aim to achieve a diverse mix of contracts with customers to provide a ‘natural hedge’ between secunity of supply and the abiity

to take advantage of international coal prices

Around 95% of our coal sold 15 delivered to electrioity generator customers with the balance delvered to domestic and industnial

and steel making markets

The contractual commitments at the end of December 2011 stood at 16 4 million tonnes compared to 21 2 million tonnes at

December 2010

Sales are substantially contracted for 2012 n a mix of floating, fleating wathin caps and collars and fixed coniracts We are half

way through the process of selling coal for 2013
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Review of Operations by Business: Mining

continued

Deep Mines

Our deep mines business consists of the operattonal mines at Daw Mill {Warwickshire) Kellingley {Yorkshire) and Thoresby
{Nottinghamshire) Our deep mine at Welbeck ceased production in early 2010 and Harworth remains mothballed and its future
15 currently being reviewed

Key Performance Indicators

on 2010
Coal mined {million tonnes) 57 58
Revenue (fm) 366.3 2767
Operateng cost' (£m) 2965 28849
QOperating cost' per ionne/per Gigajoule [£/tonne / £/GJ) 48520 49 6/206
Operating cost? (£m) 1339 3208
Operating cost? per tonng/per Gigajoule (£/tonne / £/GJ} 54.6/226 5517228
Operating profit/{loss) before non-trading exceptronal items {£m) 324 {441)
Development driveage metres 13,296 13166
Reserves and resources (ongoing mines — milign tennes) 1485 1507

' Betore depreciaticn and extluding non trading exceptional items
2 Afear depreciation but excluding non trading excaplional items

Deep mining has a cost base that is largely fixed relative to production levels and therefore the KPIs for the busmness focus on the
operaung costs and on the output tonnage achieved from this costbase Other indicators which hrghlight the hkeliheod of future
production being achieved are also momitored 1n particular the development metreage achieved being the investment i future coal
panels As inather businesses the revenue and the reahsed sales price are also monitored

Colliery performance summary

Production Operating cost* Proeduction
n 2010 2011 2010 o1 2012 012011
m tonnes m tonnes £ million £ mlion m tonnes m tonnes
Deep mines
Daw Ml 21 26 1138 1091 03 07
Kellngley 23 15 830 838 0s 05
Thoresby 13 i5 73 7 02 04
Total ongoing deep mines production/costs
before stock movements 57 56 2821 2698 10 16
Welback - 02 - 1486 - -
Total deep mines production/costs before
stock movements 57 58 |1 2844 10 16
Stock movements 04 - 184 &5 - -
Total deep mines 61 58 29%5 2889 10 16

* Befere non-trading exceptionat items and depreciation with central costs absarbed

Duning the year deep miming invested £30 million in capital expenditure of which £13 0 miflion and £10 0 million was i respect of
new face equipment at Daw Mill and Thoresby respectively An additional £3 5 mullion and £1 3 millien was invested to mcrease coal
processing capacity at these two mines

Overall costs before stock movements (excluding Welbeck) increased by 4 6% This reflected the cost of increased production
levels, rises in electricity and other power tanffs and the impact of increased developments costs on the profit and loss account
Developments 1n 2011 were wholly expensed at Kellingley and Thoresby rather than being capitalised to the balance sheet as in
early 2010 as part of the access costs to new seams
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Development driveage {matres)

2011 2010
Deep mines
Daw Mill 2454 2844
Kellingley 5,407 5763
Tharesby 5435 4559
Total 13236 13 166
Daw Mill

As previously reparted 32s face was re-planned to work through a fault following further seisrmic information that showed 1t was
possible to safely rming through, albeit at a slower rate than 2010 This progressed well until late November when, as a result of
the creatien of steep gradients across the face 1t became impossible to advance the powered roof supports The continued slow
recovery of 32s and the slow ramp up of the next coal panel left the mine with mmimal production throughout December and poor
production n Q1 2012

We continue to work on the safe recovery of 32s A decision will be made whether to continue mining or to salvage the face early

for preparation of the 2013 panel 33s once certain mrlestones have been achieved If 32s 15 not capabie of being safely recovered
and mined, 1t1s possible that Daw Mill may have a face gap of up to three months during the first half of 2013 although mitigating
plans are being put in place as a precaution

The cyrrent panel 303s started ramping up 1n January and immediately hit a known fault area, resulting in reduced Q1 2012 output
It has now moved beyond the known fault area and 1s producing to plan

Planned developments at Daw Ml have not been achieved for many years To address this and the pocr mining performance, the
Board having reviewed the strategic options for Daw Mill, implemented an intensive mtervention in the day to day management of
the mine to hift performance which has yielded positive results

Notwithstanding this intervention, Daw Mill s performance led to the decision to suspend develapments on those faces to be mined
fram 2014 and to start consultation with the workforce concerning the future of this mine Discussions continue in this regard

Kellingtey
Preducuen for 2011 finished shead of plan following the successful transition from 5015 to 502s The expenience gamned from
working the first panel in the Beeston seam, 501s, was successfully transferred to the new face

Developments cantinue to make good progress and are on track for completion in time for face installation

The next face change to 503 15 due in the Autemn of 2012 Developments are progressing wekl as (s our work to upgrade the face
equipment to the same specification successfully used on 502

Thoresby
Production was on plan in the second panel of the Deep Soft seam DS2 following a successful transfer from 0S1 Developments
are continuing to progress and a transfer to D33s has recently taken place, with the ramp up on DS3s beginning in Q1 2012

As reported previously we have had high stocks of unprocessed coal whilst additronal washing capacity was commussioned
These stacks had been reduced significantly by year end and have now fallen to normal levels

Development of D54 1s progressing well with the aim of producing coal in fate 2012 /early 2013

Harworth
Harworth calhery remains on a care and mamienance strategy A small dedicated planning team has begun investigations to
see whether or not the mine should be reopened or capped and closed It 1s envisaged that this decision will take place n 2012
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Review of Operations by Business: Mining

continued

Reserves and Resources - Deep Mines

We estimate that we have approximately 148 5 millon tonnes of reserves and resources at our ongoing mines of which 34 million
tonnes of coal 1s accessible under the existing five year mining and investment plans The additional resources will become
accessible beyond this umeframe with investment required as necessary

Foliowing changes to the mintng plans our available reserves and resources across afl mines have not changed significantly since
last year and cur estimates, as at December 2011 of deep mine coal reserves are set out in the following table

Total

resarvas

Total and

Proved Probeble resorves  Resources  resources

1 tonnes mt tonnes m tonnes m tonnes m tonnes

Daw Mill 15 140 155 420 575

Kellingley 35 55 50 560 659

Thoresby 15 80 95 165 260

Harworth - - - 530 530

Total 65 275 340 1675 205

2010 13 N7 330 164 7 2037

Reserve Reserves which are accessibe using the current infrastructure and in the current five year mining plan

Resource Reserves which may require substantial development and other costs to allow accessibihty and are not

currently in the five year mining plan

These reserves are calculated on the basis that Daw Mill continues to operate beyond 2014 In the event of a decision to close
Daw Mill in early 2014 estimated reserves regarding Daw Mill would reduce to between 4 — 5 million tonnes

Qur ¢losed mines at Rossington Thorne and Welbeck have 120 millton tonnes of resources We retain a licence on these resources
for possible future exploitation

These figures are based on the Group s best estimates A number of factors may cause the actual production to vary significantly
from these estimates These factors include
+ (Ongaing seismic surveying of reserves to confirm production estimates

* Sales price of future coal and cost increases — these could render production plans uneconomec or could allow extraction from
areas previously thoughtunviable or

= Production requirements — the need to mamntain continueus praduction can lead to early commencement of a new face wath
coal consequently being left unmined

As stated last year we have changed our reporting basis and are now reporting our reserves and resources n accordance with the
cntena for internationally recogmsed reserve and resource categonies of the ‘Australasian Code for Reporting Mineral Resources
and Ore Reserves’ This 1s published by the Joint Ore Reserves Committee of the Australasian Institute of Mining and Metallurgy,
Austrahan Institute of Geoscientists and the Minerals Counci! of Austraha
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Surface Mines
Key Performance Indicators

2m 2010
Coal mined {m:llion tonnes) 18 14
Revenue (Em) ma 661
Operating cost' (Em) 877 637
Operating cost' per tonne/per Gigajoule (E/tonne / £/GJ} 23197 4511 M
Qperating cost? (Em) 694 657
Operating cost? per tonne/per Gigajoule (£ /tonne / £/GJ) 482zm 455/197
Operating profit before non-trading exceptional items [Em) Y 04
Restoration spend (Em} 16.9 16
Sites with consent? {number) 6 7
Reserves on sites with planning consent {million tonnes) 51 53

! Before depreciation and excluding aon trading exceptipnal items
2 After depreciation but excluding non-trading exceptional items
Includes sites where planning committee approval has been obtaned and formal consent is pending

Production increased by 29% to 1 8 million tonnes compared to 14 million tonnes First quarter production in 2012 was 0 4 million
tonnes (A1 2011 0 5 millron tonnes)

Operating costs increased in the year in absolute terms primariy due to additional sites n operation and a significant increase in
the cost of gas ail Operating cost per Gigajoule showed a more modest increase year on year due o a change it the portfolio of
mines being operated in 2011 compared to 2010 and therr respective coal yield operating costs

Production was ahead of plan due to addiiona! production from Cutacre and Steadsburn sites as they entered therr restoration
phases i the year combined with increased preduction at Potland Burn

This increase against plan was offset by the delayed start to Butterwell due to additronal environmental work and delayed planning
permisston for Lodge House Exteaston which came too late to begin work in 2011 Butterwell began production in February 2012
and Lodge House commences mining shortly In addition, Minorca was granted planning permission in July 2011 and will enter
production i fate 2012

These planning successes mean that 100% of 2012 productien 15 consented with a similar level covered i 2013

Over the last two years we have completed a significant amount of restoration work on certain large former ming sites, especially
Stobswood, Maiden s Hall and Steadsburn The level of restaration work required i 2012 will therefore be commensurately lower

The Surface Mines business has been strengthened during the year with the external appointments of a Director of Surface
Mining and Head of Business Development A strong pipeline of development projects exists to support centinurty and growth
i the Surface Mining business with the aim of increasing production levels
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Review of Operations by Business: Mining

continued

Reserves and Planning - Surface Mines
We estimate that we have surface mining reserves and resources of 32 6 milhon tonnes (2010 42 3 million tonnes) as shown in
the table below

The year on year reduction follows a comprehensive review of the development portfolio proposals which saw some long-term,
low probability sites being removed and land sold As a result of this the remaining developments offer a hugher average probabihty
of success

Total
reserves
Total and Inventory

Proved Probable reserves  Resources  resources coal Total
m tonnes m tonnes m tonnes m tonnes m tonnes m tonnes m tonnes
Butterwell 10 10 10 10
Huntingien Lane 03 03 03 03
Lodge House Extension 07 07 o7 n7
Minorca 12 12 12 12
Park Wall North 06 06 (13} 0§
Potland Burn 13 i3 i3 i3
Sites with plarning 51 51 51 51
Bradley 0% 05 0s 05
Hoodsclose b 2% 21 21
Subrmitted for planning 26 2.6 25 26
Srtes «n development 65 65 184 249 45.2 701
2011 Total 51 91 142 184 326 §5.2 778
2010 Total 53 N2 155 258 423 337 760

Although we have been successful in the previous 15 applications the planning environment for surface mines notwithstanding the
arnwval of The Natronal Planming Policy Framework, remains challenging This was demonstrated by the setback with our proposed
Bradley site Despite having been recommended far approval by the Planning Officer the Planning Committee voted against this
scheme and we also lost on appeal We are now seeking a judicial review and expect a decision in 2013

We expect to submit planning applications during 2012 for in excess of 6 milfion tonnes of coal

Coal reserves are the economucally muneable part of the Company s identified coal tonnage It includes allowances for lossas that
may occur when the coal is mined Reserves are sub-divided into proved and probable reserves

« Proved reserves represent the highest confidence category of reserve estimate as detailed technical and economic studies
have demonstrated that extraction 1s viable and sites are either working have been granted planring permission or have a
resolutien to grant planning permission

* Probable reserves have & lower level of confidence than proved reserves Detatled techmcal and economic studies have
demonstrated that extraction is viable and planming applications have either been submitted or wall be submitted in the
short term

Coal resource 1s that part of a coal deposit in such form, quahty and quantity that there 1s a reasonable prospect for eventual
extraction

Inventory coal 15 any occurrence of coal in the ground that can be esumated and reported without necessandy being constrasned
by economic and geological potential o other modifying factors

Tonnages quoted are in accordance with the Australasian code for reparting of exploration results mineral resources and ore
reserves as established in 1971 by the Joint Ore Reserves Committee
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Review of Operations by Business: Harworth Estates

Key Performance Indicators

2010
21 like-for-hke 2010
£ milhion £ millon £ million
RICS valuations of the property portfolie n23 2796 3389
Disposals
Contracts exchanged (in year* {net proceeds) 670 244
Cash received in the year (k] 227

*In addition we have conditionally exchanged contracts duning 2013 on sales with potential aet proceeds of £18 1 milion where we expect conditions to be

sausfied dunng 2012

The Group s property division, Harworth Estates, produced a prafit of £8 3 million (2010 £33 1 million loss), meluding a gain on
mnvestment properties of £6 0 mithon {2010 £34 7 million foss) of which £3 3 million was uarealised {2010 £34 2 mithon loss)
Inaddmon an accounting revaluation gain of £4 5 million was taken directly to reserves {2010 £1 2 million), being the gains
recognised on former operating properties transferred to investment property status on therr ceasing to be operational sites

While the focus of the year was on our accelerated disposals programme we continued to progress the promotion of strategic

planming for our portfolio

Disposals

Disposals duning the year secured net proceeds after costs of £67 0 million from the sale of 10 200 acres of residential development
sites and agricultural land {and associated preperties) These sales resulted in a prefit on disposal of £2 7 million During the year
we received £64 5 milkion of proceeds net of costs with the balance to be recewved in 2012 These proceeds were principally used to
repay bank debt We also exchanged conditionally on further residential and commeresal land sales in 2011 which are expected to

generate net proceeds of £18 1 million over the next 3 years

Duning 2012 disposals of agricultural and commereial properties will continue te help reduce Group borrowing further

Valuations

The successful 2011 accelerated land disposals programme achieved prices which underpinned the valuations of both the
commercial and agricultural elements i our portfolio Qverall the portfolio 1s valued at £282 3 millwon {a 1% increase on a

like-for-like basts from 2010} Undeveloped land showed a small gatn aganst 2010 as our successes in ganing new or improved
planning status on a number of sites offset some planming reversals Agricultural land continued to show mgroving values but
our income yielding ‘Commercial land’ reduced in value shghtly in a challenging marketplace Rental levels in this segment have
remamned flat, a reflection of the difficult economic conditions facing businesses Overall the progress made across the portiolto
reflects the continuing difficult environment {or commerctal land in the geographacal areas our pertfolio covers

A full independent valuation of our property pertfolio was undertaken as at December 2011 in accordance with apprassal and

valuation standards published by the Royal Institution of Chartered Surveyors
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Review of Operations by Business: Harworth Estates

continued

The portfolio valuation 1s summansed in the table below

December
December December 2010
20m 2010 fike-forlike
£ million £ milhon £ million %
Agncultural
Retaned for surface mining 219 254 2B 4%
Mixed 272 604 2513 84%
Low grade 15 61 37 {541%
52.6 919 504 44%
Undeveloped land
With planning 106.2 427 980 84%
Application submitted 106 713 141 24 8)%
Without planning 539 638 55 8 {34)%
1707 1778 1679 i7%
Commercial land with rental tncome
Part or fully developed 27 286 285 3%
In development 16.2 160 164 {12)%
Q9 44 6 450 {24)%
Investment properties at valuation 267.2 3143 2633 15%
Dperatronal
Potential development 50 130 55 {9 1)%
Agricultural 36 51 44 {182)%
(ther 65 65 64 16%
Operational properties at valuation 15.1 206 163 74)%
Total properties at valuation 2823 3383 2798 0%

The like-for-like percentage change from December 2010 comparatives are after property reclassification and take into account
adjustments for asset sales with a book value of £63 7 million and purchases, development expenditure and depreciation which
together net to £4 4 million

Active surface mine sites are included in the value above based an therr restored land value of £15 1 million {2010 £24 6 million)
Sites currently being used by the Group for mining and other activities are recorded at cost less impairment and changes in
valuations are not reflected in the balance sheet As at December 2011 a total of £mI {2010 £5 1 million) has not been included
in the balance sheet as a result Operating deep mine sites are not included in the above valuation

We continue to engage different valuation firms dependent on the type and location of our property and have used the same firms
asn 2010 BNP Parbas Real Estate value all the Group s commercial residential and development sites Smiths Gore value the
majonty of the agncultural portfolio, while Bell Ingram value our agricultural properttes in the north of England and Scotland The
commercial and restdential fand contained within the BNP Panibas vatuation has been valued m a market with very little comparable
evidence available

In accordance with RICS Red Book guidance therefore the valuers make the following statement the same as last year, which
1s consistent with a sigmificant number of other declaratiens made on portfelios throughout the country

‘Cur valuation 1s on the basis of market value This 18 an internationally recognised basts and 15 defined as

“The estimated amount for which a property should exchange on the date of valuation between a willing buyer and
a willing sefler in an arm’s length transaction after proper marketing wherein the parties had each acted
knowledgeably, prudently and without compulsion ”

This basis of valuation 1s accepted as meeting the criteria for assessing far value’ under International Financial
Reporting Standards International Acceuniing Standard 16 requires that the fair value of land and buildings 1s
usually determined from market based evidence that1s evsdence derived from sales companson This 1s the
approach we have generally adopted However, where the property assets are of such a size or a nature that there
15 na direct evidence of sales to form a basis of comparison we have had regard to residual development appraisals
in part informed by gross development values derived from sales comparison
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As a consequence, on account of the sensitivity of the market value to the detail of any future planning consent,

and the potential for matenal vaniance in the actuality of devefepment costs as compared with our own estimates,
together with the subjective nature of hope value, we must state that our valuation {consistent with the guidance of
the Red Book} 15 subject to matenal uncertamnty

Market Conditions and Development

In a fragile property market we have proved that there 1s still a market for the night product and location Transaction volumes
remam low and we have had to be more innovative m our offering at the design and planning stages to attract buyers and achieve
values in ine with expectations Qur confidence in creating and delivering value from cur diverse portfolio has increased but
cauticusness remams across the property market in the short term which may affect performance in 2012

The benefit af our divisional structure 1s being realised with focused teams able to highlight and develop opportunities for both
short term quick wins and longer term value creation This structure has also improved accountahility and the ability to focus
spend and resources on prgjects where best opportunities are seen Qur developments generate Jobs, build homes and provide
new recreational faciities and we have shown our ability to increase fand values and generate shart term income streams using
innovative methods such as harnessing energy from low carbon sources and recovery of previously waste matenals

Strategic Land
Harworth Estates has a large and diverse land portfolio with sigaificant potentsal given our industrial hstory Cur development
sites have excellent strategic locations, substantial power supplies and are significant mn size

The Strategic Land division has a residentral land bank totalling n excess of 7,500 plots and 4 4 million sq {t of employment space,
of which 969 plots and 0 3 million sg ft are consented In 2011

e Quthne planning consent was obtained for a further 500 residential plots and anciftary commercial development at Ellington
and Lynemouth, Northumberland

e A further 400 at Mapplewell near Barnsley South Yorkshire and

= Conditional contracts have been exchanged with Gleeson and Jones Homes {0 enable the development of sites at Barnsley
South Yorkshire and Harworth, Nottinghamshire

In addition to the consented sites a further 42 sites (around Z 300 acres} have been promoted which subject to planmuing, may
generate B 500 plots and 4 miibion sq ft of employment space Our largest planning application to be submitted i 2012 s for an
urban extension a1 Rossington South Yorkshire to regenerate the former colliery site wath around 1,200 new homes a food store
pub/restaurant and hotel

Harworth Estates continues o seek development partners for our consented sites and to deliver significant growth and
employment opportunities

Developments

Qur Development portfolio includes four principal sites
»  Waverley South Yorkshise,

* Prince of Wales, West Yorkshire,

* Harworth Colliery, Nottinghamshire, and

* Yorkshire Main, South Yorkshire

These represent over 6 000 residential plots as well as offices retail and lersure uses of some 19 million sg ft

Our largest development site {Waverley, South Yorkshire) conditionally exchanged residential sales contracts with Taylor
Wimpey Barratt Homes and Harron Homes on the first phase of construction for 254 homes A contract with Rolls-Royce PLC
was conditionally exchanged for 17 4 acres on the Waverley Advanced Manufactuning Park to build a 170 000 sq ft hugh-tech
manufactuning unrt and the remainder of the Park has been allocated as an Enterpnise Zone This deal was completed on

18 Apnil 2012

To maximise value we are phasing plat availability and putting in the necessary infrastruciure, such as road networks
wherever appropriate

We will adopt similar strategies on other sites as required

17
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Review of Operations by Business: Harworth Estates

continued

Bustness Parks

We currently have 1 million sq ft of built secandary industrial
and business premmses on 10 active business parks, some of
which are former mine sites that provide low cost facihitres and
opportumties te vancus businesses We also have 120 acres
of expansion land and a further 320 acres of land with planning
consent or an employment alfocation, for commercial space
This gives us the potential to create 4 5 mullion sq t of new
build accommodation

We are actively marketing these sites for further development
erther in-house as pre-let opportunities or with development
partners to assist us in planning promotion and realisation
One such scheme 1s our Cutacre site near Bolton, which 1s
viewed as a mgjor regional distribution site for the North West

Our attive and proposed business parks are valuable assets
with the potential to grow the current rental income significantly
and increase capital value, or realise capital recerpts

Natural Resources

QOur large and diverse portfoho provides opportunities for our
land that s autside typical development areas Qur focuson
these sites 1s to maximise the opportunities for low carbon
energy generation and environmental cperations

In 2011

e Adeal on Bilsthorpe, Nottinghamshire was completed
to enable the construction of a 10MW wind farm led by
Peel Energy and John Laing Infrastructure

* AnOption with EDF for a wind farm at Hilltop, County
Durham {6MW) was signed and terms with another wind
farm developer on our Bewick Drift Northumberland
{6MW) scheme were agreed

« f£Zmillion of secondary aggregates coal fires and scrap
metals were recovered from former mining sites as part
of our restoration and remediation programme

* A Waste to Energy partnership agreement was signed
with Pee! Environmential at 11 sites to enable the appraisal
and development of vartaus opportunities

+ A Memaorandum of Understanding was signed wath Linc
Energy to explore the prospects of underground coal
gasification at three of our sites

Many of our brownfteld sites provide sigmificant power
supplies rail connectvity, minimal proximity to neighbours
hinks to emerging government regeneration policies or generat
opportumities for recycling redundant material following the
closure of 2 mene or previous site actvity

We have a sustainable programme that promotes new
opportunities and provides benefits to the Group in the short,
mediwm and long term We are currently foaking at 60 potential
schemes (covering over 11 000 acres) with proposals for mineral
recovery renewable energy waste recyclkng coal bed methane
gas storage and land reclamation projects

Harworth Fower

Harworth Power 1s the UK's leading coa! mine methane power
generator and operates a high quality clean energy portiolio
with access to long term gas reserves

In 2011, Harworth Power made an operating profit of £2 4 million
{2010 £2 5 milhon] Income increased by £1 7 milhon but
profitability remained flat due to a £1 0 miflion credit m 2010 for
sale of Carbon Credits and £0 2 million profit on sale of assets

It operates fourteen gas engines with an installed capacity of
26MW, and generates encugh energy from methane captured
from four of UK Coal's deep mine sites to supply 30,000 homes
with electricity

We consider that there 1s value i this operating business as a
standalone entity separate from UK Coal whilst retaining both
a rental income stream and the opportunity to sell the methane
gas generated from our mines We have started a process

1o explore the potential sale of this business We will update
further on this should the process progress towards a definitive
transaction

Agrniculture

Whilst 2011 saw the disposal of many agncultural sites, we still
have a substantial portfalio that 15 either suitable for long term
development including surface mining, adjacent ta former mining
activity or adjacent to potential development sites

Qur strategy 1s to sell agniculiural land where there 15 no long
term development potential or identtfy suitable development
proposals where we can realise value but retain workimg rights
agreements or clawback arrangements

Sustainable Property Business

In the long term the aim 1s to become a leading regeneration
specialist and create a sustainable property company with a
large and varied land bank which generates significant future
growth opportumbies We now have a strong track recard in
{urning problem sites into opportunities




Financial Review

Group revenues have nsen mn the year to £488 2 million from
£351 2 milhon in 2010 This was achieved through higher sales
volumes and ligher realised sales prices The increase in sales
volumes arose from improved production from surface mines
and a stock [ift from the abnormally high opeming stock levels
following the bad weather in December 2010 The improvement
n the average realised sales price was achieved through a strong
market price for coal and the replacement of old below market
price contracts with some newer contracts at current market
prices At the end of 2011, onty 0 5 million tonnes of these old
contracts remained to be delivered predominantly in 2012 ata
price of circa £1 65/GJ Whth these changes, we achieved an
average sales price per gigajoule of £2 48/GJ compared to

the £197/Gin 2010

Property disposals were made duning the year with a net valye of
£670 million resulting i a profit on disposals of £2 7 million Net

proceeds of £64 5 million were received in the year, being used to
reduce Group debt with the balance recewable in 2012 The year
end revaluation of the investment property portfalio produced an
upward valuaticn of £3 3million (2010 loss £34 2 million}

There was an improvement in the year in the operating profit
before non-trading exceptional items which at £65 2 million
was £139 5 mellion better than the previous year s loss of

£74 3million This was driven by the significant improvement
tn group revenues noted above and a £3 3 million gainon
investment properties compared to a £34 2 million loss in 2010

There have been non-trading exceptional items during the year
resulting i an exceptienal ncome of £16 1 million in the period
{2010 £131 milhon charge) The charges/credits in the current
year ingluded

« Pension scheme past service cost
A past service gain of £16 4 million argse from the benefit
changes made to the mdustry wide pensien schemes and
cencessionary fuel scheme at the end of 2011 and thewr
impact on assumptions as to future salary growth

= Refinancing costs
Costs of £1 7 million were incurred in relation to professional
fees relating to the refinancing exercise conducted in the
first half of the year

» Pension scheme curtaiment
There was a curtaiment gain of £1 4 mitlion in the fiest half
of the year reflectung the reduction in the pension scheme
deficit as relevant members ceased to be active members
following current and prior year redundancies mainly as a
result of the closure of Welbeck in 2010

The operating profit after these non-trading exceptional items
for 2011 was £81 3 million compared with a loss of £87 4 milhion
112010 Group profit before tax was £58 0 million compared

to a loss before tax of £124 6 million in 2010
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Financing Expenses

Net finance expenses tn the year were £22 9 million compared to
£27 4 million in 2010 [excluding exceptional finance costs, which
were £nihin 2011 {2010 £9 9 milbon) The reduction argse from
a net repayment of loans during the year of £84 3 million {2010
net increase inloans £12 3 milhon} leading to a reducuon in
bank interest in the year to £9 2 miion {2010 £11 6 milhon},
and the fair value of interest rate swaps which provided a
credit of £0 1 milion compared to a charge of £1 5 million

These reductions were offset by an increase in the miterest
charge on generatar loans and prepayments to £9 2 million
{2010 £8 6 milion} which arose on a higher average generator
lean balance as the loans reached the maximum drawn value
and entered repayment phases duning the year

The Group had cash depesits held by our captive insurance
company against insurance claims and, similarly, ring-fenced funds
held on behalf of the Coal Authority securing surface damage
claims resulting from miming These totalled £14 7 million and

£8 8 mullon respectively at December 2011 (2010 £15 7 million
and £8 8 mrllion) In addition to the ning-fenced funds held on
behalf of the Coal Authority a £10 0 miflion insurance band 15
held by the Coal Authority as further secunty against any
possible surface damage clams This bond matures in December
2092 These deposits were secured against labihities as at
December 2011 of £8 S million and £16 5 million respectively
{2010 £13 0 milkon and £15 4 million respectively)

Tax

The Group paid nc corporation tax in 2011{2010 £nul),
although there was a tax charge for the year of £2 7 million
(2010 £0 5 milkon) which related to deferred tax as outhined
below

At December 2011 the Group had estimated gross trading

losses of £230 million {2010 £312 millton} and gross timing
differences of £230 miliion, the latter ansing largely from
unclaimed or disclaimed capital allowances {2010 £195 million),
both of which are available to offset against future profits

In the mining business The trading losses had a tax value of
£577 mihonata tax rate of 26% {2010 £84 2 million at 27%)
while the gross timing differences had a tax value of £57 7 mullign
ata 25% tax rate {2010 £52 7 millron at 27%) Camtal allowances
have been disclaimed where possible to allow flexibility for the
future The reduction in gross trading losses in the year reflects
both the operating performance and the result of disclaming
tapital allowances

The net deficit on the balance sheet in respect of retrement
provisions represents an additonal tax uming difference of
£36 2 million at a tax rate of 25% {2010 £46 3 million at 27%)

The Group recogrised a deferred tax asset of £31 5 million at
December 2011 {2010 £34 5mullion) The Group continues to
review its deferred tax asset given the nature of the business
and 1ts historic performance The deferred tax charge in the
year arose due to the change n the rate at which deferred tax
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Financial Review

continued

15 provided from 27% at the end of 2010 to 25% in line wath the forthcoming confirmed reduction in the rate of cerporation tax and
adjustments in relation to prior year's deferred tax balances The impact of the rate change on the opening deferred tax asset
was a charge of £2 4 million {2010 £0 9 million) in the income statement and a charge of £nil {2050 £0 3 million) direct to
reserves The adjustment on prior year deferred tax balances was £0 3 million The charges were offset by a creditof £0 1 mullion
{2010 £1 4 million} for deferred tax on the amortisation {out of the hedging reserve) of previously effective hedge accounting
movements All previously effective hedge accounting movements have now been recycled out of reserves

The Group has around £350 milhon of capital losses which can be offset against profits anising on disposals of properties which
were held by the Group in 2002 These capital losses are sufficient to offset the vast majonity of the deferred tax hability which
wauld stherwise be required in respect of the investment properties leaving a small deferred tax hability which has been recognised
in the financial statements of £1 2 million {2010 £1 3 millson}

Earnings Per Share
The earnings per share for the penod was 18 5 pence {2010 loss 41 8 pence)

Funding

Generator Loans and Prepayments

The Group 15 party to certain contracts for coal supply which resulted in increased cash flows to the business m 2009, 2010 and 2011
compared to the original contracts i place The increased cashflows have been treated in the financial statements, together with
actual customer foans as generator loans and prepayments Duning the year, these arrangements have moved from the drawdown
phase into the repayment phase, and a net £171 miflion was repaid in 2011 (2010 £25 8 milhon drawdown) The balance outstanding
atthe year end Including accrued interest was £84 1 millon (2010 £101 2 milhion)

The impact on our cashflows due to net repayment commitments for these generator loans and repayments 15 as follows

£ mulhon 22 2013 249 2015
Net cash outflow {43) [21) (17) {in)

Bank Facilities
At the year end the Group had around £97 milion of bank faciities and a further £10 million outstanding under finance leases

Excluding the impact of future property disposals the weighted average matunity of the faciities as at December 2011 was
09 years {2010 14 years)

Since the year end, we have renewed and extended our banking facilities with the followng principal changes

+ Extensions to the maturity of the Revolving Credit Facility [ RCF’), the Additional Revalving Facilities {"ARF ), the Harworth
Estate (Waverley Prince) Limited { HEWPL') facility and the EOS Inc Ltd faciity to the end of December 2013 have all been
agreed, and

e The financial profile of the ARF were modified 5o that the amount avastable 10 be drawn which was mtrally increased to
£27 5 milien reduces by £7 5 million on 30 September 2012 wath the balance amartising to £ml over the period June 2013 to
November 2013 The facthty reduces from £20 milhon to £12 5 mullron for a short period at the end of 2012, before reverting
to £20 millon matehing the profile of the Group's borrowing requirements

Over and above these extended bank faciliies we have extended the term of the £10 0 million of unsecuzed stand by facility from
Peel Holdings Thss 15 available for drawing in the event that both the RCF, and part of the ARF are drawn

This facility has also been extended amortising gradually from August 2013 to mature in November 2013

Foliowing the changes a summary of our principal bank facilitses reflecting property disposals at Apri 2012 1s shown below

Facility Margin

£ milhion over LIBOR

RCF 2 300 400 bps*

ARF up to 28° 1,600 bps

HEWPL facility 7 450 hps

EQS facility 20 300 400 bps
Total upto 97

1 Facility reduces £ for £ as proceeds from property sales are applied

 Reduces by £2 milhon over October and November 2012

? Facility reduces by £7 5 mlion on 30 September 2012 and amartises te nil over the peniad June 2013 to November 2013 with a short penod of reducteon to
£12 5 million at the end of 2012

* Mamin dependent on level of committed facility
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The table excludes fully drawn finance leases and other small bank loans which totalled some £10 mihion at December 2011, and
the Peel Holdings loan facility noted above

The faciities at Apnil 2012 reflect reductions resutting from property disposal receipts since the year ended Decernber 2011 These
totalled £3 million in 01 Net bank debt was £75 million at the end of March 2012 mcluding £9 million of finance leases Total net
debt, cluding generator loans/repayments but excluding restricted funds at the end of March 2012 was £154 million

Movement in Group Net Debt
A summary of movements in our Group net debt position 1s set out below

am 010
£ mllion £ million
Operating profit/(loss) before non-trading exceptionals 652 {74 3}
Revaluation of property {3.3) 342
{Profit)/loss on sale of fixed assets and investment properiies {33) 03
Depreciation/diminutron 405 352
Cash impact of non-trading excepticnals {03) nany
Nen-cash movement in mining provisions 44 52
Net working capital movements 145 1)
Finance cosis/interest payments {including loan arrangement fees) (212) f122)
Other movements 13 23
978 [23 5)
Deep mines
Capital expenditure — cash (31 8) {26 8)
Capttal expenditure — new finance leases - 7
Payments against provisions {10 8) [131)
Frxed asset disposal proceeds 13 03
{41.3) 413}
Surface mines
Amortisation of restoration assets 171 140
Pre-coaling expenditure {2.6) 54
Deferred stripping adjustment {09} {30)
Restoration payments {169} {116)
33) 180)
Harworth Estates
Net proceeds of sales of investment properties 643 227
Planning and development expenditure {4 8) 21)
595 206
Pensson contributions in excess of current service cost (100} {58}
Net movement in restricted funds 03 33
Generator loans (17 1) 258
B6.3 {26 9)

The total decrease in net debt in the year was £86 S miltion {2010 increase of £26 9 mullion)

The Group has cantinued to invest sigmificantly in the business in the year A total of £31 8 milhon was invested in the mining
bustness on fixed assets with some £28 millien incurred on face equipment and addittanal coal processing capacity at Daw Mil)
and Thoresby, all of which was paid during the year There were no new finance leases taken out in the year Capital investment in
the year was lower than the £44 7 milion in 2010 which included the final elements of the significant investments in the new seams
at Kellingley and Thoresby which were completed in 2010

A further £2 6 million has been spent on pre coaling expenses in preparation for the opening up of the three new surface mines
opening 1 2012 (2010 £5 4 mifhion) and £4 8 million {2010 £2 1 m:llon} on costs associated with gaining and fulfilling planning
consents on investment properties

Our ongaing project to dispose of surplus property assets has reahised £64 3 million of net sales proceeds from investment
properues {2010 £22 3 rmllion), and a further £0 2 milkon fram the sale of operating properties {2010 £0 4 million} These
proceeds have been applied against bank borrowings tn the year The cash generated in the business has been used in part
to repay £17 1 milhon of Generator loans, compared to the drawdown of these facilities of £25 8 milhon 1n 2010
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continued

Balance Sheet

The net assets of the Group at December 2011 were £146 0 million compared to £81 4 million n 2010 The increase in net assets s
due principally to the trading peofit for the year of £55 2 million {2070 £125 7 millon loss) and a decrease tn the deficit on retirement
obhgations of £26 9 miElion

Provisions
21 2m0
£ mitlon £ million
{1} Employer and public hiabihties 85 130 |
Surface damage 165 54 l
{n)  Restoralion and closure costs of surface mines 512 516
{m)  Restoration and closure costs of deep mines
— shaft treatment and pit top 96 a9
- spotl heaps 25 29
— pumping costs - 28
Ground/groundwaier contaminalion 101 B3
liv)]  Redundancy 0a 32
88.8 1051
{1} Employer and public habiities and surface damage provisions
Provisions are made for current and estimated obhgations in respect of claims made by employees and contractors relating to
accident or disease as a result of the business activities of the Group This 1s managed by our captive insurance company, Harworth

Insurance Company Limited, a UK based FSA regrstered company As at December 2011, 1t held £14 7 million of cash deposits and |
£6 4 milhion of property assets to meet £8 5 million of habilities

Surface damage provision relates to the Group’s liabikity to compensate for subsidence damage ansing essentizlly from past deep !
mining operations Claims can be fodged by the public up to six years after the date of relevant damage The estimate rs based

on histoncal claims expenence following a detaled assessment of the nature of damage foreseen The increase w the surface

damage provisions 1$ 10 line with the miming pattern at Daw Mill and Kellingley As at December 2041, the Group had £8 9 million

of ring fenced deposits and an msurance bond maturing in December 2012, for a further £10 0 million to previde security to meet

£16 5 million of iabihities

(1) Surface mines

Pre-coaling costs in respect of surface mine activities are broadly the costs incurred in preparing the site for mining and related !
costs in respect of planning gain These are treated as deferred costs on the balance sheet Duning the course of the mining pracess

these costs are wnitten off over the expected production tonnage of the mine

Restoration and rehabilitation provistons represent the expected cost of the reinstatement of seil and overburden discounted for
the time value of money

Thus provision together with an equal and opposite non-current asset 1s created when ¢oaling commences Along with other
pre coaling expenses this asset is written off in proportion to the expected recoverable reserves of the mme

Expenditures for restoration and eehabiintation are offset against the provisions as incurred The unwinding of the discount for
the time value af money 13 included within the finance cost

As at December 2011, the Group had a non-current asset of £25 7 million (2010 £35 7 milhon, relating to expenditure on pre-coaling
and similar expenses deferred stripping costs and the recognition of restoration and rehabrlitation lrabihes on sites that had
started coaling Atthe samedate provistons for restoration and rehabihtation totalied £41 2 mullion {2010 £51 6 milhion} after
expenditure of £16 9 million in the year
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{ur] Deep mines

We maintain provistons in respect of the costs of restoring our deep mines to the required standard and planning conditions The
amount provided represents the discounted net present value of the expected costs Costs are charged to the provision as incurred
and the unwinding of discount is included within the finance costs for the year The provision can be broken down into aperating
and closed mings

£ millton

Operating mines 105
Closed mines 17
222

47% of the deep mines provisien relates to the three mines classified as ‘operating which will be utdised after the point of closure
We expect that we may utilise £0 2 million of the closed mine provision in 2012 and £2 2 million 1n 2013 representing predominantly
the costs in respect of the former Welbeck and Rossington collieries The remaining balance of £9 3 milhon will be utilised beyond
2013

{iv] Redundancy provisions
Redundancy provisions are created when the decision to make the redundanctes has been made and communicated usually through
the representatives of the workfarce

Retirement benefit obligations

The Group has a deficit, calculated under International Accounting Standards on its defined benefit pension and retirement schemes
of £144 7 million {2010 £171 6 milhon} All new employees who joined after the privatisation in 1994 are eligible to jon defined
contribution schemes

The defined benefit pension and retirement schemes compnise two funded industry wide schemes, together with an unfunded
concessionary fuel scheme The deficit noted above includes a liabity of £43 7 millien {2010 £36 5 milhien) in relation 1o the
unfunded concessienary fuel scheme All of these schemes are vatued annually by our independent actuartes, the Government
Actuary's Department

The schemes have been for these financial statements valued under International Accounting Standard 19{IAS 19} using the
prejected umit method and discounting future scheme hiabibties on the basis of AA-rated corporate bond yields of over 15 years
The discount rate used, net of inflation, was 2 0% (2010 21%)

Changes 1o the status of the defined benefit schemes and the concessionary fuel scheme were agreed and implemented during
the year resulting in a credit of £16 4 million to the income statement in recogmtion of the effect of these changes on past
SEIVICE COSts

Movements in the net habiities of the schemes in 2011 are set out below

Cancessionary

Pension® Fuel Total

£ million £ million £ million
December 2010 1351 36.5 116
Contributions paid less current service cost {100} L)} (107}
Change n fund value compared to expected return 01 20 21
Actuanal {gan)/loss on kabilities {28 0} 75 {20 5)
Gains on curtailment {14) - 14}
Past service cost (14 B) [16) {16 4)
December 2011 1Mo 437 1447

* Including Blenkinsopp scheme
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Financial Review

continued

There was a ssgnficant decrease in the deficit on the pension
schemes of £34 1 million The main mevements were

» The benefit changes agreed with stakeholders at the end of
2011 affected past service benefits with a resulting credit
of £14 8 million The change with the largest impact on
the habihties was the intrgduction of a cap restnicting
the benefit of future salary increases to inflation

« Anactuarial gain on the funds’ liabilities of £28 0 mullign
ansing from the change i actuanal assumptions Principally,
this was due to a reductien in the assumed rate of growth
of CPlrelative 1o growth in RP| but also included an
expenience gamn of £6 5 mithan as salary growth was
lower than expecied,

e Aloss in the year of £20 1 million due to returns tn the year
on the {funds’ assets being lower than expected, and

s (Contributions, above the gurrent service cost of
£10 0 mullson In total, the Group paid £22 5 million to
the schemes in 2011 covering both current service and
defizit contributions  Further deficit cantributions of around
£20 million are expected to be made in 2012 of which
¢ £15 million wilk be treated as deficit payments undes
IAS 19 with the balance expressed as finance costs

£10 8 nullton of the movement in the deficit on the pension
schemes has been credried to the Consolidated Statement
of Comprehensive Income { SOCI ) in the year

There has been an increase in the hability for the unfunded
concessionary fuel scheme of £7 2 million relating mainly ta the
increase in the cost of the fuel benefit which averaged around
20% over the year The interest cost on the [rability exceeded
the contributions in the year and there was an actuarial

loss of £7 5 million on the habibty These impacts were offset by
a gan of £1 6 million ansing from benefit changes agreed at the
end of 2011 which reduced the benefits accruing in the future by
10% The tncrease in the cost of fuel benefits 15 reflected in the
changes to the actuarial assumptions and has been charged to
the SOCI

Details relating to retirement benefit obligations are shown
in note 25 to the financial statements

Pension schemes’ funding levels

Contributions to the schemes are determined by the schemes
actuary on the basis of trienmal valuations The last agreed
trienntal valuations, which were finahsed during 2011, were as of
31 December 2009 The Trustees of the schemes estimated that
the combined defieit of the industry wide schemes as at theend
of December 2009 but adjusted for the rule changes agreed in
2011, was around £250 million, using assumptions which differ
from thase that we are required to use under JAS 13

On the same set of assumptions used by the Trustees,

but updated for changes mn market rates, the Company

has estimated that the deficit, calculated on this basis, had
increased to £430 million at December 2011 with liabiitigs of
around £875 rmillion of which just under half were in respect of
active members The next valuation date of the schemes for
funding purposes will be 31 December 2012 If the assumptions
used by the Trustees result in a significantly increased

deficit compared to the 2009 valuatien then itis likely that
negotiations would result 1n significantly increased deficit
funding levels compared to the currently agreed £20 million
per annum Jevel




Key Risks and Uncertainties

The mining industry carnes mherent sk and 1s subject to
market and other external risks which cannot be fully controlled,
mitigated or insured agamst In particular :t s in the nature of
deep mining that certamn events can give nse to the nisk of very
matenal consequences including the loss of @ mine or of Iife,
the financial consequences of which cannot be meaningfully
quantified in advance Set out below are some of the pringipal
risks and uncertanties identified by the Directors which could
matenally affect the financial condition performance strategies
and prospects of the Group The followtng risk mformation i1 not
intended to be a comprehensive overview

Miming Risk

Health, safety and environment

All of our mining gperations are subject to potential health and
safety nisks, and the possibility of pollution of water, air or so1l,
or damage 1o surface assets

We continue to focus on the importance of safety 1ssues and
strive to create as safe a working environment as possible
Ongoing Health and Safety training 1s iImproving on our Health
and Safety performance across the Group

Underground hazards are continually menitored n particular
the risks from methane gas and from fire enablng immediate
action to be taken in the event of any abnormal reading There
15 only very hmited insurance or insurance with high excess or
uneconcmic premia, available m the market against these nisks
which might nermally be insurable in other industrnies UK Coal
has insurance cavering a reasonable level of loss but subject
to @ material level of nsurance excess

Financing nisk

In part, the Group finances 1ts business through debt The ality
to raise funds on reasonable terms in the longer term depends
on a number of factors, including general economic political
and capital market conditions and credit availabihity as well as
business performance There can be no assurance that financing
in the longer term will be available or, if it 15, that it will be
available on acceptable terms for the Group The matunity of the
Group s debt profile at December 2013 1s shewn in Note 20 to
the finangial statements and the faciities available including
their maturities, are noted earlter in the Financial Review
Following the extension to our main faceities as noted earlier

mn the Finance Review, there are now no significant facility
maturities i the next 12 months However there 1s alonger
term risk that the Group may become unable to refinance its
bank debt or unable to obtain new or additional bank debt if

this is required

As s customary our bank facilities are subject 1o covenants, in
our case focussing primanily on loan to property value adjusted
earnings and adjusted tangible net worth Although we arein
complance with these covenants, a fall in the valuations of cur
properties or a shartfall in production could have an impact on
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such covenants in the future which could i turn lead to
increased charges and possibly a imitation of facilities
available

Major unforeseeable production shortfalls or

geological constraints

The aperating costs of our deep mines are largely fixed relative
to production levels Qutput 15 therefore key to our short-term
financial performance and indeed to the wiability of the mines
and the business This risk 1s compounded by a short cash
conversion cycle resulting in production ¢hanges having a
farrly immediate jmpact on cash flow

In an operation as complex as deep miming there are inevitable
nisks to production from the failure of equrpment We therefore
seek {0 mamniain adequate supplies of equipment spares to
ensure that any downtime s 'mited and 1o operate at high
levels of machine availability

Our mining plans and development programmes are designed

to minimise the time between ene face finishing and a new face
starting with production reaching normal levels (known as face
gaps) During this ime coal production may be imsted and the
economic impact is closely momitored Historically, development
work has underperformed against long term requirements and
therefore a significant element of our investment programme
both sn capitalised and expensed spend, 1s aimed at increasing
the amount of development bank’ 1e developments ready
ahead of requirements which reduces the risk of face gaps

The geology of the ground 1n which we are mining 1s an
important factor in our business Whilst bore holes are

drilled, and modern seismic surveys [including 3D} of fer better
information than in the past we can still face unexpected
geologrcal conditions These may sometimes be revealed when
the roadway gates are imtially driven or by knowledge from
previous workings in the area such as seams abave or below
those being mined The extent of geologrcal faulting or other
conditions 1n the coal seam are not totally predictable

We manage our mining risks with a well structured nsk
management policy Experienced personnel ensure any
operational difficulties are miigated where ever possible to
ensure a continuous production process throughout the year
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Key Risks and Uncertainties

continued

Market price nisk

We are exposed to the risks of Ructuating coal prices as our
revenue and earnings are directly related to the prevailing
prices for the coal produced

We have historically mitigated thes nisk i part through longer
term customer contracts to provide more certainty of both
demand and price In the past some of these contracts have
worked to our disadvantage due 1o increases in the world price
of coal Therefore, we have moved towards a strategy of a
balanced mix of longer term contracts on fixed capped and
collared and floating prices and whilst mantaming an element
of shorter term contract and spot sales We remamn exposed,
hewever, to market price fluctuations the impact of which

will vary dependant upon the interaction between the market
price and the level of any caps or collars At around the current
market price, we estimate a 10 pence per gigajoule market price
movement would have a full year impact in 2012 of c£8 million
In revenue terms

The Group holds some fixed price contracts which in some
cases are subject to RPl adjustment, resulting in a reduction in
sales price m the event of deflation that might not be matched
by commensurate falls in costs The Group also holds some
nominal fixed price contracts where the sales price will not
thange even if inflation was higher than expected

We aim to reduce costs on a continuous basis and mantain an
efficient production progess to maximuse our returns throughout
the price cycle

We remain exposed to the impact on our market of changes
in Gavernment regulation, in particular with reference to the
development of a low carbon economy

Employment Risk

Pension nsk

Under the terms of the 1994 privatisation, those employess
transferred to the employment of UK Coal Mining Ltd ("UKCML )
kecame members of one of two Industry Wide Defined Benefit
Pension Schemes

These schemes are sectionafised, meaming that UKCML has

no unprovided llabibties in respect of the employees of other
companies in the industry UK Coal PLC and UKCML both have
a responsibility i respect of these pension schemes under the
Protected Persons Regutations which provides that it is not
permitted to close off the schemes for future service although
In certain ciccumstances later legislation may overnide this

Under IAS 19 as noted in note 25 to the financial statements
these schemes have a combined deficit of £101 0 mullion

at December 2011 Thes deficit 1s 1n accordance with 1AS,
calculated using a discount rate n line with the market rate
tor corporate bonds Under the Technicat Provisions which are

the basis for the tnennal calculation of the penston hiabtiities
for the Pensions Regulator and for agreement on funding rates
with the Trustees, different rates based on gilt yields are
employed Depending on changes in these rates prevatling at
and investment performance to, the next valuation date (being
31 December 2012) a higher deficit than that as at December
2009 could lead to matenially igher deficit contributions being
needed 1n later years

Other employment risks

The Group operates in a ighly umonised environment
particularly for the deep mines Buring the year the need to
change terms and conditions resulted in some difficulties but
these were resolved with the assistance of ACAS and industrial
disputes were not a material feature To minimise such risks
there remans a strang focus on improving employee and trade
union engagerment

The Group reltes on the quality and technical competence of
1ts workforee In an industry which has shrunk wn size in recent
years with an ageing workforce the ability of the Group to
attract and retain key skills remains a priority

Property Risk

Property market downturn or volatihty

As noted earher in the Review of Operations land values

are potentially volatile to changes in the wider environment
Economic conditions affect both business and consumer
investment confidence and both of these have a knock-on effect
for residential and commercial land prices Our agricultural
estate has proved less volatile n the past and we would expect
It to remain so given the more mature nature of the land's usage

The mmatunity, in planning terms of our brownfield sites
means that a considerable amount of value can be added by

the work we do in advancing them through the planming process
We cantinue to seek favourable planming outcomes on our
development portfoho in order 10 increase and allow this value
to be realised, both of which help to mitigate the carrying value
nisk of these properties

Planning approvals

The planning regime affects both Harworth Estates and our
mining businesses and any major changes could affect the
business, either pasitively or negatively We have seen
wnprovements in the planning environment in recent years
particularly i the planning regime surrounding the surface
mine business where greater recognition 1s being given hoth
for the need for coal and the high environmental standards of
the design éqd operation of the schemes The resources
available to planning avthorities to protess planning applications
na reasonable/ timescale continue to be a restrammg factor on
the Group and n the development of activities meeting overall
Government targets and the Group s asprraiions




Corporate Social Responsibility

Impact and Benefits

As a major employer mining cperator and landowner within
Central and Northern England UK Coal strives to mimmise the
impact of its operations by mamtaining a corparate focus on
the local environment communities, economy and the safety
of our employees

A commitment to Corporate Social Responsibility sees us
work with a range of stakeholders sncluding Business in the
Community, to help deliver significant benefits to the areas
in which we work

A National Asset

UK Coal 15 Britan's largest producer of coal supplying around
5% of the country s energy needs for electnicity generation

The Group has three deep mines located in Central and Northern
England with substantial reserves and employs ¢2 500 people

UK Coal produces areund 40% of the coal mined in the UK

The chief market for coal in the UK 15 the electricity generation
secter which uses coal for approximately 30% of its annual
power generation Around 95% of UK Coal's production is sold to
electricity generators, accounting for 19% of coal burnt at power
stations in the UK The remaider of UK Coal s production 1s sold
1o industry and merchants where 1t 1s primcipally used for direct
fire appltcations such as the manufacture of cement and
domestic and commercsal heating

Whilst primanily focused on coal mining activities, UK Coal
operates a broad business portfoho that also encompasses
renewable energy generation and the creation and development
of new opporturities across all sectors of the property market
Focussing on this sector helps reach government targets of
creating 30% of the UK s electric energy requirements from
renewable sources

A Caning Employer

UK Coal employs a highly skilled and well trained workforce
which 1s essential for the long term success of the business

The aim 1s 1o atiract retan and motivate high calibre employees
and encourage personal and professicnal develogpment

The Group also

* Cames out continuous workforce development through a
rolling programme of performance management traming,
work practice reviews, refresher courses and appraisals,

¢ Communicates regularly with employees to engage and
inform on operational and orgamsational information,

¢ Has feedback channels to listen to the views and
suggestions of employees, and

*  As anequal opportunities employer, UK Coal welcomes
diversity and supports the employment of disabled people
provided that they can be employed in a safe working
environment
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Safety and Health

As we set about dealing with deep rooted 1ssues around safety
and health in early 2011 our progress was overshadowed by the
loss of Gerry Gibson, a well respected colleague at Kelhngley
colliery This event resulied in a wide ranging review of the
safety gractices across the whole company with the full
mvolvement of the warkforce and Trade Unions The review
accelerated an ongoing process which continues to promote
safe working and the identification and eradication of rnisks

For 2011 the full year lost ime injury frequency rate
improved by over 7% to 25 27 per 100 600 man shifts worked
{2010 27 42 per 100 000 man shifts) This 1s an improvement
of 27% since the end of 2009 For UK Coal to meet its target of
& 40% reduction by year end 2012 we will need to improve by
a further 15% in this full year 2012 Qur All Accident Rate also
wnproved by over 19% n the full year 2011 85 63 per 100,000
manshifts compared 1o the full year 2010 (2010 106 14 per
100 000 manshifts)

Safety improvement strategy progress

The overnding cbjective 15 to achieve zero harm following the
ntroduction of the twelve guiding standards on sound safety
management Supporting the existing external audit processes,
a self-audit process was introduced in 2011 across the mining
business with all operations using thes to define areas of
strength and weakness within the twelve standards

UK Coal contimues to ensure the basics of good safety
management are correct, with the same principles and
processes embedded across the orgamisation In 2011 we
introduced a behavioural safety program which has provided
further traming 1n recogrising and mtervening on behavioural
safety 1ssues for aver 450 managers

The on-gong focus is to sustain the progress already made and
make improvernents where required This depends on a number
of factors which include

¢ Leadership at al! levels being committed to proactive safety
and health improvements,

= Developing a competent workforce, from management
10 operators who can effectively control hazards m therr
workplace

¢ A continuation on improving the management of nisk, and
n particular major hazard risks asscciated with mining
operations,

+ Ensuning the organisation has the skills to learn from
incidents or near hits reported internal and external to
the organisation and

* Clear monitoring of whese improvements can be made
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Corporate Social Responsibility

continued

Risk management

In 2011 the orgamisation fecussed on introducing the vistble
felt leadership element of safety improvement Particular
emphasis was placed on ensuring our front line managers
were equipped to intervene where safe behaviours, or safe
systems were absent

In 2012 the focus 1s on introducing a risk management approach
that can be applied consistently across the Group A programme
has been developed to assist those invalved at an gperational
level wath specific responsibilitses for implementing nisk
maragement [t s designed te ensure they have a full
understanding of the process and this 1is implemented

in therr part of the orgamisation

The nisk management programme complements work being
conducted centrally to examine major hazard nisks with a low
probability of occurrence but very high potential consequences
From this, a set of Major Risk Standards and supporting
Guidelnes will be developed and deployed into the business

Looking forward

Maintaming focus on continual improvement 15 essential

to ensure we achieve our safety goals 201215 about the
development of major hazard standards In 2013 we will roll
these effectively across the organisation and develop a way
of audrting measuring comphance and developing targeted
improvement programmes or each site

UK Coal All Accident Rate 2007 — Q1 2012

UK Coal Trme Lost Accident Rate 2007 — Q1 2012




Environment

As a sigmficant part of the energy sector, UK Coal 1s aware
of the impact that our operations have an the surrounding
environment and has strong environmental pohcy
commitments which

¢ Minimise pollution and comply with environmental
legislation and any agreements with external organisations
in order to comply wath IS0 14001,

* Maintain certification of envirgnmental management
systems to imternational standards at all mines and
progress certification in ather areas of the business

* Set and regularly review objectives and targets to achieve
continual improvement in environmental performance
ncluding a reduction in the use of natueral resources

* Use the principles of susiainable development to design
new projects and restore completed sites to include
long-term emvirgnmental or commumnity benefits,

» Provide access {0 contact us about envirgnmental tssues,
and give a prompt response

¢ Ensure this policy 1s communicated to all employees
contractors and supphers

¢ Encourage the efficient use of coal with mimmum emissions,
and

*  Maximise the use of other natural resources recovered
with the coal

UK Coal’s environmental programme 1s managed by the
environment advisor who s an active participant in the CBI East
Midlands Environment Committee which meets reqularly with
lke-minded compantes te share good environmental practice,
and i1s a member of Business in the Commuruty Yorkshire and
Humberside Environment Experts Group

Certification to I1SQ 14001 covers all surface and deep mined
sites, and our mining services department Application of our
certified system improves both the day to day operational
procedures and longer term environmental risk management
gver gur main activities Qur Environmental Policy 15 reviewed
by both In-house and external auditors to ensure continued
comphance Momtoring and analysis of emissions to arr, water
and land, as well as the use of natural resousces are carned
out and where appropniate programmes to reduce emissions,
or ta reduce the use of natural resources are designed and
mplemented As new legislative regulations on waste and
resources are Introduced our programmes to encourage use
of the waste hierarchy by reducing re-using and re-cycling,
continue to show positive benefits to the environment

The success of our policies 1s judged by the use of key
performance indicators One of the mosi significant is the need
to reduce the use of energy In the middle of 2010 a target was
set 1o reduce energy use by 3% When comparing 2011 to 2010
we achieved a ¢5% reduction in energy usage
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Social and Commumity Issues

UK Coal behieves m supporting switable community projects
around 1ts surface and deep mines and work with suppliers

and customers to restore former coal mining sites by investing
n sustainable land regeneration projects and renewable
technologies We conststently measure the impact of gur mining
and development activities to help mitigate risks associated
with our operations and meet environmental and safety
standards

Maost of our projects are located in areas of previously mined
land We not only have a responsibility to keep supplying the
UK's energy industry with vital coal supplies, but also play an
impartant role in addressing 1ssues around subsidence and
surface restoration at previously neglected mine workings

To help these areas thrive once more Harworth Estates helps
buld communities by providing a range of sustainable mixed use
developments offering a range of homes, recreational facilities,
wildlife habitats and commercial space Qur sites offer real
potential to generate mvestment by bringing important job
opportunities and positive change to local communities A wide
range of consultation and engagement exercises are carned out
to ensure loca! people are fully informed about our projects and
have the opportunity to coatribute to development plans and
shape therr communities

Over the years UK Coal has invested millions of pounds in
projects as diverse as schools sports clubs and the creation
of green spaces All have benefitted fram substantral funds
provided by the extraction of indigenously mined coal

UK Coal s surface mine restoration team has won further awards
in the last 12 months for thesr work on land rehabtiitaton Close
collaboration between UK Coal Leeds City Councel and the RSPB
has resulted in a former mie site, $t Awdan's near Leeds, being
transformed over 10 years into an area of international wildlife
Importance
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Board of Directors

Jonson Cox

Jonson Cox was appointed as Charman with effect fram

15 Noverber 2010 He was formerly Group Chuef Executive

of Anghan Water Group from January 2004 until March 2010

For the same pertod he was Chairman of Anghan Water Services
Limited and Morrison plc He 15 a non-executive director of
Wincanton ple

Dawvid Brocksom

David Brocksom was appointed Firance Director in September
2007 He was previously Finance Director of Pace Micro
Technolagy plc and Avesco plc and has worked in a number

of UK Tisted companies, for over 13 years as a Board member
He qualified as a Chartered Accountant with Price Waterhouse
having read Law at Cambridge University He was a non-
executive director of Helws Energy plc

Gareth Williams

Gareth Williams was appotnted Managing Director of the Mining
Dinision with effect from 1 August 2010 having been appointed
to the Board as Mining Oirector on 15 February 2010 He has
over 20 years expenence in coal mining i a wide range of
imternational roles with Anglo Cea! part of Anglo American plc,
he has been General Manager of some of Anglo's largest coal
mines and Head of Operational Performance for Anglo Coal
Canada and South America Gareth gained an honours degree in
Mining Engineering at the University of Otago/Auckland in 1988

Owen Michaelson

Owen Michaelson 1s a Chartered Surveyor He was appointed
Managing Director of the Property Division with effect from
1 August 2010 He was formerly a non-executive director

of the Company and has speciahised in the remediation and
development of brownfield and contaminated land waste
management operations and power generation He holds

a non-executive directorship within the Peel Group

Peter Hickson

Peter Hickson 1s Semor Independent Director and was appainted
as a non-executive director and Chairman of the Remuneration
Committee with effect from 1 July 2011 He 1s currently
Chairman of Commurisis plc and Chairman of Chemning Group
plc He was Charrman of Anglian Water Group from 2003 to
2008, and served as Finance Director of Powergen plc between
1996 and 2002 He was a non-executive director of Kazakhmys
plc from 2009 1o 2011, Scottish Power plc from 2006 to 2007
Marcom Corporation plc from 2004 to 2007 and RAC plc from
1994 to 2002 He was also Senior Independent Chrector of
London & Continenta! Railways Ltd between 2007 and 2011

He (s a trustee and Board member of Orbis Chanitable Trust,
the international stght saving chanty, and a Fellow of the
Institute of Chartered Accountants

Lisa Clement

Lisa Clement 15 a Chartered Accountant and was appointed as

a non-executive director and Chair of the Audit Committee with
effect from 15 December 2011 She was formerly Chief Financiat
Officer of Sea Containers Limited, Managing Drrector of Capita
Learning and Development and has held semor dvistonal roles
at Cendant Inc and BPP Holdings plc

Keith Heller

Kerth Heller was appointed as a nan-executive director and
Chasrman of the Safety Comnuttee with effect from 19 Apnil
2011 He was formerly Co-Chairman of DB Schenker Rail, Chig
Executive of Enghish Welsh and Scotush Railway President of
Euro Cargo Rail and Semor Vice President Canadian National
Ratlway He was a Board member of the Ratlway Safety and
Standards Board

Steven Underwood

Steven Underwood 1s Chief Executive of the Peel Group of
companies and was appointed to the Board as a non-executive
director with effect from 1 August 2010 He 15 also currentlya
non-executive director of Pinewood Shepperton plc and an
alternate director of Capital Shopping Centres Group ple




Directors’ Report

The directors present their report and the audited
consohdated financial statements for 2011 These will be

laid before the 2012 Annual General Meeting Details of all
resolutions to be proposed at the Annual General Meeting

are set out in the notice calling the meeting which 15 enclosed
with this report

Principal Activities, Business Review and

Future Developments

The principal activities of the Group compnise surface

and underground coal mining, property regeneration and
managerment and power generation The principal activity
of the Company during 2011 was that of a holding company

The Chairman s Statement and the Operating and Financial
Review {beginning on pages 4 and 6 respectively) are
meorporated by reference These provide a review of the
Group's business which includes the

« [tevelopment and performance of the Group i the year
and its position at the year end

* Pnincipal nsks and uncertainties faced by the Group
{on pages 25 and 26),

* Key Performance indicators used to measure the Group s
performance {on pages 10, 13 and 15},

+ Environmentai and empfeyee prionties facing the Group
{on pages 27 to 29), and

¢ Group s future development and outlook for 2012
{on page 5}

Dwidends Per Ordinary Share

There was no intenm dividend paid during the year {2010 £nil)
The directors are not recommending the payment of 2 final
dvidend in respect of the 2011 financial year {2010 £}

Land and Property

The Group’s Investment property was re-valued at the year end,
full details of which are set out in the Operating and Financial
Review {on page 16)

Development

The Group actively develops its mining and property portfolios,
full details of which are found in the Operating and Financial
Review and in the Notes to the Financial Statements

[on pages 73 and 74}

Directors

The directors who served during the year were

Dawid Brocksom, Lisa Clement, Jonson Cox Peter Hazell,
Keith Heller Peter Hickson Gwen Michaelson, Mike Toms,
Kevin Whiteman, Steven Underwood and Gareth Williams

Peter Hickson and Lisa Clement were appointed non-executive
directors with effect from 1 July 2011 and 15 December 2011
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respectively and will offer themselves {and are recommended
by the Board} for election at the 2012 Annual General Meeting
Kerth Heller was appointed with effect from 19 April 2011 and
re-elected at the 2011 Apnual General Meeting

Kevin Whiteman retired as & non-executive director on

31 March 2011 Mike Toms and Peter Hazell retired as
non-executive directors on 30 June 2011 and 31 December 2011
respectively

In accordance with the Articles of Association Gareth Williams
and Steven Underwood will retire by rotation and seek
re-appomtment at the 2012 Annual General Meeting

The Board unanimously recommends their re-election

All executive directors have service cantracts, which may be
terminated by the Company on not more than twelve months’
notice, for all non-executive directors the natice peniod 15 three
months with the exception of Peter Hicksen Sentor Independent
Drrector, whose appointment is subject to six months' notice
There are no directors on fixed term contracts There areno
contractual clauses that give any of the directors an entitlement
to compensation exceeding their due payment in lieu of notice
Detatls of indemnities from the Company and insurance taken
out for the benefit of the directors 1s set out in the Corporate
Governance Report {on page 36}

The interests of the directors in the shares of the Company are
shown in the report on directors’ remuneration {on page 47)

Chantable Donations

The contributions made by the Group during the year for
charitable purposes were £mil (2010 £39,325) No poehucal
donations were made in 2011 {2010 £n) Charitable donations
made n 2310 were predominantly to asseciations and charitres
involved with the coal industry and local communities

Employees

The Group consults on and discusses with employees matters
likely to affect ther nterests Internal news-sheets are
produced and distributed free to all employees regularly
Infarmation on matters of concern to employees 15 given
penodically to achieve a common awareness on the part of
all employees of the financtal and economic factors affecting
the Group’s performance

Disabled Persons

The Group gives full and fair consideration to suitable
apphcations for employment by disabled persons and all
drsabled persans are provided with training to assistin obtaining
promotions and developing their career Opportunities also exist
far employees of the Group who become disabled to continue

in thewr employment or to be tramed for other positions within
the Group
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Health and Safety

UK Coal 1s committed to maintaining high standards of health
and safety i every area of the business it1s the aim of the
Group to exceed the requirements of the Health and Safety
at Work Act 1974 and all other relevant health and safety
legislation and the Group has estabhished a committee of the
Board to oversee heaith and safety Detals of the Group's
commitment to health and safety are found in the Corporate
Social Responsibility section {on pages 27 and 28)

During the year UK Coal Mintng Ltd {'UKCML'} was ordered

to pay the sum of £1 2 million, comprising £450 000 in fines and
£750 000 10 costs wn respect of breaches of health and safety
legislation brought against 1t by the Health and Safety Executive
{'HSE'}) following 4 fatalities in 2006 and 2007 Subsequent

to the year-end UKCML has pleaded guilty to 2 charges for
breaches of health and safety iegislation, following a further
fatality in 2009 It1s anticepated that UKCML will be fined in
summer 2012 Prowision has been made for this in the financial
statements for 2011

Treasury Policy and Liquidity

The Group mantamns borrowing lines estimated to be sufficient
to cover forecast cash regurements In this assessment the
Group only takes into account existing or renewing facilities
and new facihities where these have recewved credit approval
or equivalent

The Group enters into hedgeng transactions required to cover
the gperations of the business The principal function of the
financial nstruments held by the Group 1s to provide secunity
raise funds and mitigate some nterest rate risks

Details of financial 11sks in respect of market nsk credit nsk and
Iiquidity nsk are set out n note 24 to the financral statements
{on pages 83 and 84)

Suppher Payment Palicy

The Company and the Group does not follow any specific
external code or standard an payment practice Its policy s
normally to pay supplers according to terms of business agreed
with them on entering into contracts and to keep to the payment
terms providing the relevant goods or services have been
supplied in accordance with the contracts

The Group had 65 days’ purchases outstanding at 31 December
2011(2010 78 days) based on the average daily amount invoiced
by supphiers during the year

Ethical Policy

UK Coal 1s commitied to working with its employees, customers
suppliers and cantractors to promote responsible working and
trading practices It also provides assistance to the wider
community by way of financial support for chantable and other

local causes Further nformatron regarding how the Groug
addresses social and community 1ssues 1S shown in the report
on corporate social responsibility {on page 29)

Quality and Integrity of Personnel

It1s the Group's policy to employ the highest calibre of
management and statf and encourage the highest standards
of personal integnity Recruitment procedures are designed
to 1dentify and reward high calibre individuals

Share Capital, Voting Rights and Transfer of Shares
Details of the structure of the Company's share capital and
changes in the share capital during the year are disclosed m
note 26 to the financial statements

The rights and obhgations attaching to the Company’s ordinary
shares are set out in the Company s Articles of Association
comies of which can be obtained from Companies House in the
UK or by writing to the Company Secretary In particular, subject
to particular statutes and the Company s Articles of Association,
shares may be issued with such nights gr restrictions as the
Board may determine

Shareholders are entitled to attend speak and vote at general
meetings of the Company to appomt one or more proxies and

if they are corporatrons to appoint corporate representatives
On a show of hands at a general meeting every holder of ordinary
shares present in person shall have one vote and every proxy
present who has been duly appainted by a member entitled to
vote on the resolution has one vote and on a poll, every member
present in person or by proxy, shall have one vote for every
ordinary share held Further details regarding votng, including
deadlines far voting, at the Annual Genera! Meeting can be
found in the notes to the Notice of the Annual Genera! Meeting
No person 15 unless the Board decides otherwise, entitled to
attend or vote either personally or by proxy at a general meeting
or to exercise any other shareholder rights 1f he or any person
with an interest in shares has been sent a notice under section
793 of the Companies Act 2006 and has failed to supply the
Company with the requisite infermation within the preseribed
period

Shareholders may receive a dvidend and on a hquidation may
share in the assets of the Company The Company has one
class of ordinary shares which carry equal voting rights and
no contractual nght to receive payment

The nstrument of transfer of a ceruficated share may be in any
usual form or m any other form which the Board may approve
The Board may refuse to register any instrument of transfer of

a certificated share which 1s not fully paid, provided that the
refusal does not prevent dealings in shares i the Company from
taking place on an open and proper basis The Board may also
refuse to register a transfer of certificaied share unless the




mstrument of transfer {1) s lodged, duly stamped [if stampable],
at the registered office of the Company or any other place
decided by the Board accompanied by the certificate for the
share to which it relates and such other evidence as the Board
may reasonably require to show the right of the transferor to
make the transfer {1)15 in respect of only one class of shares
{n} 15 1n favour of not more than four transferees Transfers of
uncertificated shares must be carried out using the relevant
system and the Board can refuse ta register a transfer of

an uncertificated share in accordance with the regulations
governing the operation of the refevant system and with UK
legistation Restrictions may also be imposed on certain Group
employees who are required to seek approval fram the Company
before dealing in shares in atcordance with the requirements

of the Listing Rules of the United Kingdom Listing Authority

There are no other kmitations on the holding of ordinary
shares in the Company and the Company 1s not aware of any
agreements between holders of secuniiies that may result in
restrictions on the transfer of securities or on voting rights

Detans of major shareholdings are ncluded i the Corporate
Governance section of this Annuai Report Details of employee
share schemes can be found in the Directors Remuneration
Report

Sigmificant Agreements

The Companies Act 2006 requires us to disclose the following
significant agreements that take effect alter or terminate on
a change of control of the Company

The facility agreement onginally dated 25 July 2007 as amended
and restated from tme to time for the committed term lean
facility provided 1o Harworth Estates (Waverley Prince} Limited
by Bank of Scotland PLC relating to the redevelopment of the
Prince of Wales and Waverley Rotherham sites contans
mandatory piepayment provisions entithing the lender to
terminate the facilities {and demand immediate repayment

of all outstanding amounts due under and n respect of such
facihittes) upon a change of control of the Company

The terms of the agreements onginally dated 13 September
2007 as amended, restated and vaned and/or novated from time
to time for the committed revolving debt and property facihties
provided to UK Coal Mining Limited by Lloyds TSB Commercial
Finance Limited {among others) include a termination event
entithng the lenders to termmate the facihities {and demand
immediate repayment of all outstanding amounts due under

and n respect of such agreements) upon a change of control

of the Company

The facility agreement onginally dated 7 May 2008 as amended
and restated from time to time for the term loan facihity provided
to EOS Inc Ltd by Barclays Bank PLC includes a termination
event entitling the Bank to terminate the facility {and demand
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immediate repayment of all outstanding amounts due in respect
of the facility) upon a change of control of the Company

The terms of the facility agreement onginally dated 14 Apnl 201
as amended and restated from time to time provided to the
Company by Peel Holdimgs Finance Limited include a mandatory |
prepayment proviston causing the facility to be cancelled upon I
{and to become immediately due and payable five business days

foltowing) a change of contro! of the Company

|
The facilities agreement ongnally dated 11 May 2010 as i
amended and restated from time to time for the revolving credit |
faciliies provided to UK Coal Mining Limuted by Lloyds TSB :
Commercial Finance Limited includes {a) an event of default

entithing the lender to cancel the commitments and demand that

all amounts outstanding under and i respect of such facilities

are immedhately due and payable upon a change of control of

the Company and {b) a mandatory prepayment provision causing

the facility to be cancelled and become immediately due and

payable upon a sale of all or substantially all of the assets of

the Company and s subsidianes or upon a listing of any part

of the share capital of any member of the Company's group to

the Londan Stock Exchange PLC, the Alternative Investment

Market or any recognised investment exchange

There are no agreements between the Company and its
directars or emplayees that provide for compensation for loss |
of office ar employment that occurs because of a takeover bid

Going Concern

These financial statements are prepared on the basis that

the Group 1s a geing concern [n forming its apinion as to going
concern the Board prepares cash flow forecasts based upon

its assumptions as to trading with particular consideration to
production levels and key risks and uncertamties as summansed
on pages 25 and 26 as well as taking into account the available
borrowing facilities in line with the Treasury Policy disclosed

in the Directors Report on page 32

The key factors that have been considered in this regard are

¢ The deep mines operate with a cost base which 1s
largely fixed retative to production levels Conseguently,
unexpectedly large interruptions or prolonged reductions
1n production ¢an have a farly mmediate matenal adverse
impact on cash flow Recent performance has been
illustrative of the difficulties nherent in deep mining
operations and the impact of unpredictable geological
conditions and/or other operational 1ssues on production
volumes, and on development and salvage actwities at our
deep mines In particular, development, face installation
progress and salvage and overhaul of equipment from
prevrous faces all need to be completed i time to enable
new faces to be operational on the exhaustion of old faces,
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+ Bank funding arrangements contain in certam cases,
covenants based upon, n particular, operating profits
adjusted for property revaluations and depreciation
tnterest cover loan to property values and net asset values
Property valuations affect the loan to value covenants and
net asset values and similarly net asset values are affected
by operational performance Breach of covenants could
result in the need to pay down in part some of these loans
additional costs or a renegotiation of terms or, 1n extremus,
a reduction or withdrawal of fagilities by the banks
concerned and

« Revenues in respect of certain floating rate contracts
capped/collared contracts and uncontracted coal will vary
based upon the market price for coal which 1s expressed in
dollars and sterkng/doflar exchange rates These variables
have, over the last year proved to be velatle and therefore
there 1s a risk of unpredictability in coal revenues and
therefare cash flows

The Board notes that the matters set out above indicate the
existence of material uncertainties which may cast sigmficant
doubt over the Group's ability to continue as a going concern
Nevertheless the Board confirms its belief that it 1s appropriate
to use the going concern basis of preparation for these financial
statements These financial statements do not :nclude the
adjustments that would result if the Group or the Parent
Company were unable to continue as a going concern

Auditors and Disclosure of Information to Auditers

Each of the directors at the date of approval of this report
confirms that so far as the director is aware, there 1s no relevant
audst information (being infarmatton needed by the Company s
auditors in connection with preparing its report) of which the
Company's auditors are unaware |n addition each director
confirms that he has taken all the steps that he ought to have
taken as a director in order to make himself aware of any
relevant audit informaticn and to establish that the Company's
auditor 1s aware of that information

A resolution to reappoint PricewaterhouseCoopers LLP as
audrtors to the Company will be proposed at the Annual
General Meeting

By order of the Board

Richard Co!
Company Secretary

27 Apnl 2012




Statement of Directors’ Responsibilities

The directors are responsible for preparing the Annual Report,
the Directors’ Remuneration Report and the financial statements
in accordance with apphcable law and regulations

Company law requires the directors to prepare financral
statements for each financtal year Under that law the

directors have prepared the Group and Parent Company financial
statements in accordance wtth International Financial Reporting
Standards {'[FRSs ) as adopted by the European Umion Under
company faw the directors must not approve the financial
statements unless they are satisfied that they give a true and
fawr view of the state of affairs of the Group and the Company
and of the profit or loss of the Group far that peniod In preparing
these financial statements, the directors are required to

e Select suitable accounting policies and then apply
them consistently

¢ Make judgements and accounting estimates that are
reasonable and prudent

* State whether applicable IFRSs as adopted by the
European Union have been followed subject to any
matenal departures disclosed and explained n the
financial statements and

s Prepare the financial statements on the going concern
basis unless 1t 1s nappropnate to presume that the
Company wall continue 1n business

The directars are responsible for keeping adequate accounting
records that are sufficient to show and explain the Company s
transactigns and disclose with reasonable aceuracy ai any time
the financial position of the Company and the Group and enable
them to ensure that the financial statements and the Directors
Remuneration Report comply with the Compames Act 2006 and
as regards the Group financial statements Article 4 of the IAS
Regulation They are also respensible for safeguarding the
assets of the Company and the Group and hence for taking
reasonable sieps for the prevention and detection of fraud

and other regulanties
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The directors are responsible for the maintenance and tntegrity
of the Group's website Legislation in the United Kingdom
governing the preparation and dissemination of financial
statements may dif fer from legtstation in other junsdictions

Each of the directors whose names and functions are listed on
page 30 confirm that to the best of therr knowledge

* The Group financial statements, which have been prepared
In accordance with IFRSs as adopted by the EU, give a true
and fawr view of the assets habilities, financial position and
profit of the Group, and

* The Directors’ Report contaned in the Annual Report includes
a fair review of the development and performance of the
bustness and the position of the Group together with a
description of the principal nisks and uncertainties that
it faces
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Corporate Governance

The Group recognises the importance of and 1s committed to
tigh standards of Corporate Governance and the following
sections explamn how the Group has applied the main and
supperting principles set out in the UK Corporate Governance
Code [ Code'), 1ssued by the Financiaf Reporting Council in June
2010 a copy of which 1s publicly available at www {rc org uk/
corporate/ukcgcode ¢fm The Board confirms that the Group
has comphied with the provisions set out in the Code throughout
the year ended December 2011 save that in hight of the need to
develop the two distinct principal businesses within the Group
It has aligned the Board and management structure such that
the Managing Directors of the Miming and Property Dwisions
respectively report to the Chairman who retains overall
leadership of the Group At this time the Chairmanship

15 substantially a full-time role although 1t 1s intended that

over trme, it should reduce in commitment and revert to a
non-executive position

The Board of Directors

The Company 1s headed by a Board of Directors comprising
the Chairman, three executive directors and four non-executive
directors three of whom are determined by the Board to be
independent The Board recognises that Steven Underwood
who 15 a Director and representative of Peel Holdings, which

15 the major shareholder in the Group 1s not independent 1t

15 considered that his skills and expersence are relevant to the
business and he contributes to the realisation of the Group s
strategy

The Chairman has overall ieadership of the Company with
responsibiity for ensuring the development and implementation
of the Board s strategies and policies He 1s also responsible for
the running of the Board including, but not lemited to, ensuring
that a fixed schedule of matters is exclusively retained for the
Board s review and approval and that a framework exists to
allow the clear and ttmely dissermination of relevant information
to all directors for such review to otcur The Sentor Independent
Director 15 Peter Hickson

The Board of the Company 1s responsible for setting the Group's
objectives and policies and for the stewardshep of the Group's
resources The Board s responsible to the shareholders for

the overall management of the Group

The Board considers 1ts non-executive directors bring
Judgement, knowledge and expenence to the Board s
deliberations They have no financial or contractual interests

in the Company, other than interests in ordinary shares as
disclosed in the Directors’ Remuneration Report Non-executive
directors are offered the opportunity to attend meetings with
major shareholders and would attend them 1f requested by
major shareholders

All directors have access to the adwice and services of the
Company Secretary, who ts respensible to the Board for ensuring
that Board procedures are complied with The appointment and
removal of the Company Secretary are matters for the Board

as a whele The Board has established a procedure under which
any drector, wishing to do so in furtherance of his duties, may
take independent adwice at the Company's expense

The Group maintains an approprate level of directors” and
officers insurance in respect of legal action agamnst the
directors Further, there are indemmities between the Group
and all directors wn respect of casts and expenses suffered from
an mvestigation by a regulatory body which are not covered by
nsurance

The mierests of the directors in the shares of the Company are
shown in the Directors Remuneration Report (on page 47}

Attendance at Board Meectings

Attendance by individual directors at Board meetings
{including those convened and held as conference calls}
and at Committees during 2011 1s shown in the table below
Attendance by non-Committee members at Comnuttee
meetings 1s not included

Board Audst Remuneration Nomination Safety

Possible Actual Possible Actual Possible Actual Fossible Actual Possible Actual
JCox 13 13 - - - - 2 2 3 3
D Brocksom 1 13 - - - - - - - _
|. Clement {appointed 1512 11) 1 1 1 1 - - - - - -
K Heller {apposnted 13 4 11) 8 8 3 3 1 1 - - 3 3
P Hickson (appointed 1 711} 6 ] - - 1 i - - 2 2
0 Michaelson 13 12 - - - - - - — _
S Underwood 13 1 - - - - - - - -
G Wilhams 13 13 - - - - - ~ 3 3
M Toms [resigned 30 6 1) 7 6 2 2 3 3 - - - -
P Hazell (resigned 3112 11} 13 1 4 4 4 [ 2 2 - -
K Whiteman {resigned 31 311) 4 4 - - 1 1 - - - -




Committees

The Group s governance structure ensures that all detisions
are mace by the most appropnate people n such a way that
the decision making process 1tself does not unnecessanly delay
progress The Board has delegated specific responsibalities to
the Nomination Remuneration Audst and Safety Committees
as described below Each committee has terms of reference
that the whole Board has approved, which can be found on the
Group’s website Board and commitiee papers are circulated in
advance of each meeting so that all directars are fully briefed
Papers are supplemented by reports and presentaticns to ensure
that Board members are supphed in a tmely manner with the
information they need

Nomination Committee

The Nomination Commuttee leads the process for Board
appointments by making recommendations to the Board
abovt ftling Board vacancies and appointing additional
persons to the Board The Committee also considers and
makes recommendations to the Board on its composition
balance and membership and on the re appointment by
shareholders of any director under the retrement by rotation
provisions in the Company’s Articles of Association

The Comrmutiee s members are the mdependent non executive
directors and the Chairman  Although the Chairman 1s also
Chairman of the Committee he will not char the Committee
when 1t deals with the appointment of a successor to the
chairmanship The Nommation Committee evaluates the
balance of skills knowledge and experience on the Board and
in the light of this evaluation prepares a description of the
roles and capatilities required for a particular appointment

During the year the Committee engaged the services of

external search consultants to assist with the recruitment of
Peter Hickson, Keith Heller and Lisa Clement as independent
non-executive directors In addrtion, external search consultants
were used to recruit sensor managers for both the Mining and
Property Divistons

The Board mtially appoints all new directors, having first
considered recommendations made to it by the Nomenation
Committee Following such appeintment the director 1s required
to retire and seek re-appointment at the next Annual General
Meeting There 1s a process of rotation which ensures that
approximately one third of all directors are required to retire
and seek re-appomtment at each Annual General Meeting

The Nomination Committee considers succession planning for
appointments to the Board and to senior management positions
50 as to maintain an appropriate balance of skills and expernence
both on the Board and in the Company

Remuneration Committee
The composition and work of the Remuneration Commuttee are
described in the Directors’ Remuneration Report
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Audit Committee and Auditars
The Audit Committee compnises Lisa Clement {Chair) and
Keith Heller

Peter Hazell who retired from the Board on 31 December 2011
was Chairman throughout the pentod and Messrs Whiteman and
Toms were both members of the Committee untit they resigned
as drectors {on 31 March 2011 and 30 June 2011 respectively)

The Board 1s satisfied that Lisa Clement has recent and relevant
financial experience and that all members of the Committeg are
independent non executive directors The Chairman, Finance
Director and the external auditors are mvited to attend
meetings The munutes of meetings of the Committee are
circulated to all directors The Committee meets at least four
times a year to review the Group's accounting and financtal
reporting practices, the work of internzl and external auditors
and comphance with polictes procedures and apphcable
legislation The Audit Committee also reviews the half year
and annual financyal statements before submissian to the Board
and periodically reviews the scope, remit and effectiveness of
internal audit provision and the effectiveness of the Group s
internal control systems It also reviews whistle-blowing
arrangements by which employees of the Group may, in
confidence raise concerns about possible financial or ether
improprieties The terms cf reference of the Audit Committee
are available to shareholders on request and are alsc available
on the Group's wehsite

The auditors throughout 2011 have been
PricewaterhouseCoopers LLP

Fees to PricewaterhouseCoopers LLP

201 2010

£000 £000

Audit Fees 319 305
Other audit related fees 62 130
Tax comphance and advice services 1 -
462 435

The Board recogrises the importance of safeguarding auditor
objectivity and has taken the following steps to ensure that
auditor independence 1s not compromised

+ The Audit Committee reviews the audit appaintment
penodically

» [t1s Group policy that the external auditors will not, as
a general rule provide consulting services to the Group
The external auditors provide audit-related services such
as regulatory and statutory reporting as well as formalities
relating o shareholder and other tirculars,
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e The external auditors may undertake due diligence reviews
and provide assistance on tax matters given therr knowledge
of the Group s businesses Such prowviston will, however,
be assessed on a case by case basis so that the best
placed adviser is retamed The Audit Committee monitors
the application of the policy in this regard and keeps the
policy under review,

« The Audit Committee reviews on a regular basis all fees
pawd for audit and all other fees with a view to assessing
reasonableness of fees, value of delivery, and any
independent 1ssues that may have ansen or may
potentially arise in the future and

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

Safety Committee

The Board has a Safety Committee to assist it 1n ensuning that
the Group complies wath 1ts health and safety obligations and
to review and recommend to the Board strategic options that
may enhance the policies, standards and processes that
operate within the Group The Committee comprises Keith Heller
{Chairman}, Peter Hickson, Jonson Cox and Gareth Whlliams and
meetings are attended by all relevant senior managers Kewvin
Whitemnan was Chairman of the Committee up to hts retirement
from the Board on 31 March 2011 Stuart Hoult, Safety Director,
has a direct reporting line to the Committee

Other Meetings

In accordance with best practice, the Chawman has frequent
meetings with the non-executive directors without the
executive directors being present

A meeting of the non-executive directors chaired by the Senior
Independent Director {without the Chairman}, takes place at
{east annually to appraise the Chairman s performance

Directors’ Development

All directors receive induction on jomning the Group and access
to further training 18 made available The Group prowides the
necessary internal and external resources to enable directors
to develop and update their knowledge and capabilities

Performance Evaluation

The performance of the Board and 1ts committees is considered
and reviewed by the Board throughout the financral year with
matiers requiring attention identified and addressed The
Chairman’s performance 1s reviewed by the non-executive
directors {ed by the Semor Independent Cirector, after
consultation with the executive directors The Chairman

holds responsibility for the appraisal of the performance of the
non-executive directors together with responsibility to conduct
a performance evaluation of executive directors and members
of the Executive Management Committee

Executive Management Committee

The Executive Management Committee was established to
manage and co-ordinate all strategic and key operational 1ssues
It comprises the Chairman, Finance Director, Managing Director
— Mining and Managing Director — Property with attendance
by the Company Secretary, Chief Operating Officer-Recovery
Programme {an interim appotntment), HR Director and Director
of Communications

There are in addition two separate executive teams responsible
for the Mining and Property Divistons under the leadership of
Gareth Williams and Owen Michaelson respectively

Directors Canflict of Interest Procedures

A director has a duty under the Compantes Act 2006 to avoid a
situation in which he has or can have a direct or indirect interest
that conflicts or possibly may conflict with the interests of the
Company This duty 13 in addition to the existing duty that a
director gwes to the Company to disclose to the Board any
transaction or arrangement under cansideration by the Company
The Company s Articles of Association allow the directors to
authorise conflicts and potentral conflicts The Board has a
procedure when deciding whether to authorise a conflict or
potential conflict of interest Fustly only independent directors
{1 e only those that have no interest in the matter under
consideration} will be able to take the relevant deciston
Secondly, sn taking the decision the directors must act in a way
they cansider in good faith will be most likely to promote the
Company's success In addition, the directors will be able to
impose imits or conditions when giving authonsation if they
think this 1s appropriate

Refations with Shareholders

The Group maintains on-going dialogue with major shareholders
through regular presentations and meetings to outhne the
Group s trading environment and objectives and also offers
them the epportunity to meet non-executive directors The
Senior Independent Director 15 available to all shareholders
Private investors are encouraged to attend the Annual General
Meeting where they have the opporturity (o question the Board

Substantial Shareholdings n the Company
The directors have been notified of the following substantial
shareholdings as at 27 Apnlt 2012

% of

MNumber 1ssued

of share

Company shares capital
Goodweather Holdings Ltd* B7054 470 2909
UBS Investment Bank 75512154 852
Pelham Capital 22 376 560 748

*Member of Peel Hotdings




Powers of Directors to Allot Shares

At the 2011 Annual General Meeting of the Company held on

9 June 2011, the directors were authonsed 1o allot new shares
up to an aggregate nominal amount of £997,660 In accordance
with the latest institutional guidelines pubhished by the
Association of Bitish Insurers, a resolution to seek authority to
allot new shares up to an aggregate nominal value of £1 995 320
will be proposed at the next Annual General Meeting {full details
are available in the 2012 Notice of Annual General Meeting)

Purchase of Own Shares

At the 2011 Annual General Meetmg of the Company,
shareholders gave the Campany permission until the conclusion
of the next Annual General Meeting of the Company to purchase
up to 29,929,815 ordimnary shares of 1 pence each of the Company
No such purchases were made during the year The directors will
seek renewal of a similar authonity at the next Annual General
Meeting {full details are available in the 2012 Notice of Annual
General Meeting)

Internal Contrel Risk Assessment

There 1s an ongoing process for identifying evaluating and
managing the significant risks of the Group, and this process
has been in place throughout the year under review An updated
strategic risk assessment of the Group's nsks and effectiveness
of internal controls was reviewed on 27 March 2012, 1t was
concluded that there were no strategic nsks that had nat been
considered nor any sigmificant weaknesses in internal controls
that had not been identified

The updated assessment supplements ongong dialogue
between the Board and the directars and managers respensible
for momtoring nisks at an operational level During the year the
Board received internal audit reports and reviews by the Health
& Safety Management department These reports identified
areas of nsk exposure recommendations made and actions
implemented They also highlighted new areas of legislation that
will impact on the nisk profite of the Group, and provided positive
assurance that procedures are warking and assisting in the
attanment of business objectives Operational and financial 115k
management 15 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 - Detarled mining production and development
plans are agreed on an annual basis and updated each month
Operattonal Review meetings are held with senior management
to discuss performance against plan and to decrde and
implement any actions required There are Group-wide and locat
procedures against which comphance 18 momtored Detailed
operational plans are agreed annually for Harworth Estates with
these reviewed on a manthly basis at a formal dvisional Board
meeting attended by alf divisional directors and members of the
Executive Management Committee
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Health & Safety - Full details of the health and safety policies
and practices of the Group are set out in the Corporate Social
Responsibihty section

Envirenmental Management — Full details of the
environmental policies and practices of the Group are set
out in the Corporate Social Responsibrlity secticn

Financial {\which assist in the financial reporting and
consohdation of the Group s financial statementis) - these
controls are considered under the following headings

* (ost budgeting
The annual budget setting process includes a detailed
review of each business unit and final budgets are approved
by the Board Costs and performance are monrtored on a
monthly basis against budgets Monthly Operational Review
meetings are held with senior management to discuss
financial 1ssues

e Jrmasury
The terms of reference for the Treasury department are
appraved and kept under review by the Board The Treasury
department is responsible for placing depesits for arranging
borrowings and for making payments These transactions
are subject to director or senior management authonsation

* nsurance nsk
The Group holds insurance cover for ail employer hability
and public hability claims, which s 1ssued by tts captive
insurance company, and which limrts the Group s exposure
to £250,000 per claim All claims are subject to expert
assessment and challenge and where appropniate
independent medical and legal opinion

e (Capual expenditure
Board approval of all major capita! projects 1s required
Smaller capital projects are approved in accordance with
the Group's delegated authorities

Assurance Procedures

In 2011, assurance was provided by an in-house team of Internal
Auditors during the first half of the year and external specialists
wha undertook specific reviews in the second half of the year
Assurance was further provided by in-house Health & Safety
Auditors and Environmentat Auditors This resource was
supplemented by the HM Inspectorate of Mines (Health &
Safety} and other Health & Safety Commission personnel, tegal
advisors and professtonal claims handlers {Insurance and Claims
Managemenit] and external environmental consultants
{Environmental Management}

Reports were prepared and summansed at management level
for reporting to the Board as erther standing or intermittent
agendaitems The Audit Committee reviewed internal audit
reports and corporate governance matters The Group has
recently appointed a Head of Internal Audit who will manage
all external resources and lead a strengthened In-house team
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Going Concern

As set out more fully in the Directors Report and note 1, the
directors have formed the conclusian that the Company and
Group have adequate resources to continue in ogerational
existence for the foreseeable future The financial statements
have, therefore, been prepared on the going concern basis

Annupal General Meeting

The Board encourages shareholders to exercise their right

to vote at the Annual General Meeting The notice calling the
meeting and related papers are sent to shareholders at least

20 working days before the meetwg and separate resolutions
are proposed on each substantally separate 1ssue

Shareholders are encouraged to participate through a

question and answer session and indwdual directors or where
appropriate, the Chairman of the relevant commitiee, respond
to those questions directly Shareholders have the opportunity
to talk informally to the directors before and after the formal
proceedings




Directors’ Remuneration Report

*Denotes auditable efements of the Remuneration Report

Context

Thrs report 1s set in the context of the Recovery Plan for

UK Coal of which the principal objective 1s to restructure the
Group to provide a stable platform for the Group's mining and
property businesses This 1215 believed, will provide greatest
value for all stakeholders In addressing remuneration issues
the Remuneration Committee has acted to incentivise key
executives to meet aperational targets and deliver the
restructuring plan thereby aligning executive reward to

the challenges facing the Group

Introduction

This report has been prepared in accordance with the
requirements of the Large and Medium-sized Companies and
Groups {Accounts and Reports) Regulations 2008 The report
also meets the relevant requirements of the Listing Rules and
has complied with the prowisions set out in The UK Corporate
Governance Code relating to remuneration matters

Remuneration Committee

Responsibility for reviewing Group remuneration strategy

and policy recemmending any changes and approving
indmvidual remuneration packages for the Chairman

Executive Directors and other senior executives rests with the
Remuneration Committee {the ‘Committee’) The Committee
cansists of independent Non-Executive Directors and meets
on at least two occastons each year

The members of the Committee are

* Peter Hickson (Comrmittee Chairman from 1 July 2011), and

* Lisa Clement {with effect from 15 December 2011}

Mike Toms was Committee Chawrman until his retirernent

from the Board on 30 June 2011 and Peter Hazell and Kevin
Whiteman were both members of the Commitiee until they
resigned as Directors {on 31 December 2011 and 31 March 2011
respectively)

The Committee may seek any information 1t requires from
any employee or director, and all employees and directors
are required to co-operate with any request made by the
Committee Richard Cole {Coempany Secretary) provided
mformation to the Committee during the year

The Committee also meets without management and exercises
its judgement using publcally available information During the
year Mr Toms received information and tndependent executive
remuneration advice from specialist remuneration consultants
New Bridge Street a trading name of Aon Corporation who
were apponted by the Committee Executive Directors do not
participate in discusstans relating to their own remuneration
The Commitiee haises with the Audit Committee where
apprapriate, this includes confirmation of the Group's financial
performance to assist in determining whether performance
targets and measures have been achieved and to ensure that
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the structure for the incentive arrangements throughout the
Group are appropriate from a nisk perspective It also haises
with the Safety Commuttee in respect of the safety element
of the annual bonus scheme

The Committee has terms of reference, approved by the Board
which are available from the Company Secretary and wvia the
Group's website

Remuneration Policy

The policy for the current and future periods for the
remuneration and incentivisation of Executive Directors
and other senior executives is as follows

* To ensure that individual rewards and incentives are
ahgned with the performance of the Company and
interests of shareholders

* Toensure that performance-related elements of
remuneration constitute a srgnificant proportion of an
executive s remuneration package and

* To mamntain a competitive remuneration package which
enables the Company io attract retain and motivate
high calibre executives

The Committee reviews executive remuneration and tmplements

incentive arrangements to support the objective of rewarding
those ndividuals who deliver shareholder value In developing
these arrangements the Committee and its adwisers consider
current best and market practice The Committee will review
remuneration arrangements after the restructening plan has
been finalised to ensure that they remaim appropriate Potential
major changes will be discussed with major shareholders prior
to adoption

Executive Director remuneration {excluding the Chairman)
comprises a base salary, an annual performance bonus
participation in a long term incentive plan or arrangement

a car or car allowance plus fuel card, pension contributions to a

L}l

defined contnibution pension scheme or a pension aflowance life
assurance and health insurance Gareth Williams for 2011 only,

paruicipates in a deferred share based annual bonus scheme
Bonus payments and benefits i kind are not pensionabie An
appropnate balance 1s mamtained between fixed remuneration
and performance related remuneration

Jonson Cox, Chairman recerves, in place of the existing
annual bonus and long-term incentive arrangements, bespoke
share based awards, which were awarded in February 2011 to
reflect the nature of the role and the strategic and operational
challenges presented by the Company over the three years
following his appointment

The fallowing paragraphs explain the operation of the man
constituents of the remuneration poticy
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Base Salanies

Executive Direciors’ salanes are normally reviewed by the
Remuneration Committee on an annval basis In determining
salary levels for executives the Committee has principally had
regard to external comparatars for roles of equivalent size and
complexity and, for Mr Brocksom specsfically the number of
years without an increase Following a review of executive
salary levels, Messrs Brocksom's, Williams and Michaelson s
base salaries have been increased from £234 675 to £242 B89
£230 000 to £240 350 and from £230 000 to £236 900
respectively weth effect from 1 January 2012

Annual Bonus for Executive Directors

With the exception of the Chairman, Executive Directors
participate in an annual bonus arrangement The Committee
sets both the performance measures and targets based on the
Group’s business priorities These targets ensure that incentives
are payable only for demonstrably superior Group and inditdual
performance The annual bonus provided in 201t an incentive
opportunity in the range of 0% to 75% of base salary for
Executive Directors

The Committee has reviewed executive performance in

2011 against the Group perfarmance targets related to safety,
preduction cashflow profit before tax operating costs and
property sales, eath executive s personal targets and for

Mr Michaelsen only specific property related performance
targets In light of achievement against these targets and
sigmficant leadership and contribution in an extremely
challenging environment the Committee has awarded the
following bonuses Dawid Brocksom has been awarded
abonus of £114 404 (2010 £70 000) Gareth Willlams

£106 375(2010 £113 677} and Owen Michaelson £144 900
{2010 £25000} The bonus for the penad represents 48 75%
of annual basic pay for David Brocksom 46 25% for Gareth
Willhiams and 63% for Owen Michag!son

In light of the announcement made on 14 March 2012 to
restructere the Group, these bonuses will not become payable
untif the suf ficient short-term recavery of the mining business
and the proposals for restructuring have been fully developed
and tabled wath key stakeholders The Company has taken a
similar approach with ali bonuses for 2011 across the
management teams

As disclosed in last year’s Remuneration Report, Gareth
Willlams annual bonus epportunity {for 2011 only) has been
supplemented with a deferred bonus arrangement, whereby

a maximurn of 500,000 shares in the Company would be
awarded at the end of the 2011 financial year based on the
achievement of operational targets for 2011 the award (which
1s not pensionablel will vest, subject generally to continued
employment on 31 December 2013 The Committee has decided
that it s appropriate to defer consideration of these operational
measures until the proposed restructuring has been completed

The delayed consideration of operational measures applicable
to the deferred bonus arrangement will not impact the maximum
nurmber of shares that may be granted under Mr Wilkams

award or the vesting date of the award once the number

of shares under award has been determned

The Commuttee 15 satisfied that this amendment to the terms

of MrWilliams' award 15 appropriate in light of the challenges
presented by the Company's curreni position, and that the
amended terms are an appropriaie means of incentrvising

and retaiming Mr Wiliams Once granted the number of shares
under the award may be adjusted in the event of any vanation of
share capital or spectal dvidend the award cannot be transferied
or charged by Mr Whlliams, the award cannot be amended

to the advantage of Mr Williams except in respect of minor '
amendments to henefit the admimistration of the award, to

take account of changes 1n legislation or to obtam or maintain

favourable tax, exchange control or regulatory treatment The

amended arrangement s entered into pursuant to the authorty

contained in Listing Rule S 4 2R{2)

A resolution was passed by shareholders at the 2011 Annual
General Meeting to satisfy the award through the 1ssue of
new, rather than existing shares

The Committee has agreed one-off bonus arrangements for
2012 which replace the normal potential awards only in respect
of Messrs Williams, Michaelson and Brocksom Messrs Wilhams
and Michaelson have the opportunity to receive an enhanced
bonus of up to 150% of hase salary 1n the event of the
restructuring plan announced on 14 March 2012 being
suecessfully implemented The first half of this bonus (of

up to 75% of salary}will be payable at the end of 2012 for
achievement of specific targets to improve the operational and
financial performance of the business together with achieving
key personal targets The second half of the bonus {of up to
75% of salary) will be paid on successful implementation of the
restructuring plan during 2012 but will be deferred until the end
of 2013 and shall be conditional upon the continued employment
of Messrs Williams and Michaelson Mr Brocksom shall, for
2012 have the opporturity to receive an enhanced bonus of up
to 100% of s base salary subject to successful implementation
of the restructunng plan and successful management of the
Graup’s financial position together with a one-gif bonus
equivelent in value to a maximum of 250,000 shares which 1s
dependant on the achievement of personal performance targets
for the 2012 financral year

Chairman

Mr Cox Chairman 1s paid a base salary of £350,000 per annum
on the basis he provided four days per weekn 201) this
requirement falls to three days per week in 2012 In the hight of
the time Mr Cox has been providing and 1s expetted to provide,
in 212 the Committee has agreed to supplement Mr Cox s base
salary by £120 000 for this year only However this will not be
paid unul the sufficient short-term recovery of the mining




business and the proposals for restructuring have been fully
developed and tabled with key stakeholders

In connection with the Chairman's appointment and instead of
his partieipation in the annual bonus and long term mcentive
plan share based awards were designed to reflect the specific
challenges of the role

On 4 February 2011 and in connection with his appointment,
Mr Cox was granted the following awards pursuant to the
authonty contained in Listing Rule 9 4 2R(2)

* Along Term Award to acquire up to 2,800,000 ordinary
1 pence shares which will normally vest on 15 November
2013 (bewng the third anmiversary of Mr Cox's appointment)
subject to continued employment and satisfaction of
performance criteria related to the turnaround and recovery
of the Company The Committee has recently determined
thai the condition for the vesting of these shares should
be the substantive completion of the three year Recovery
Plan which commenced on the appointment of Mr Cax in
November 2010 The Committee amended the conditions
applhicable to the Long Term Award in light of the Company s
current financial position which has made the original
targets relating to de-geaning and the Company's equity
value inappropriate In hght of current business conditions
the Committee 1s satisfied that the amended performance
condition apphcable to the Long Term Award 1s no less
challenging than the original targets

* The Commuttee has the discretion to scale back the award
if 1t 15 not satisfied that there has been an improvement in
the underlying financsal performance of the Company having
regard to cash flow profit net assetvalue dividend and
gearing Mr Cox will be entitled to the value of any dividends
paid between the grant and the vesting dates

+ An Annual Award over 1,520,000 shares which was to
nagrmally vest an an annual basis 1n three equal tranches
subject to Mr Cox’s continued employment and progress
against the achievement of strategic key performance
indicators over the three year period These required
the stabilisation of the mining business, delwery of short,
medium and long-term value in the property bustness
creation of appropriate levels of financial headroom,
achievement of financial stability with a de-leveraged
balance sheet and development of a long-term strategy
In addition there is a requirement to provide effective
leadershap to the Board and to develop a Chief Executive
to enable the reverston to a conventional governance
structure The Commuttee has decided that in hght of
the strategic importance of the Recovery Plan these key
perfermance sadicators should be primanly assessed agamst
the achievement of the Recovery Plan, and therefore the
condition for the vesiing of these shares shou!d be the same
as the Long Term Award shares Progress will be assessed
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by the Committee annually and the Commitiee will continue
to review the appropniate strategic key performance
indrcators applicable to Mr Cox s Annual Award

* Following Mr Cox s proposal that 1n light of the Company’s
Strategic Recovery Plan being over a three year period 1t
would be more appropriate to measure progress towards
achievement of the key performance cntenia over the plan's
full three year period, the Committee amended the terms
of the plan so that vesting would be at the end of the three
yearpenod It has, however, reviewed Mr Cox's progress
against the targets and concluded that n respect of the first
year of the three periods, he was on track to meet the key
performance indicators in fuil

To the extent the awards vest awards may be satisfied with
either existing shares {other than treasury shares) or, following
shareholder approval at the 2011 Annual General Meeting
through new issue, rather than existing shares

Long Term Incentive Plan (‘2010 LTIP*)

Under the 2010 LTIP an annual award of up to 100% of base
salary 1s conditionally allocated to each Executive Director
{excluding the Charman) Messrs Wilkams Brocksorn and
Michaelson were granted awards of 100% of salary in 201

These shares are released to the Executive three years from
the date of grant of award centingent upon predetermned
performance targets being met The performance conditions for
awards in 2011 are based on a companson of the Company s
Total Shareholder Return { TSR ) aganst the constituents of
the FTSE afl share index excluding financial and investment
companies over a three year period commencing at the
begmning of the 2011 financial year Twenty five per cent

of the award will vestif TSR 1s ranked at the median of the
comparator group rising on a strarght-line basis to full vesting
1f the Company's TSR 15 ranked at or above the upper quartile
In addition the Company s absolute TSR has to be positive over
the three year performance perted and the Committee must

be sausfied that there has been an underlying mprovement

in the Cornpany s financial performance

Awards may be satisfied with newly 1ssued shares or existing
shares

In hght of the plan ta restructure the Group 1t 1s not expected
that any further awards will be granted and that foflowing
completien of the restructuring plan long-term incentives for
executives will be reviewed and an apprapriate incentivisation
structure put into place

Share Usage

The 2010 LTIP contains limits which controt the 1ssuance of

new shares to satisfy share awards This lmit restricts the 1ssue
of new shares to an amount equivalent to no more than 5% of
1ssued share capital over any ten year period As at 31 December
2011 the level of 1ssuance of new shares was at 0 4% of the
current 1ssued share capital
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Shareholding Guideline

An executive shareholding guideline applies for Executive Directors and other selected senior executives To the exient awards
vest under the 2010 LTIP the Directers will be required to retain no less than 50% of the net of tax value of the shares until a holding
equivalent to 100% of salary 15 attained {50% of salary for other senior executives) This same guideline apphies to the Chairman
respect of any shares that vest under his bespoke arrangements

Performance Graph

Total Shareholder Return

Value (£}
120

a0 ol

m N

g
Dec 2006 Dec 2007 Dec 2008 Doc 2009 Dec 2010 Dec 2011

= UK Coal = = FTSE SmaliCap [ex Investmens Trusts)

Source Thamson Reuters

The above graph displays the values by the end of 2011 of £100 invested in the Company on 31 December 2006 compared with the
value of £100 nvested in the FTSE Small Cap Index {excluding investment trusts) The other points are the values at intervenmng
financial year ends

Other Terms and Conditions of Service

The Executive Diectors’ service contracts intluding arrangements for early termimation are considered carefully by the Committee
and are designed to recruit, retam and motivate Executive Directors of the quahity required to manage the Group The Commuttee
considers that a notice period of no more than one year 1s appropriate It is the Company s policy not to enter into service contracts
that provide wnitten notice of more than one year

In respect of Jonson Cox, employment will continue until terminated by the Company giving not less than twelve months written
notice or by Mr Cox giving the Company not less than six months wntten notice David Brocksom’s, Gareth Williams and Qwen
Michaelson's contracts shall contnue until either they or the Company terminate it by not less than 12 months’ notice in writing

When calculating termination payments, the Committae takes into account a vanety of factors including individual and Group
performance, the obligation of the Executive Drrector to mitigate his awn loss {for example by gaining new empleyment) and the
best interests of the Group Should the Company terminate the contract of an Executive Dhrector, compensation for loss of office
15 limited to the amounts payable under these notice penods There ara no special prowsions for payments on a change of conirol

Non-Executive Directors

The Board aims to recrust Non-Executive Directors of a hugh calibre with broad commercial and other relevant experience
Non-Executive Directors are appointed for an 1mtial three year period The terms of their engagement are set out in a letter of
appointment The inrial appointment and any subseguent re-appomtment 1s subject to election or re-election by shareholders at
the Annua! General Meeting The letters of appomntment contain three months’ notice periods wath the exception of Peter Hickson
Senior Independent Director, whose appointment s subject to six months’ notice
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Compensation for loss of office 1s imited to the amounts payable under these notice periods The Board considers these notice

periods appropriate given the skills and expertise of the Directors

To reflect the role fulfilled by Peter Hicksan as Senior Independent Non-Executive Director in a business where the Chairman has
a part-executive role he 1s paid a fee of £65,000 per annum, this includes his responsibilities as Chawrman of the Remuneration
Committee Other Non-Executive Directors are paid a basic fee of £40 000 per annum with an additienal fee of £6,000 per annum

payable for charing a committee

Non-Executive Directors are not eligible to participaie in any of the Company's share schemes, incentive schemes or pension

schemes

Directors’ Service Contracts and Letters of Appointment

Unexpired
term
{as at
Contract December Notice
date 2011) peniod
Chairman
Jonson Cox 151110 Ralling 1 year i year
Executive Directors
David Brocksom 4907 Rolling 1 year 1 year
Owen Michaelson 0740 Rolling i year i year
Gareth Wilhams 165210 Rolling 1 year 1 year
Non-Executive Directors
Peter Hickson 3061 2 years 6 months B months
Lisa Clement 29711 2 years 11 months 3 months
Keith Heller 19410 2 years 3 months 3 months
Steven Underwood 27710 1year 7 menths.. 3 months

There are no habilittes 1n respect of directors’ service contracts that require disclosure Copies of directors’ service contracts and
agreements are avallable to shareholders for mspection at the Company s reqistered office by application to the Company Secretary

Directors’ Emoluments for the Year Ended December 2011*

Annuat Benefits Total Total
Salary/fees Allowances bonus n kind® 2011 2010
£000 £000 £000 £000 £000 £000
Chairman
Jonson Cox’ 350 20 - L] m 49
Executive Directors
David Brocksam? 235 10 14 8 367 32
Owen Michaelson? 230 i0 145 3 388 148
Gareth Williams? 230 10 106 5 k3] 422
Non-Executive Directors
Peter Hickson (appointed 1 711) 33 - - - 3 -
Lisa Clement (appointed 151211} 2 - - _ 2 _
Keith Hetler! {appainted 19 4 11} 32 - - - n -
Steven Underwood® 13 - - - 13 -
Peter Hazell [resigned 31 12 11) 46 - - - % 45
Mike Toms {resigned 306 11) 23 - - - n 45
Kevin Whiteman {resigned 31 3 11} 1l - - - LA 46

1 Jonson Cox receives a car allowance of £20 000 per annum which 1s included in aflowances above

?Dawid Brocksom Owen Michaelson and Gareth Williams each recerve a car allowance of £ 10 000 par annum which 1s included s allowances above

IBensefits in kind comprise car benefits hife assurance and health insurance
* Fees in respect of the services prowided by Kesth Hetler are paid to S/Dolo Inc

*Fees payable for the sernces prowided by Steven Underwood commenced wath effect from 1 September 2011 and are paid to Peet Management Limited
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Pension Contributicns®

The Chairman and Executive Directors are entitled to receve an annual pension contnibution at the rate of 30% of base salary
During the year Owen Michaglson was a member of the UK Coal money purchase pension scheme The money purchase scheme
does not provide additional post retirement benefits {including contingent death benefits} Pension contessbutions on behalf of
executive directors were as follows

Penston Pensions
contributions contributions
20m 20i0
£000 £000
Jonson Cox! 14 5
Dawid Brocksom? 10 70
Owen Michaelson [2:] 29
Gareth Willams' 80
3z 164
! This was paud as an allowance
20f this £67 601 was paid ta Mr Brocksom § personal arrangements and £2 802 as an allowance
Long Term Incentive Plan®
Interest Interest
Interest awarded lapsed Interest
at Dec during during at Dec
200 the year' the year 2011
End of
No of No of No of No of Veosting performance
shares shares shares shares date period
Dawvid Brocksom
Executive LTIP 20092 133734 - 133734 - 5512 Dec 2011
Executive LFIP 20102 586 687 - - 586 687 26813 Dec2012
Executive LTIP 20112 - 680217 - 680,217 20414 Dec 2013
Total 7041 680,217 113,74 1,266,904
Owen Michaelson
Executive LTIP 2010° 575000 - - 575,000 26813 Dec 2012
Exegyiive LTIP 2011' 2 - 666,665 = 666 665 20414 Dec2013
Total 575,000 666,665 - 1,241,665
Gareth Wellizams
Executive LTIP 2010° 575000 - - 575000 26813 Dec 2012
Executive LTIP 20114 - 666 665 - 666 665 20414 Dec 2013
Total 575,000 666,665 - 1,241,665

' The share prica at the date of the awards for Massrs Brocksom Michaelson and Williams on 20 Aprit 2011 was 34 5 pence

? The performance conditions for the 2009 awards required absolute TSA growth between 75% and 150% for between 30% and 100% of 20 award to vest
{with straight line vesting between thase points} Inaddition the Campany was required to achieve EPS growth of a1 least RPI + 3% over the performance
pertod The performance targets were not achieved and therefore the 2009 awards have lapsed in full

3 The performance conditions for 2010 and 2011 awards require relatve TSR performance against the FTSE all share index excluding financral and investment
companies over a three year period commencing at the beginming of the 2010 and 2011 financial years respectively Twenty five per cent of the award will
vestf T5R 1s ranked at the median of the comparator group nsing on a straight ine basts to full vesting 1f the Company s TSR ts ranked at ar above the upper
guartile In addition the Company s absolute TSR has to be positive over the three year performance period and the Commitiee most be satisfied that there
has been an underlying improvement en the Compasny s financral performance
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Jonson Cox — Share Awards”

Interest
awarded
Interest at during Interest at Performance
Dec 2010 the year' Dec 2011 Vesting date pertod
Iyearste
Annual Award? - 1520000 1,520,000 151113 15112013
3yearsto
Long Term Award? - 2 800000 2,800,000 151113 15112013

1 The share price at the date of the awards on 4 February 2011 was 455 pence
13 The performance conditions are set out on page 43

Directors’ Interests in Ordinary Shares*
The directors beneficial interests in ordinary shares of the Company and 1ts subsicharies at the end of the financial year were as set
out below None of the directors had an nterest in shares of the Company's subsidianes during the year

Beneficial Beneficial

nterest in Interest in

ordinary ordinary

shares at shares at

Dec 2011 Dec 2010

No of shares No of shares

Jonsan Cox 196,545 100 00D
Dawid Brocksom 47,090 28675
Owen Michaelson 75,000 52 386
Gareth Williams - -
Peter Hickson - -
Lisa Clement - -
Keith Heller 525,000 -
Steven Underwood 31,369 1652

There have been no changes i Directors” interests in shares between the end of the year and 27 April 2012

The market value of the Company’s shares during the year ranged from 28 5 pence to 55 25 pence The market value on
31 December 2011 was 28 5 pence

External Appointments

The Remuneration Cormmuttee recogmses the importance of allowing Executive Directors to take Non-Executive Director roles
elsewhere Mr Cox s business interests include a Non-Exetutive Directarstip of Wincanton PLC for which he received [and retained)
fees of £49 173 n201% Mr Michaelson holds a Non-Executive Directorship within the Peel Group and the Peel Group has confirmed
that he receives no remuneration nor participates in any form of incentive arrangement which might benefit him currently or at any
future time from his involvement with the Peel Group

This report has been approved by the Board for submission to shareholders at the 2012 Annual General Meeting, and signed on

behalf of the Board by Peter Hickson

By order of the Board

Peter Hickson
Chairman Remuneration Commitiee

27 Apnil 2012
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We have audited the Group and Parent Company financial
statements {the financial statements }of UK Coal PLC for

the year ended 31 December 2011 which compnise the
Consghdated Income Statement, the Consolidated Statement
of Comprehensive Income the Group and Company Balance
Sheet the Group and Company Statement of Cash Flows,

the Consolidated and Company Statement of Changes in
Shareholders Equity and related notes The financial reporting
framework that has been applied mn their preparation 1s applicable
law and International Financral Reporting Standards { IFRSs'}
as adopted by the European Urwon and as regards the Parent
Company financial statements, as appled in accordance with
the Campames Act 2006

Respective Responsibihities of Directors and Auditors

As explained more fully in the Directors Responsibilities
Statement on page 35, the directors are respensible for the
preparation of the Group financial statements and for betng
satisfied that they give a true and fair view Our responsibility

I$ to audit and express an opimon on the Group financial
statements n accardance with apphcable law and International
Standards on Auditing {UK and Ireland} Those standards require
us to comply with the Auditing Practices Board s Ethrcal
Standards for Auditors

This report, mcluding the opimons, has been prepared for
and gnly for the Company s members as a body in accordance
with Chapter 3 of Part 16 of the Companies Act 2006 and for
no other purpose We do not, in giving these opimions, accept
or assume responsibility for any other purpose or to any other
person to whom this report 1s shown or into whose hands 1t
may come save where expressly agreed by our prior consent
In writing

Scope of the Audit of the Financial Statements

An audit nvelves obtaiming evidence about the amounts

and disclosures m the financsal statements sufficient o give
reasonable assurance that the financial statements are free
from material msstatement, whether caused by fraud or
error This includes an assessment of whether the accounting
policies are appropriate to the Group's and Parent Company s
ciwcumstances and have been consistently apphied and
atdequately disclosed, the reasanableness of stgmificant
accounting estimates made by the directors, and the overall
presentation of the financial statements In addition we
read all the financial and non-financial information in the

Independent Auditors’ Report to the Members of UK Coal PLC

Annual Report and Accounts 2011 to identify matenal
inconsistencies with the audited financial statements | we
become aware of any apparent material misstatements or
inconsistencies we constder the implications for our report

Opinton on Financial Statements
In our opinton

+ thefinancial statements give a true and farr view of the
state of the Group’s and of the Parent Company's affaurs as
at 31 December 2011 and of the Group's profit and Group's
and Parent Company s cash flows for the year then ended,

+ the Group financial statements have been properly prepared
n accordance with IFRSs as adopted by the European Union

* the Parent Company financial statements have been
properly prepared in accordance with IFRSs as adopted by
the European Union and as apphied in accordance wath the
provision of the Compantes Act 2006 and

e the financial statements have been prepared in accordance
with the requirements of the Companies Act 2006 and
as regards the Group financial statements, Article 4 of the
|AS Regulation

Emphasis of Matter — Going Concern

In farming our opinion or the financial statements, which 1s not
modified, we have considered the adequacy of the disclosures
given nnote 1 to the financial statements concerning the
ability of the Group and Parent Company to continue as a
going concern We note that the matters set out in note 1

to the financial statements indicate the existence of materal
uncertainties which may cast significant douht over the
ability of the Group and the Parent Company to continue as
againg concern The financial statements do not include the
adjustments that would result 1f the Group or the Parent
Company were unable to continue as a going cencern

Opinton on Other Matters Prescribed by the
Companies Act 2006
In our opinion

« the information given in the Directars Report for the
financial year for which the financial statements are
prepared 15 consistent with the financial statements, and

« the infermation given in the Corporate Governance
Statement with respect to internal control and risk
management systems and about share capital structures
15 conststent with the financial statements




Matters on Which We Are Required to Report
by Exception
We have nothing to report in respect of the following

Under the Compames Act 2006 we are required to report

to you if, in our opinion

e adequate accounting records have not been kept by the
Parent Company, or returns adequaie for our audit have
not been received from branches not visitad by us, or

» the Parent Company financial statements and the part of
the Directors’ Aemuneration Report to be audited are not
in agreement with the accounting records or returns, or

« certain distlosures of dwrectors’ remuneration specified
by law are not made or

s we have not recerved all the information and explanations
we require for our audit, ar

* acorporate gavernance statement has not been prepared
by the Parent Company

Under the Listing Rules we are required to review
« the Directors Statement setout on pages 33 and 34 in
relation to going concern

+ the part of the Corporate Governance Statement relating
to the Company’s compliance with the nine provisions of

the UK Carporate Governance Code specified for our review,

and

o emuneration

S

2,

Steve Dentson {Semor Statutory Auditer)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

Leeds

27 Apnt 2012

. ci?petemems of the report to shareholders by the Board
Iy
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Notes

The maintenance and integrity of the UK Coal PLC website 15
the responsibility of the directors the work carried out by the
auditars does not involva consideration of these matters and,
accordingly, the auditors accept no respansibility for any
changes that may have occurred to the financial statements
since they were imtially presented on the website

Legislaton in the United Kingdom governing the preparation
and disseminatian of financra) statements may differ from
legisfation in other junsdiction

49
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Consolidated Income Statement
for the year ended 31 December 2011

Year ended Year ended
31 December 25 December
201 2010
Continuing operations Note £000 £000
Revenue 2 488,216 351,179
Cost of sales {402,639} {383,937
Gross profit/(loss) 85,577 {32 758}
Netincrease/{decrease) in fair value of investment properties 3.325 {34197
Profit/{loss} on disposal of investment properties 2,685 {550}
Net profit/iloss) on investment properties 6,010 {34 747)
Qther operating incame and expenses 4 {10,317} (19,880}
Oporating profit/(loss) 2 81,270 {87,395}
Finance costs B {2312) {37643}
Finance income 6 256 275
Net finance costs B {22,856) {37,368)
Share of post-tax {loss)/profit from joint ventures 14 {431) 147
Profit/{luss) before tax 3 57,983 (124,616}
Tax charge 8 {2,742} {479}
Profit/{loss) for the financial year 55,241 (125 085)
Attnibutable to
Equity holders of the Company 55,241 {125,095)
Earmngs/{loss) per share pence pence
Basic and diluted 11 185 {41 8}
Consolidated Statement of Comprehensive Income
for the year ended 31 December 201
Year anded Year ended
31 December 25 December
2011 2010
Note £000 E000
Profit/{loss) for the financial year 55,241 {125 095)
Dther comprehensive income
Actuanal gain on indusiry wide pension schemes 25 10,633 49,651
Actuanial gain on Blenkinsopp pension scheme 25 132 161
Actuarial loss on concessionary fuel reserve 25 (7,463) {76)
Rate change on deferred tax asset relating to retrement benefit liabilities 8 - {325}
Amortisation of interest rate swaps recycled from reserves 23 372 3,848
Maovement on deferred tax asset relating to cash flow hedges 8 {110) {1,357}
Revaluation of property transferred from operating to mvestment properties 13 4,519 1,223
Total other comprehensive income 8.083 53,125
Total comprehensive profit/{loss) for the financial year 63,324 {7i 970}
Attributabte to
Equity holders of the Company 63,324 (71870}

The notes on pages 54 to 93 are an integral part of the consolidated financral statements
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Consolidated Statement of Changes in Shareholders’ Equity

Share
Ordnary premium Other Retamed Total
shares account reserves earnings Bql.lltv
Note £000 £000 £000 £000 £000
Balance at Januvary 2010 2,993 30,756 Zn5a3 {152,483) 152,789 I
Loss for the financial year to December 2010 - - - (125,095) {125 095)
Other comprehensive income
Actuarial gain on post retirement benefits 25 - - - 49736 49,736
Farr value foss on revaluation of investment properties 13 - - {34197) 34197 -
Property revaluation gn transfer to investment properties 13 - - 1,223 - 1223
Transfer of realised gan on disposed preperties 28 - - (11892) 11,892 -
Rate change on deferred tax asset relating to retirement
benefit lrability 8 - - - (325) {325}
Hedging reserve — amortised in period 28 - - 1,848 - 3,848
Movement on deferred tax asset in relation to cash flow hedges 8 - - {1,357) - {1,357}
Total comprehensive loss for the period ended December 2010 - - {42,375) {29,595) (71,970}
Transactions with owners
Accrual for tong term incentive plan habilities 26 - - - 574 574
- - - 574 574
Balance at December 2010 2,993 30,756 229,128 (181,484) 81,393
Profit for the financial year to December 2011 - - - 55241 55,241
Other comprehensive income
Actuanal gain on post retirement benefits 25 - - - 3,302 3,302
Fair value profit on revaluation of investment properties 13 - - 3,325 {3,329) -
Property revaluation on transfer to investment praperties 13 - - 4,519 -~ 4,519
Transfer of realised gain on disposed properties 28 - - {44 697} 44,697 -
Hedging reserve — amortised in pertod 28 - - 3z - 372
Movement on deferred tax asset in relation to cash flow hedges 8 - - {110} - {110}
Total comprehensive profit for the period ended December 2011 - - {36 591) 99,915 63324
Transactions with owners
Accrual for long term incentive plan habilities 26 - - - 1,286 1286
- - - 1,286 1,286
Balance at December 2011 2,993 30,756 192,537 (80,283} 146,003
Retained earnings include a cumulative actuarial loss on the Group's rettrement benefit obhigations of £85,161 000 (2010 £88 463 000}
Company Statement of Changes in Shareholders’ Equity
Share
Ordenary premtum Dther Retained Total
shares account reserves earnings equity
Company Note £000 £000 £000 £004 £000
Balance at January 2010 2,993 30,756 257 332,281 366,287
Loss for the financial year - - ~ {16,960) {16 960}
Other comprehensive income
Actuanial gain on post retirement benefits 25 - - - 161 16%
Transactions with owners
Accrual for tong term incentwve plan habilities 26 - - - 574 574
Balance at January 2011 2,993 30,756 257 316,056 350,062
Loss for the financial year - - - (3.829) {1829)
Other comprehensive income
Actuarial gam on post retirement benefits 25 - - - 132 132
Transacttons with owners
Accrual for long term incentive plan habilities 26 - - - 1286 1286

Balance at December 2011 2,993 30,756 257 313,645 347,651
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Balance Sheets
at 31 December 2011

Group Group Company Company
As at Asat As at Asat
31 December 25 December 31 December 25 December
2011 2010 20m 2010
Note E00D £000 £000 £000
ASSETS
Non-current assets
Operating property plant and equipment 12 223,495 237153 - -
Surface mine development and restoration assets 12 25,745 35,875 - -
249,240 272,828 - -
Invesiment properties 13 250,640 314 237 - -
Investment in subsidiaries 14 - - 300,31¢ 300,310
Investment in joint ventures 14 2,979 3,410 - -
Deferred tax asset 8 31,509 34,474 - -
(Other receivables 15 3,357 3136 - -
537,725 628,085 300,310 300 310
Current assets
Inventories 16 34,754 50 334 - -
Trade and other receivables 17 26,302 25,916 216,307 211 309
Cash and cash equivalents 19 25,278 24,901 419 384
Non-current assets classified as held for sale 18 16,600 - ~ -
102,934 101,151 216,726 211,693
Total assets 640,659 729,236 517,036 512,003
LIABILITIES
Current Liabilities
Borrowings — bank loans, overdrafts and finance leases 20 (37,541} {56 251} - -
— generator loans and prepayments 20 {41,723) (26,428) - -
Derivative financial instruments 23 {546) {1 145) - -
Trade ant other payables 21 {113,759} (110,557} {168,793) {161,089)
Provisions 22 {13.480) {34 915} - -
(207,049} {229,296} (168,793) {161,089)
Net current (habilities)}/assets {104,115) {128 145) 41,933 50 604
Non-current habilities
Borrowsngs — bank loans, overdrafts and finance leases 20 {18,849} {85,361} - -
- generator loans and prepayments 20 {42,386) (74,760} - -
Denvative financial instruments 23 (4,470} {5 462} - -
Trade and other payables 21 {736) {9925} - -
Deferred tax habihities 8 {1,171} {1,265} - -
Provisions 22 {75,290} {70,171} - -
Retirement henefit obligations 25 {144,705) {171,603} {592) {852}
{287,607} {418 547) {592) (852}
Total labibties {494,656) {647,843} {169,385 {161,941}
Net assets 146,003 81393 347,651 350,062
SHAREHOLDERS' EQUITY
Capital and reserves
Called up share capital 26 2,993 2993 2,993 2,993
Share premm 30,756 30756 30,756 30,756
Revaluation reserve 28 113,097 129,420 - -
Camtal redemption reserve 28 257 257 257 257
Farr value reserve 23 64,993 39 713 - -
Hedgeng reserve 2 - {262) - -
Amounts recogmised in reserves relating to non-current assets held for sale 8 14,130 - - -
Retamed {loss)/earnings 2 (80,283} {181 484) 313,645 316,056
Total shareholders’ equity 146,003 81,393 347,651 350,062

The financiat statements on pages 50 to 93 were approved by the Board of Directors on 27 Aprid 2012 and were signed on its behalf by

Company Registered Number 2649340

J Cox D G Broc
C n W Finance D / /
-~ }

7=
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Statements of Cash Flows
for the year ended 31 December 2011
Group Group Company Company
Year ended Year ended Year ended Year ended
31 December 25 December 31 December 25 December
20 2010 201 2040
Note £000 £000 £o00 £000
Cash flows from operating activities
Profit/(loss} for the financial year 2 55,241 {125,095) {3,829} {16,960]
Depreciation/impasrment of property, plant and equipment 12 40,499 35,187 - -
Amortisation of surface mine development and restoration assets 12 17121 14033 - -
Net farr value {increase}/decrease in nvestment properties 13 {3,325) 34,197 - -
Net interest payable/{receivable) and unwinding of discount on provistons 6 22,856 37,368 {156) {1,303)
Net charge for share-based remuneration 1,286 574 1,286 574
Share of post-tax loss/{profit} from joint ventures a3 (147) - -
{Profit}/loss on disposal of investment properties (2,685} 550 - -
Profit on disposal of operating property, plant and equipment {657) {243) - -
Decrease in capitalised surfate mine restoration assets (3.684) {19,483) - -
{Decrease)/increase in provisions {19,635} 43 - -
Pension contributions {in excess of}/lewer than charge (23,597} 506 {128) (68}
Tax charge/{credit) B 2,742 479 701 {1438}
Operating cash inflows/{outflows) before movements in werking capital 86,593 {22 047) {2,126) {19,195}
Decrease in stocks 15,580 5,425 - -
Decrease/(increase) in receivables 2,094 (724) {(4.998) {9,344)
{Increase}/decrease in payables {3.197) {5,815) 1159 14 768
Cash generated from/{used i) operations 101,070 {23,156) 35 (13771}
Loan arrangement fees pad (794) {1195) - {159}
Consortm rehef receved - 538 - -
Interest {pard}/recewed (20,678) 111,236} - 1,445
Cash generated from/(used 1n) operating activities 79,648 {35 049) 35 {12,485)
Cash flows from investing activities
Interest received 256 275 - -
Net recetpt from insurance and subsidence security funds 885 3,298 - -
Proceeds on disposal of investment properties 64,342 22 297 - -
Proceeds on disposal of operating property, plant and equipment 1,349 703 - -
Development costs of investrnent propertigs {4,774) {2.105) - -
Pre-coaling expenditure for surface mines and deferred stripping costs (3,507) {8,404) - -
Purchase of operating property, plant and equipment {31.815) {26,789) - -
Cash generated from/{used in} investing activihes 26,736 10725) - -
Cash flows from financing activities
Net [repayment of)/proceeds from bank loans (84,282) 12 348 - -
Nat {repayment of)/proceeds from generator loans and prepayments {17,078) 25831 - -
Repayments of obligations under hire purchase and finance leases (3.762) {5,565} - -
Cash (used in}/generated from financing activities {105,122) 32614 - -
Increasef{decrease) in cash 1,262 {13160) 35 [12,485)
At January
Cash 427 13587 384 12,869
Cash equivalents 24,474 27172 - -
24,901 41 359 384 12,869
Detrease In cash equivalents (net recerpt from insurance and subsidence security fuads) {83s) {3,298) - -
Increase/{decrease) in cash 1,262 {13160} 35 (12,485)
25,278 24 901 419 384
At December
Cash 1,689 427 419 384
Cash equivalents 23,589 24474 - -
Cash and cash equivalents 19 25.278 24 901 419 384
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Notes to the Financial Statements
for the year ended 31 December 2011

1 Accounting Policies
The princtpal accounting policies adopted n the preparation of these consohdated financial statements are set out below These policies have been consistently
apphed to all the years presented, unless otherwise stated

Basis of preparatton

These consolidated financial statements have been prepared in accordance with Eurcpean Union { EU’) Endorsed International Financial Reparting Standards
{'IFRSs’} IFRIC interpretations and those parts of the Compames Act 2008 apphicable to companies reporting under IFRS The consolidated financial statements
have been prepared under the historical cost convention, as modified by the revaluation of investment properttes and financial assets and financial habilities
{including derivative instruments) at {air value through profit ar loss

Trading Financial Statements within the Group are made up to the tast Saturday in December each year For 2011 trading i1s shown for the year ended on
31 December 2011 (2010 year ended 25 December 2010}

General mformation
The Company 15 a public imited company which 1s sted on the London Stock Exchange and incorporated and domciled in the UK The address of its registered
office 1s UK Coal PLC Harworth Park, Blyth Road, Harworth Doncaster, Scuth Yorkshire, ON11 808

Gaing concern

These financial statements are prepared on the basts that the Group 1s a going concern In forming 1ts opirion as to going concern the Board prepares cash flow
forecasts based upon its assumptions as to trading with particular consideration to production levels and key nisks and uncertainttes as summansed on pages 25
and 26 as welt as taking into account the avalable borrowing facilittes in line with the Treasury Policy disclosed in the Directors’ Report on page 32

The key factors that have been considered in this regard are

« Thedeep mines operate with a cost base which 1s largely fixed relative to production levels Consequently unexpectedly large interruptions or prolonged
reductions in preduction can have a fairly immediate matenal adverse impact on cash flow Recent performance has been (lfustrative of the difficulties inherent
i deep mining operations and the impact of unpredictable geological conditions and/or other operational issues on production volumes, and on development and
salvage activities at our deep rines In particular, development face installation progress and salvage and overhaul of equipment from previous faces all need
to be completed in time to enable new faces to be operational on the exhaustion of old faces

s Bank funding arrangements contamn, In certain cases covenants based upon, n particular, operating profits adjusted for property revaluztions and depreciation
interest cover loan to property values and net asset values Property valuations affect the loan te value covenants and net asset values and similarly net asset
values are affected by operational performance Breach of covenants could result in the need to pay down in part some of these loans, additional costs, or a
renegotiation of terms or, in extremis a reduction or withdrawal of facihities by the banks concerned, and

» Revenues in respect of certan floating rate contracts, capped/collared contracts and uncontracted coal will vary based upon the market price for coal, which
15 expressed in dollars, and sterhng/dollar exchange rates These vaniables have, over the last year proved to be volatile and therefore there 15 a nisk of
unpredictability in coal revenues and therefore cash flows

The Board notes that the matters set out above indicate the existence of matenal uncertainties which may cast significant doubt over the Group s abthity to continue
as a going concern Nevertheless, the Board confirms sts belief that it1s appropriate to use the gomng concern basis of preparation for these financial statements
These financral statements do not include the adjustments that would result if the Group or the Parent Company were unable to continue as a going concern

Changes in accounting pohcy and disclosures
fa} New and amended standards adopted by the Group
The following new standards and amendments to standards are mandatory for the first time for the financial year beginming 1 January 2011

» |AS 74, ‘Related party disclosures {revised 2009} has been applied from i January 2011

« ‘Prepayments of a mimimum funding requirement’ {Amendments to [FRIC 14} 1ssued in November 2009 The amendments correct an unintended consequence of
IFRIC 14, JAS 19— The limit on a defined benefit asset, mmimum funding requirements and their interaction” Without the amendments, entities are not permitted
to recognise as an asset some voluntary prepayments for mimum funding contributions This was not intended when IFRIC was 1ssued and the amendments
correct the problem The Group has applied this from 1 January 2011 but the impact of its adoption 1s not considered to be significant
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1 Accounting Policies continued

Changes in accounting policy and disclosures continued

{b) New and amended standards, and interpretations mandatory for the first tme for the financial year beginming 1 Janvary 2011, but not cummently relevant to the Group
falthough they may affect the accounting for future transactions and events}

e Amendment 1o IAS 32 ‘Financial instruments Presentation — Classification of rights issues 1s not applicable as the Greup has nat made a rights 1ssue during
the perod

e [FRIC 19 ‘Extmguishing financral habilittes with equity mstruments 1s not applicable as the Group has not used equity to settle financial liabilities

~T

fc) New standards amendments and interpretations 1ssued but not effective for the financial vear beginming 1 January 2011 but not adopted early

* [FRS 9 Financial nstruments , 1ssued in November 2009 This addresses the classification and measurement of financial assets and 15 likely to affect the Group’s
accounting for its financial assets The standard 1s not applicable until 1 January 2013 but is available for early adoption The Group 1s vet 1o assess IFRS 95 full
impact or determine 1ts date of adoption

* 1AS 19 ‘Employee benefits’ was amended in June 2011 The impact an the Group will be as follows te ehmimate the corndor appreach and recogmise all actuarial
gains and losses in other consolidated income as they occur to immediately recogrise all past service costs and o replace interest costs and expected retum on
plan assets with a net interest amount that 1s calculated by applying the discount rate to the net defined benefit hability

* |FRS 10 Consolidated financial statements builds on existing principles by identifying the concept of control as the determining factor in whether an entity should
ba included within the consolidated financral statements of the parent company The standard provides additional guidance to assist in the determination of
controf where this s difficult to assess The Graup 1s yet to assess [FRS 10°s full impact and intends to adopt [FRS 10 no later than the accounting period beginning
on or after 1 January 2013, subject to endorsement by the EU

= [FAS 12 'Disclosures of interests in other entities includes the disclosure requirements for all forms of interests in other entities, including Jetnt arrangements,
associates special purpose vehicles and other off balance sheet vehicles The Group 1s yet to assess IFRS 12's full impact and mtends to adopt IFRS 12 no later
than the accounting period beginming an or after 1 January 2013, subject to endorsement by the EU

* [FRS 13 'Far value measurement aims 1o improve consistency and reduce complexity by providing a precise definitien of fair value and a single source of far value
measurement and disclosure requirements for use across IFRSs The requirements which are largely aligned between IFRS and US GAAP do not extend the use
of fair value accounting but provide guidance on how it should be applied where 1t 1s already required or permitted by other standards within IFRS or US GAAP
The Group ts yet to assess IFRS 13 s full mpact and intends to adopt IFRS 13 ne later than the accounting period beginning on or after 1 January 2012 subject
to endorsement by the EU

e Amendment to IAS 12 Income taxes on deferred tax 1AS 12 currently requires an entity to measure the deferred tax relating to an asset depending on whether
the entity expects to recover the carrying amaunt of the asset through use or sale It can be difficult and subjective to assess whether the recovery will be through
use or through when the asset 1s measured using the fair value model in IAS 40 Investment property This amendment therefore introduces an exception 1o the
existing princrple for the measurement of deferred tax assets or lrabilities arnising on mvestment property measured at fair value As a result of the amendments,
SIC21 Income taxes — recovery of revalued non-depreciable assets’ will no longer apply to investment properties carried at fair value The amendments also
incorporate mto JAS 12 the remaining guidance previously contained in SIC 21, which 1s withdrawn

Consolidation
The consolidated financial statements incorporate the financial statements of UK Coal PLC {"the Company’} and its subsidiaries together ‘the Group

Subsidianes are entities over which the Group has power to govern the financial and operating policies Cantrol 1s presumed to exist where the Group owns more
than half of the voting rights unless in exceptional circumstances where it can be demonstrated that gwnership does not constitute control The eensolidated
financial statements include all the assets habilities revenues expenses and cash flows of the parent and its subsidiaries after eliminating mtercompany
balances and transactions The results of subsidianes sold or acquired are included in the consolidated income statement up to or from the date conirol passes

The Group uses the purchase method of accounting to consolidate subsidianes On acquisiuon the identifiable assets habilities and contingent habilities beng
acquired are measured at their fair values at the date of acquisition Accounting policies are changed where necessary to bring them inta ling with those adopied
by the Group

Jomt ventures are those entities over whose activities the Group has yomt control established by contractual agreement Interests in jont ventures through which the
Group carrtes on 1ts business are classified as jointly controlled entities and accounted for using the equity method This involves recarding the investment initiadly at
cost to the Group, and then m subsequent periods, adjusting the carrying amount of the investment to reflect the Group’s share of the joint venture s results less any
impairment in carrying value and any other changes to the joint venture s net assets such as dvidends
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Notes to the Financial Statements

for the year ended 31 December 2011 continued

1 Accounting Policies continued

Segmental reporting

Operating segments are reported i a manner consistent with the internal reporting provided te the chief operating decision-maker The chief operating
decision-maker who 15 responsible for allocating resources and assessing perfermance of the operating segments has been identified as the Executive
Management Committee as detailed i note 2

The performance of the operating segments 1s assessed on a measure of operating profit/loss This measurement basis excludes the effect of non-trading exceptional
items and finance costs and income which are not included in the results of the operaung businesses Total assets for the segments exclude deferred tax and cash
and cash equivalents {unrestricted) as these are managed centrally Cash and cash equivalents that are subject to restriction have been included within the
appropnate segment along with the related provisions

The Group manages its business primarily by reference to operating segments and this approach is adopted in the accounting polictes as the pnmary segment

Oeep mining comprises the underground mining operations of the Group and related labour services and the captwe insurance company Surface mining incorporates
all mning actwvities at surface level together with the plant hire operations of the Group The Property division Harworth Estates maimntains develops and rents
the Group's property portfelio and operates the Group’s methane generation activities Any activity not falling inte any of these categones 18 included in the

Other segment

Investments
Investments held by the Company in subsidiary undertakings are carried at cost less impairments to write them down to their recoverable amount Animpzirment
to the carrying value of investments 1s made if there 1s an indication at the balance sheet date that the carrying value rs ngt recoverable

Foreign currencies

The presentational currency of the Group 15 sterling Transactrons in ather currencies are translated at the exchange rate ruling at the date of the transaction
Menetary assets and liabilities are translated at year end exchange rates and the resulting exchange rate differences are included » the consolidated income
statement within the results of operating activittes If ansing from trading activites and within finance cost/income if ansing from financing

All Group companies have a functional currency of sterling which 1s consistent with the presentational currency of the consohidated Group financial statements

Revenue
Revenue compnises sales (excluding intra group sales) of coal property rental income and other external sales including sales of power and of labour services

Coal transactions
Revenue 15 recognised when delivery of the product or service has been made and when the customer has a legally binding obligation to settle under the terms
of the contract and has assumed all significant risks and rewards of ownership

A large proportion of production 15 sold under medium to long-term contracts Revenue is only recognrised on individual sales when all of the sigruficant risks and
rewards of ownership have been transferred to a thrrd party Inmost instances this 1s when the preduct 15 despatched being the paint at which title to the product
i1s transferred to the purchaser

Service transactions
Rental income s recogmised during the pened in which rents due to the Group accrue Sales of power are recogmsed when electricity 1s transferred into the local
distribution network

Exceptional items

Items that are both matenal and non-recurring and whose significance 1s sufficient to warrant separate disclosure and identification within the consohidated financial
statenents are referred to as exceptional stems and disclosed within therr relevant income statement category within note 2 segmental reporting Items that may
gwve nse to classification as exceptional iiems include, but are not imited to, significant and material restruciuring closures and reorganisation programmes asset
impairments and profits or losses on the disposat of businesses

Exceptional items are divided into non-trading and trading exceptional items, depending upon the mpact of the event giving nse to the cost or income on the ongoing
trading operations and the nature of the costs or mcome involved Non trading exceptional items include costs and income ansing from closure, rationalisation and
business disposals

Property related transactions tncluding changes in the fair value of investment properties and profits and losses anising on the disposal of property assets are
not included in the definition of exceptional items as they are expected to recur but are separately disclosed on the face of the consolidated income statement
where matenal
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1 Accounting Policies continued

Profit or loss on disposal

Disposals are accounted for when legal completion of the sale has occurred or there has been an unconditional exchange of contracts Profits or losses on disposal
anse from deducting the asset s net carrying value from the net proceeds (being net purchase consideration less clawback hability ansing on disposal) and are
recogrised mn the consohidated ncome statement Net carrying value includes valuation in the case of investment properties and historic cest or deemed cost

less accumutated depreciation in the case of all other property, plant and equipment

In the case of investment properties, the revaluation reserve, which arose on transfer from operating property to investment property for the property disposed
of 15 treated as realised on disposal of the property and transferred to retamed eamings

Investment properties and operating properties
The Group holds the following types of freehold property

— Warking deep mines in praducticn

— Working surface mines in production,

— Property held for admimstrative purposes and

— Property held for rental income capital appreciation or both

Working deep mines in production, worksng surface mines in production, and property held for adrmmistrative purposes are held as operating properties {as these
assets are used or intended to be used within the operatrons of the Group} and are accounted for at histone depreciated cost in accordance with IAS 16 ‘Property
Plant and Equipment’

All other freehold properties are held as investment properties (as these are held to earn rentals or for capital appreciation or both) and are accounted for at
valuation In accordance with 1AS 40 Investment Property

Investment properties

Investment properties compnise freehold land and buildings and are measured ai fair value The fair values are determined by obtarming an independent valuation
prepared 1n accordance with the current edition of the Appraisal and Valuation Standards published by the Royal Institution of Chartered Surveyors External,
independent valuation firms having appropriate recognised professional quahficatrans and recent experience in the location and category of property being
valued are used io value the portfolio at each reporting date

In accardance with IAS 40, for properties transferred from operating properties to investment properties, any difference between the book value and the first
valuation on recognrtion as an Investment property Is taken to reserves Subsequent gains or losses anising from changes 1n the fair values of assets are recogmised
in the consohdated income statement net of any property clawback by DECC (see accounting policy on property clawback} on deemed disposal Investment
properties are not depreciated

Praperties beng held for thesr long term renta! income or capital appreciation but with the added potential for coal extraction are held as investment properties,
being transferred to operating properties at fair vatue when planning permission to mine the site has been received and mining operations have commenced and
are transferred back 1o investment properties once minmng has terminated

Where the development of investment property commences with a view to sale, the property 1s transferred from investment properties to non-current assets
classified as held for sale, which ts then cansidered to represent deemed cost

Operating properties

Operating properties which are acquired or constructed are initially recorded at cost being the purchase price of the asset and other costs incurred to bring the
assetinto existing use and subsequently stated at histonc cost less accumulatad deprectation (other than freehold land which 15 net depreciated) Where properties
are transferred from ivestment properties to operating properties, this transter 1s made at faw value, which 1s then considered to represent deemed cost

Praperties which have histornically been used as working deep mines or working surface mines (aperating properties) are transierred to property held for rental
mcome or capital appreciation {mvestment properties} when there 15 a change inuse at the point when a decision 1s made to pursue planming with a view to future
development (rather than for short-term sale) or rental, and once mining has ceased |1AS 1615 apphed up to the date of transfer and any difference at that date
between the book value and fair value 1s taken to the revaluation reserve
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Notes to the Financial Statements

for the year ended 31 December 2011 continued

1 Accounting Policies continued

Propertiesn the course of development

Directly attributable costs incurred i the course of developing a property are capitalised as part of the cost of the property For cperating properttes depreciation
of these costs follows the depreciation policy for the property Development costs on investment properties are capitalised and the change tn value 1s recogmsed
through the next revaluation

Exploration and evaluation
Exploration and evaluation expenditure comprises costs that are directly attributable to

— Researching and analysing existing exploration data
— Conducting geological studies exploratory driling and sampling,
— Examining and testing extraction and treatment methods, and/or

— Compiling prefeasibility and feasihty studies

Exploratian expenditure relates to the imual search for deposits with ecanomic potential Evaluation expenditure arises from a detailed assessment of deposits that
have been identified as having economic potential

Capitalisation of exploration and evaluation {pre-coaling) expenditure commences when there 15 a ugh degree of confidence In the project’s viability and hence 1t 15
probable that future economic benefits will flow to the Group Such capitalised exploration and evaluation expenditure ts reviewed for impairment when facts and
circumstances indicate that its carrying value exceeds 1ts recoverable amount

Subsequent recovery of the resulting carrying vatue depends en successful development of the area of interest or sale of the preject If a project does not prove
viable, all irecoverable costs assoctated with the project net of any related impairment prowisions are written off

Plant and equipment
The cost of plant and equipment comprises its purchase price and any costs directly attributable to bringing the asset to the location and condition necessary
for 1t to be capable of operating in accordance with agreed specifications Plant and equipment is stated at historic cost less accumulated depreciation

Once a mining project has been established as commercially viable expenditure other than that on land buildings plant and equipment 1s capitalised under
mine development assets together with any amount transferred from exploration and evaluation’

During the development of a mine, before production commences, development stripping costs are capitalised as part of the investment n construction of the
mine {see accounting policy on mining assets)

Costs assoctated with commissioning new assets are capitalised in the period before they are capable of aperating in the manner tntended by management
Development costs incurred after the commencement of production are capitalised to the extent they are expected to give rise to a future economic benefit

Mining assets

Mine development

The purpose of mine development is to access and establish infrastructure i order to allow the safe and efficient extracuon of recoverable reserves Depreciation
on mine development 1s charged from the time when full production commences or from when the assets are put to use On commencement of full production
depreciation 1s charged over the estimated tonnage of the recoverable reserves Coal extracted pnior to the commencement of {ull production 1s credited agatnst
the cost of mine develepment where 1t can be clearly shown that the production of saleable material 1s directly atinbutable to bringing the asset to the condition
necessary for it to be capable of operating in the manner intended by management, otherwise such revenue (and the costs of producing the saleable material) 1s
recogmsed in the consolidated income statement

Mines and surface works

Assets acquired on the privatisation of British Coal in 1994 were valued at discounted net recoverable value based on the contemporary mining plans i accordance
with the accounting guidance existing at that tune Deprectation is charged over the estimated tonnage of the recoverable reserves Subsequent additions to mines
and surface works are accounted for at cost, and depreciated over their individual estimated reserves

Seismic and geological mapping costs

Expenditure on sessmic and geological mapping costs which increases the value of the reserves by identifying additional reserves over and above those previously
recogmised, or increases the value of the existing known reserves by providing information which enables reserve estimates to be increased 1s capitabised This
expendrture 1s depreciated over the estimated tonnage of the recoverable reserves as these are extracted If the information does not fulfil either of these critena,
the cost Is charged to the consolidated income statement as incurred
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1 Accounting Policies continued

Mining assets continued

Surface mine development and restoration assets

Costs incurred prior to coaling for surface mines are capitalised as surface mine development and restoration assets within tangible fixed assets once a planmng
application 1s 1o be made and a separate provision for the outstanding restoration and rehabilitation obligations i1s established Both of these costs are then charged
to the consolidated income statement (net of any residual value) over the recoverable reserves of the ming

Defered stnpping costs

Overburden and other mine waste materials are often removed dunng the initial development of a mine site m order to aceess the mineral deposit Ts activity 1s
referred to as development stripping The directly attributable costs {inclusive of an allocation of relevant overhead expenditure} are capitalised as surface mine
development assets and are amortised together with restoration and pre-coaling costs once coaling commences, over the tonnage of coal expected to be extracted

The Group defers stripping costs incurred subsequently during the production stage of its operations for those operations where this s the most appropriate basis
for matching the costs against the related economic benefits and the effect 1s matenal

The amount of stripping costs deferred 1s based on the ratio obtained by dividing the tonnage of waste mined by the quantity of coal mined Stripping costs incurred
during the period are deferred to the extent that the current period ratio exceeds the remaining life of mine ratio Such deferred costs are then charged agamnst
reported profits to the extent that, m subseguent periods the current period ratio falls short of the ife of mine ratia Changes to the life ot mine ratio are accounted
for prospectively

If the Group were to expense the production stage stripping costs as incurred, there would be greater volatiity in the year to year results from cperations and excess
stripping costs would be expensed at an earlier stage of a mine s eperation

Depreciation

The costs of operating properties, excluding freehold Yand, and the cost of all other plant and equipment, less estimated residual value, are wntten off on a straight
hine basis aver the asset’s expected useful ife Residual values and useful lives are reviewed and adjusted if appropriate at each balance sheet date Changes to the
estimated residual values or usefu! ives are accounted for prospectively The costs of heavy surface mining and other plant and equipment are depreciated at varying
rates depending upon therr expected usage

Indicative expected lives for non-current assets are set out below

Freehold land nat depreciated
Operating properties {excluding land) 2510 50 years
Mines and surface warks — Heavy mining equipment 8 to 20 years
Plant and equipment

— Plant and equipment 3 to 15 years

— Motar vehicles 3to5years
Imparrment

Operating property, plant and equipment arg reviewed for imparment if there 15 any indication at the balance sheet date that their carrying amount may not be
recoverable

The carrying vatue of cash generating umits {taking inta account related liabihities and allocated central net assets)is tested for impairment by compartson with
expected refevant future cash flows disceunted at the pre-tax cost of capital taking into account appropriate nsk and provision 1s made for any impairment dentified
Cash generating urits compnise individual mines or groups of mines depending upon the nature of the income streams derived fram each

When a review for imparment 1s conducted the recoverable amount 1s assessed by reference to the higher of value in use’ (being the present value of expected
future cash flows of the relevant cash generating umit) or “fair value less costs to sell Where there is no binding sale agreement or active market fair vafue less
costs o sell s based on the best information available to reflect the amount the Group could receive for the cash generatng umit in an arm s length transaction

Future cash flows are based on

— Esumates of the quantities of the reserves and resources for which there 1s a high degree of confidence of economic extraction
— Aniicipated production levels and costs, and

— Anticipated coal prices

Cost levels scorporated in the cash flow farecasts are based on the current long term ming plan for the cash generating unit for impaiment reviews, recent cost
levels are considered, together with expected changes in costs that are compatible with the current condition of the business and which meet the requirements
of |AS 36 'Imparment of assets 1AS 36 Impairment of assets’ includes a number of restrictions on the future cash flows that can be recognised in respect of
restructurings and improvement related to capital expenditure
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for the year ended 31 December 2011 continued

1 Accounting Polictes continued

Finance and operating leases — as lessee

Leases which transfer substantially all the risks and rewards of ownership to the Group 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 depreciated according to the depreciation rate of the apphcable asset category
The outstanding capital obligattons are included 1n payables Interest is allocated to accounting peniods over the hire purchase or lease term to reflect a constant rate
of charge on the remamning balance of the obligation Costs in respect of the operating leases are charged to the consohdated income statement on a strarght line
basis over the term of the lease

Finance and operating leases — as lessor
The Group grants leases over land and buildings 1n the course of its property business These do not substantially transfer the rnisks and rewards of ownership to
the lessee and therefore they are accounted for as operating leases

Financial instruments and derivatives

The Group recognises financial instruments when 1t becomes party to the contractual provistons of the instrument Financial assets are derecognised when the
contractual right to recerve the cash flows expire or 1t has transferred the financial asset and the economic benefit of the cash flows Financial lrabilities are
derecogn:sed when the obligaiion specified in the contract 1s discharged cancelled or expires

Financial instruments are used to support the Group's operations Interest 1s charged to the consolidated income statement as incurred or eamed Issue costs for
instruments subsequently recorded at amortised cost are netted against the fair value of the related debt instruments on imitial recognition and are charged to the
consolidated mcome statement over the term of the relevant faciity

Finangtal instruments are recorded initially at fair value Subsequent measurement depends on the designation of the instrument, as follows

a} Financal assets/habilities held for short term gam, including denivatives other than hedging instruments, are measured at fair value and movements in fair value
are credited/charged to the consohdated income statement in the period, and

b} Loans and receivables/payables and non-derivative financial assets/liabilities with fixed or determinable payments that are not quoted in an active market, are
measured at amortised cost These are inctuded in current assets/habilities except for instruments that mature after more than 12 months which are included
In non current assets/liabihties

The Group holds dervative financial instruments{ derivatives’} to manage exposure to fluctuations in interest rates Denvatives are designated as hedges when
applicable, and treated as such from the inception of the relevant contracts Amounts payable or receivable in respect of interest rate swap agreements are
recegmised as adjustments to the interest expense gver the period of the contracts

Changes tn the fair value of derivative financial instruments that are designated and ef{ective as hedges of future cash flows are recagnised directly m equity, and the
ineffective portion 1s recognised immediately i the income statement as a finance cost If the cash flow hedge of a firm commitment or forecasted transaction results
in the recogrition of an asset or lrability, then, at the time the asset or habhity 1s recognised the associated gains or losses on the dernivative that had previously been
recegmised m equity are included in the imtral measurement of the asset or llabilty For hedges that do not result in recognition of an asset or a hability, amounts
deferred in equity are recogmsed in the consolidated inceme statement in the same period in which the hedged item affects net profit or loss

Hedge accounting is discontinued when the hedging instrument expires or 15 sold, terminated or exercised or no longer qualifies for hedge accounting At that
time any cumulative gamn or loss en the hedging instrument recogrised m equity 1s retained m equity until the forecasted transaction occurs If a hedged transaction
15 no longer expected to occur the netcumulative gain or loss recagnised in eguity 1s transferred to the consolidated income statement 1n the period

Changes in the fair value of derivative financial instruments that do not qualify for hedge accounting are recogmised immediately in the consolidated income statement
as a finance cost

Borrowing costs

Borrowings are recogised initially at fair value, net of transaction costs incurred Borrowings are subsequently stated at amortised cost any difference between the
proceeds (net of transaction costs) and the redemption value 15 recogmised in the consolidated income statement over the pertod of the borrowings using the effective
interest method

Inventories
Inventories are valued at the lower of cost and net realisable value Values of spares and consumables are based on average purchase prices Appropriate provisions
are made for slow moving and obsolete inventories Coal 1s recognised as inventories when delivered to the surface and ts valued at the average cost of extraction
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1 Accounting Policies continued

Trade receivables

Trade recewvables are recogmsed mitially at fair value and are subsequently reduced by any provision for imparment A provision for impairment of trade
recevables 1s established when there 15 objective evidence that the Group will not be able to collect all amounts due Indicatars of impairment would tnclude
financial dif ficulties of the debtor, likelihood of the debtor s insolvency default in payment or a significant deterioration in credit worthiness Any impasrment
1s recogrised m the consolidated income statement within ‘other operating income and expenses  When a trade receivable is uncollectible 1t1s written off
aganst the allowance account

Subsequent recoveries of amounts previously written off are credited against other cperating income and expenses’ In the consolidated income statement

Trade payables

Trade payables are abligations to pay for goods and services that have been acquired in the ordinary course of business fram supphers Trade payables are ¢lassified
as current f payment 1s due within one year or less if not they are presented as non-current habihties Trade payables are recogmsed inially at far value and
subsequently measured at amortised cost using the effective interest method

Property clawhack

Under the terms of the 1994 privatisation Sale and Purchase Agreement, DECC 1s entitfed to a percentage of any property gain {above certain thresholds and after
deducting an amount representing corporation tax thereon} accruing or treated as accrumg to the Group as a result of the dispasal or deemed disposal or major
development of certain properties acquired at privatisation The percentage applied was 21% for 2011, reducing by 3 percentage points per annum until 31 March
2015, when it reduces to zero If properties are disposed of, or are deemned ta have been disposed of dunng this period, a part of the relevant gain will become payable
to DECC A habihity for clawback in respect of property disposals 1s recogmsed only when an actual or deemed disposal occurs A liability for clawback on a deemed
disposal as a result of granting a lease 1s recogmsed over the life of the lease

Cash and cash equivalents
In the preparation of the Group's and Company s cash flow statements, cash and cash equivalents represent short-term liquid investments which are readily
realisable Cash which 1s subject to restrictions, being held to match certain liabilities, 1s included in cash and cash equrvalents in the conselidated balance sheet

Provisions for restoration, rehabilitation and environmental costs

An obligation to incur restoration, rehabditation and environmental costs arises when environmental disturbance 1s caused by the development or ongoing production
of a mining property These costs consist of shaft treatment and pit top restoration, spoil heap restoration pumping activities and ground and ground water
contamination at deep mines and soil excavation and surface rehabihtation at surface mines

Such costs ansing from the decommssioning of plant and other site resteration work, discounted to their esttmated present value are provided for and capitahised
within operating property plant and equipment at the start of each project, as soan as the obligation to incur such costs arises These provisions do not include any
addrhonat obligations which are expected to anse from future damage and are estimated on the basis of a closure plan These costs are charged against income
over the life of the operation through the depreciation of the asset as an operating cost and the unwinding of the discount on the provision as a financing cost

Costs far restoration of subsequent site damage which 1s created on an ongoing basts during production are provided for at ther estimated present values and
charged against income as extraction progresses

Changes in the measurement of a liablity relating to the decommissioning of plant or other site preparation work that result from changes in the estimated timing
or amount of the cash flow or a ehange in the discount rate are added to or deducted from, the cast of the related asset in the current period If a decrease i the
llabifity exceeds the carrying amount of the asset, the excess ts recognised immediately in the consolidated income statement |f the asset value is increased and
there 15 an indication that the revised carrying value 1s not recoverable an impairment test (s performed in accordance with the accounting pehicy above

Other provisions

Surface damage (subsidence)

Provision 1s made for the estimated present value of the cost of damage to structures on the surface as a resuit of settlement during the production phase of
underground mmg The provision s calculated in respect of each colliery, location of mining activity and type of property affected or likely to be affected based
on claims expected and claims submitted and using historical settlement experience These costs are charged to the consolidated income statement Movements
In the prowistons are presented as an operating cost except far the unwinding of the discount which 13 shown as a financing cost

Employer and public habiity claims

The Group has established a DECC approved and Financial Services Authority ('FSA') regulated UK based ssurance subsidiary {Harwerth [nsurance Comgpany Limited)
This insures employer and public habilty risks buying remsurance with third parties above certain levels Proviston 1s made for the estimated value of both known
and incurred but not reported therd party claims on an actuanially determined basis taking into acceunt expected remnsurance recoveries
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1 Accounting Policies continued

Other provisiens continued

Aedundancy

Proviston 1s made for the estimated present value of redundancy costs when there 1s a demonstrable commitment to terminate the empleyment of erther an employee
or group of employees The expected amounts of redundancy payments mncluding any amounts i respect of ex gratia payments are provided where the employment
terminations have been communicated to employees These costs are charged to the consalidated income statement Movements i the provisions are presented

as an operating cost, except for the unwinding of the discount which is shown as a financing cost

Where contributions to redundancy costs have been firmly committed by third parties, these contributions are credited to the consolidated income statement in the
same pertod to the extent, that the related redundancy cost has been recogrised

Employee benefits

Pension obhigations

The Group operates pension schemes providing benefits based on final penssenable pay for employees wha joined the Group an privatisation i 1994 Employees
within defined benefit schemes are members of industry wide schemes being either the Industry Wide Coal Staff Superannuation Scheme [ IWCSSS') or the Industsy
Wide Mineworkers’ Pension Scheme { IWMPS') both of which commenced on privatisation following the Coal Industry Act 1994 The assets of the Schemes are held
separately from those of the Group being funds administered by Trustees of the Schemes A qualified actuary assesses the cost of current service and revalues the
schemes annually under the provisions of IAS 19 using the Projected Uit Credit Method A full valuation for funding purposes is carned out by the Schemes’ actuanes
triennially The Group accounts for pensicns and similar benefits under IAS 19 “Employee benefits In respect of defined benefit pfans obligations are measured at
discounted present value and plan assets are recorded at fair value Certain additional benefits may become payable dependent upon the funding levels of the
schemes being at ‘sustainable levels’ These liabilities are only provided «f 1t 1s reasonatly certain that the schemes funding, mnvestment policy and growth
assumptions mean that it 1s hkely that the Scheme Actuary will be in a position, at a future date to certify that the schemes are at a sustainable’ level of funding
Service costs are charged systematically over the service fives of employees and financing costs are recognised in the penods in which they arise Actuanal gais
and losses are recognised in the Consolidated Statement of Comprehensive Income

The Group also operates defined contrbution schemes 1n respect of all employees who joined after the privatisation date 1n 1994 The cost of this 1s charged to
the consohdated income statement as ncurred

Concessianary fuel

Provision 1s made for the estumated liability ansing from the obligation to provide concessionary fuel benefits to certain retired and current employees The costs
of the concessionary fuel benefits are determined annually by a qualified actuary using the same Projected Unit Credit Method adopted for the pension schemes
The arrangement 15 unfunded so no assets are held directly to meet the obligations The regular service cost and interest on the scheme liabilities are charged to
the consolidated income statement Actuarial gans and losses are charged to the Consolidated Statement of Comprehensive Income, representing the difference
between actual and expected performance

Share-based payments

The fair value of share plans is recognised as an expense in the consolidated income statement over the expected vesting penod of the grant The farr value of
share plans 1s determined at the date of grant, taking tnto account any market based vesting conditions attached to the award Non market based vesting canditions
{e g earmings per share targets) are taken into account in estimating the number of awards likely to vest The estimate of the number of awards likely to vest

15 reviewed ragularly and the expense charged adjusted accordingly The fawr value of employee share option plans is calculated vsing a generally accepted
simulation model

The proceeds receved, net of any directly attnibutable transaction costs are credited to share capital {nominal value) and share premum {any increment) when the
options are exercised

Tax

Current tax

The charge or credit for current tax 1s based on the results for the year adjusted for items that are esther not subject to taxation or for expenditure which cannot be
deducted in computing the tax charge or credit The tax charge or credit s calculated using taxation rates that have been enacted or substantively enacted at the
balance sheet date
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1 Acccunting Policies continued

Tax continued

Deferred tax

Deferred tax 1s recogmsed using the balance sheet kiability methed on temperary differences between the carrying amounts of assets and Labihties m the
financial statements and the corresponding tax basis used in the computation of taxable profit Deferred tax s recogrised in respect of all taxable temporary
timing differences with certain imited exceptions

~ Deferred tax 1s not provided on the muat recognition of an asset or lability In @ transaction that does not affect accounting profit or taxable profit and 1s not a
business combination and

- Deferred 12x assets are only tecognised if it 1s probable that there will be sufficient profits from which the future reversal of the underlying tirming differences
can be deducted In deciding whether future reversal 15 probable, the directors review the Group's forecasts and make an estimate of the aggregate deferred tax
asset that should be recogrised This aggregate deferred tax asset 1s then allocated into the different categonies of deferred tax, taking account of the fact that
the deferred tax asset m relation to the pension deficit will be recogmised over a longer period as the pension ltabiity reverses aver the average remaning service
Iife of employees

In relation to investment properties a deferred tax hability 1s provided on the basis of norma! income tax rules for the proportion of the property s carrying amount
expected to be recovered through use and s provided using caprtal gans tax rules in respect of the remainder of the property’s carrying amount [including all land)
expected to be recovered through sale Provision 1s made for gains on disposal of property, plant and equipment that have been rolled over into replacement assets
only where at the balance sheet date there is a comrmitment to dispose of the replacement assets

Deferred tax 15 calculated 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 Deferred tax 1s charged or credited to the conschdated income statement except where it applies to items credited
or charged to equity in which case the deferred tax s also dealt with in equity

Share capital
Ordinary shares are classified as equity Incremental costs directly attributable to the issue of new shares or options are shown inequity as a deduction net of tax,
from the proceeds

Dividend distribution
Ovidend drstribution to the Company s shareholders 1s recogmised 1n the financial statements m the year in which the dividends are paid {in the case of mierm
dividends) or approved by the Company s shareholders (in the case of final dividends)

Judgements in applying accounting pelicies and key sources of estimation uncertainty

Many of the amounts included  the financtal statements invalve the use of judgement and/or estimation These judgements and estimates are based en
management s best knowledge of the relevant facts and circumstances having regard to previous experience, but actual results may differ from the amounts
cluded in the financial statements Information about such judgements and estimation 1s contatned in the accounting pelicies and/or the notes to the financial
statements and the key areas summarnised below

Areas of judgement and sources of estimation uncertainty that have the most significant effect on the amounis recognised 1n the financial statements are

Estimation of future production levels
Along with estimations required as part of the going concern review estimates of future production are used n the forecasting process which is used i the
assessment of the carrying value of certain assets, imparment charges, colliery asset lives and coal reserve estimatas

Rewiew of asset camymng values and impaiment charges

The Group performs imparment testing in accordance with the accounting policy stated on page 58 The calculation of recoverable amount requires the use of
estimates and assumpuons consistent with the most recent budgets and plans that have been formally approved by management Significant factors considered
when using estimates te assess the carrying vafue of assets include future coal prices expected annual production expected colliery operating costs remaining
colhery hives and coal reserves and discount rates Refer to note 12 for the key assumptions used i the calculations

Estimation of colliery asset ives
Caprtalised mine development costs {deep and surface mines) are amortised over the tonnage of coal expected to be extracted in the future

1t the amount of coal expected to be extracted varies this will impact on the amount of the asset which should be carned in the consohdated balance sheet
See accounting policy stated on page 58
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1 Accounting Policies continued

Judgements in applying accounting policies and key sources of estimatron uncertainty continued

Determination of coal reserve estimates

Reserves are used in the calculation of depreciation, amortisation and impairment charges the assessment of life of mine stnipping ratios and for forecasting
the timing of the payment of close down and restoration and clean up costs

In assessing the ltfe of a mine for accounting purpeses, mineral resources are only taken mto account where there 1s a high degree of confidence of economic
extraction There are numerous uncertamties inherent in estimating coal reserves and assumptions that are vahd at the ume of estmation may change significantly
when new information becomes available

Changes i the forecast prices of commodrties, exchange rates, production costs or recovery rates may change the economic status of reserves and may ulimately,
result i the reserves being restated

Deferal of stnpping costs
See accounting pelicy on page 59

Caprtahisation of exploration and evalualion costs
See accounting policy on page 58

Estimation of fair value of investment property

The farr value of iInvestment property reflects amongst other things rental income from our current leases assumptions about rental income from future leases

and the possible outcome of planning applications 1n the hght of current market conditions The valration has been arrived at primarily after consideration of market
evidence for similar property, although in the case of those properties where it 1s considered market value will be informed by their vltimate redevelopment potential
development appraisals have been undertaken to estimate the residual value of the landhelding after due regard to the cost of, and revenue from the development
of the property

In such instances, on account of the sensitivity of the market value o the detail of any future planning censent and the potential for matenal vaniance in the
actuality of development costs as compared with our own estimates together with the subjective nature of hope value, the values reported are subject to
matenal uncertainty, and a change in tair values could have a matenal impact on the Group s results Investment properties are disclosed in note 13

Estimation of post retrement benefit obligations

Retirement benefits represent obligations that will be settled in the future and require assumptions to project benefit oblhigations and fair values of plan assets
Retirement benefit accounting 1s intended to reflect the recognition of future benefit costs over the employee s approximate service period based on the terms of the
plans and the nvestment and funding decisions made by the Group These are subject 1o actuanal estimates of, amongst other 1tems rate of return on investments
rate of salary increases rate of price mflation the cost of funding future liabihties and post retirement life expectancy Details of the significant estimates used are
set out in note 25

Estimation of other provisions (including clawback habilities)

Provisions are dependent on assessments of whether the critena for recogmuon have been met, mcluding estimates of the outcome and the amount of the potentsal
cost of resolution Prowisions are recogised by a charge agamst income when 1115 probable that a habihity has been mcurred and the amount of such hability can be
reasonably estimated

Estimation of close down and restoration costs

Estimated provisions are estabhished i the consohdaied balance sheet and amortsed in proportion to the coal expected to be extracted from a site If that expected
tonnage or the actual cost varies, then the provision may be under or over stated Estimates for environmental restoration provisions are based on the nature and
senousness of the contamination as well as on the technology required for clean up The provisions are disclosed in note 22

Recoverability of deferred tax assets

The recogmtion of deferred tax assets requures considerable judgement as to the future profitability of the mining business The recognition of a deferred tax liability
in relation to property revaluations requies an estrmate 1o be made of the proportion of the value of a property which will be recovered through use, compared to the
propartion of the value which wili be recovered through sale Deferred tax s disclosed innote 8
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2 Segmental Reporting

In accordance with IFRS 8 ‘Operating segments, the chief operating decision-maker has been identified as the Executive Management Commutiee, as detailed below
The Commuttee manages and co-ordinates all strategic and key operational 1ssues As at December 2011, the Executive Management Committee consisted of the
followng indviduals

Jonson Cox

David Brocksom
Gareth Williams
Owen Michaelson

Chairman

Finance Director

Managing Director — Mining
Managing Director — Property

Company Secretary Richard Cole

Chief Operating Officer - Recovery Programme Tony Martin

HR Drrector David Stewart
Communicatiens Director Andrew Mackintosh

0n 25 January 2012 Dawid Stewart left the Company
The Commuttee considers that the Group s operating segments comprise the following

Deep mrning

The Group had three orgoing operating deep mines in 2011 {2010 three} located in central and northern England The Group has estimated total reserves and
resources of approximately 201 5 million tonnes (2010 203 7 milhion tonnes like-for-hke) The closed deep mines cansist of the closed Welbeck and mothballed
Harworth collieries

Surface mining
The Group had six active coaling surface mmes during 201 (2010 six) {three finished coaling during the year) and had planning committee approval or consent to mine
three further sites {2010 one} Planning consent in respect of surface mine reserves of 8 million tonnes has either already been granted or application submitted

Property

The Group had a portfolio of approximately 27 500 acres {2010 37900 acres) and has identified circa 4 000 net acres of this land as offering prime prospects for a mix
of business park, residential, distribution and community development Certain land has been identified as potentially suitable for wind farms and this epportunity 1s
being pursued The Property Division also operates the Group s methane generation activities in which electricity 1s generated from mines methane at both operating
and closed sites

Other
This includes any operations not controlled by the miniag or property businesses and unallocated central activities which do nct represent a separate reportable
segment in accordance with IFRS B

The performance of the operating segments I1s assessed on a measure of operating profit/loss This measurement basis excludes the effect of non-trading exceptional
1temns and finance costs and income which are not included in the results of the operating businesses

Total assets for the segments exclude deferred tax and cash and cash equivalents (unrestricted} as these are managed centrally Cash and cash equivalents that are
subject ta restriction have been included within the approprrate segment, along with the related provisions

Revenue
Year Year
ended ended
December December
o o
Revenue from operations anses from £000 £000
Sale of goods 481,931 325434
Rendering of services 16 19
Rental tncome 6,269 5726
488,216 351,179

Revenues of approximately £421,000,000 {2010 £313,000,000) are derived fram four (2010 four} external customers These revenues are attributable to the deep and

surface mining segments
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2 Segmental Reperting continued

Ongoing Closed
deep deep Deep Surface
mines mines” mining mining Property Other? Total

Year ended December 2011 £000 £000 £000 £000 £000 £000 £000
Coentinuing operations
Revenue —gross 366 269 - 365 269 119 461 13,430 6 499,166
Revenue —ntra Group - - - (8 D38) [2912) - {10,950
Revenue —external 366 269 - 366 269 111,423 10518 6 488216
Operating profit/loss} before non-trading exceptional items and

net increase n fair value of investment properties 34,861 (2.432) 32368 22,055 7,402 1" 51,837
Net increase in fair value of investment properties - - - - 3325 - ko rit
Cperating profit/{loss} before non-trading exceptional items 34,861 {2.492) 32,369 22,055 10,727 1" 65,162
Non-trading exceptional 1tems
— Rationalrsation, closure and other costs 17 808 - 17 808 - - {1,700) 16,108
Operating profit{loss) after non-trading exceptional items 52.669 (2.492) 50177 22055 10,227 {1,689} 120
Finance costs (23112}
Finance income 756
Net finance costs {22 856}
Share of post-tax loss from joint ventures — property [a3)
Profit before tax 57,903
Tax charge {2,742)
Profit for the year 5520
Other segmemal ttems
Capital expenditure 30,174 - 3004 499 5534 372 3651
Depreciation 37390 - 37390 1710 116% 230 40,49
Surface mine development costs and restoration assets capitahised - - - 7191 - ~ 7119
Amortisation of surface mine development and restoration assets - - - 1711 - - 17141
Provisions — non-cash charge 4 069 3496 7565 5523 - - 13,088

* Closed desp minas mcluttes meame and expenditure anising at the Welbeck and Harworth collierses
t Qther consists of operations not contretled by the mining or property businesses and unallocated central activities which do not represent a separate reportable segment in accordance with IFASB

Property operating profit includes the net increase in farr value of properties of £3 325,000 and profit on disposal of investment properties of £2 685,000

In 2011, Harworth Power has been included in the property segment, with revenue of £3,413,000 and operating profit of £2,435,000 for the year ended December

2011 Depreciation for this penod in this segment was £1 007 000

Non-trading exceptional items

Rationalisation, closure and other costs consists af professional fees in relation to the refinancing of £1700 000 a curtarment gain of £1,430,000 and an accaunting
adjustment relating to past service costs in pension schemes of £16,378 000 following changes to the schemes rules in the year All non-trading exceptional items
are included n cost of sales with the exception of professional fees in relation ta refinancing which are within other operating expenses
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2 Segmental Reporting continued

7

Ongomg Closed
deep deep Deep Surface
mines mines* mtring mining Property Other' Total

Year ended December 2010 £000 £000 £000 £000 £000 £000 £000
Continuing operations
Revenue —gross 250683 26841 277524 74026 10 303 B 361,859
Revenue —ntra Group 828} - {828} {7,935} {1917) - {10,680)
Revenue — external 249 855 26 841 276 695 66 091 8386 B 31,179
Operating {loss)/profit before non-trading exceptional items and

net decrease 1n fatr value of investment properhes {45,386} 1291 {44,095) 382 3554 a7 {40,112}
Net decrease in fair value of investment properties - - - - {34 197) - 133,197}
Operating {loss)/profit before non-trading exceptionzl items (45,386} 1,29 {44,095) 382 {30,643} a7 {74,300}
Non-trading exceptional items
— Rationalsation, closure and other costs {3810} {1721 {5531) (293) (17} {7245) {13.086)
Operatrng (loss)/profit after non-trading exceptional items {49,196) 430} {49,626) 89 {30,660} {7198} {87,395)
Finance costs (27.695)
Exceptional finance costs {9.947)
Finance income 75
Net finance costs (37,368)
Share of post-tax profit from joint ventures — property 147
Loss before tax {124,616)
Tax charge (a79)
Loss for the year {125,095)
Other sogmental items
Capital expenditure 43929 - 43,929 105 2210 457 46,761
Depreciation/impairment 31602 288 31890 1977 1255 65 35,187
Surface mine development costs and restoration assets capitalised - - - 27897 - - 21897
Amortisation of surface mine development and restoration assets - - - 14 033 - - 14,033
Pravisions —non ¢ash charge 4501 {2111] 2390 22,286 17 - 24,693

* Closed deep mines includes income and expendsture arising at the Welbeck and Harworth cellienes In 2010 Welbeck colliery was reclassified fram angoing deep mines to closed deep mines
1 Other consists of operations nat controlled by the miming or property busingsses and unallocated central activities which do not represent a separate reportabla segment n accordance with [FRS 8

Property operating loss includes the net decrease in fair value of properties of £34,197 000 and loss on disposal of investment properties of £550,000

In 2011, Harworth Power has been included in the property segment Previously these results were shown in the deep mining segment with revenue of £2 625 000
and operating profit of £2,478,000 for the year ended December 2010 Depreciation for this period in this segment was £1 093 000

Non-trading exceptional items

Rationalisation closure and other costs consists of restructuring costs of £4,860,000, care and maintenance costs for Harworth colliery of £1721,000 professianal
fees m relation to the refinancing of £6 727 000, redundancy costs of £310 000 offset by a curtailment gain of £1,050,000 and other costs of £518 000 All non-trading
exceptional items are included m cost of sales, with the exception of professional fees in relation to refinancing which are within ather operaiing expenses

Exceptignal finance costs

Following the Group’s refinancing in Aprd 2010, previously caprtalised 1ssue costs of bank loans of £2,743,000 were written off and the additional arrangement fees
incursed on the replacement facilitres which totalled £4,998,000 were expensed Furthermore the fair values of the related interest rate swaps which had previously
been hedge accounted totalling £2,206 000 were recycled from reserves to the income statement n line with the relevant accounting standards All of these costs
have been treated as exceptianal finance costs {see nate 6}
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2 Segmental Reporting continued

Total assets Ongoing Closed
deep deep Deep Surfacs

mnes mines* mining mining Property Other' Total
at December 2011 £000 £000 £000 £000 £000 £00G €000
Segment assets 265,251 179 265,430 44,388 293752 912 604 482
Investment in joint ventures - - ~ - 2,979 - 2979
Total segment assets 265,251 179 265,430 44,388 296,131 912 607,461
Cash and cash eguivalents {unrestricted) 1.689 :
Deferred 1ax asset 31508
Total assets per balance sheet 640,659
Total assets Ongomg Closed

deep deep Deep Surface

mines mines® mining mintng Property Other* Total
at December 2010 £000 £000 £000 £000 £000 £000 £000
Segment assets 292 483 203 292 686 59 766 337629 B44 690 925
Investment in joint ventures - - - - 340 — 34
Total segment assets 292,483 3 232,686 59,766 341,039 B4 694,335
Cash and cash equivalents {unrestricted) 427
Deferred tax asset 34 474
Total assets per balance sheet 729,236

* Closed deep mines includes the assets of Welbeck and Harworth cellienes In 2010 Welbeck collary was reclassified from ongoing deep munes to closed deep runes and accordingly the

comparative mformation has been restated to reflect this change

t Other cansists of operations nat controlled by the mining or preperty businesses and unallocated central activivies which do not represent a separate reportable segment in accordance wath [FRS 8

Cash and cash equivalents that are subject to restriction have been included within the appropnate segment, along with the related provisions

3 Profit/{Loss) Before Tax

Year Year

ended ended

December December

201 M0

Note £000 £000

Profit/{loss) before tax 15 stated after {charging)/crediting

Depreciation of property plant and equipment — owned assets 12 (37,859} (29914)
Oepreciation of property plant and equipment — under finance leases 12 (2,640} {5050}
Amerusation of surface mine development, restoration and closure assets 12 {17.121) {14 033)
Impairment of operating plant and equipment 12 - (223}
Coal Investment Aid kx} - 1011
Profit/{loss) on disposal of investment propertigs 2,685 [550)
Profit on disposal of eperating property plant and equipment 657 243
Repairs and maintenance for deep and surface miming [61,791) {53,531)
Staff costs 5 (160,392) (376,254}
Pension past service credits 5 16,378 -
Spares and consumables used (29,165) 34 1)
Operating expense for rental investment property (4.228) (1842}
Operating lease payments {3,004) 192}

Depreciation and impairment of operating praperty ptant and equipment 15 included within cost of sales
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4 Other Operating Income and Expenses

Year Year

ended ended

December December

m 2010

£000 £000

Administrative expenses {17,181) {23191)
Qther operating mcome 6864 3301

QOther pperating income and expenses {10317) {19 890)

Due to the nature of the Group s business, distribution expenses are treated as part of cost of sales Other operating income includes Coal Investment Aid of £nil
{2010 £1,011,000} asdisclosed in note 33

5 Employee tnformation
The average number of persons {including the Board of Directors) employed by the Group during the year was

Group Company

Year Year Year Year
ended ended ended ended
December December Decemher December
am1 2010 am 2010
Number Number Number Number
Deepmining 2026 2,247 - -
Surface mning 517 538 - -
Property 26 19 - ~
Other 36 73 ? 8
2,605 2877 7 8

Total staff costs for the Group were

Group Company

Year Year Year Year
ended ended ended ended
December December December Decamber
20M 2010 2011 2000
Staff costs {including the Board of Directors) Number Number Number Number
Wages and salaries 131,108 142,956 1810 2542
Social security costs 13421 14 252 185 184
Pension and post retirement benefit costs 14577 18 472 153 245
Share-based payments 1286 574 1,286 574
160,392 176,254 3434 3545
Past service credit (see note 2} {16,378) - - -
144,014 176,254 3434 3545

Key management compensation
Year Year
ended ended
December December
2am 20i0
£000 £000
Szlaries and short-term employee benefits 2062 1514
Post employment benefits 167 297
Termination benefits - 435
2229 2246

The compensation details above are for members of the Executive Management Committee duning the year Current membars of the Executive Management
Committee are given on page 65

Directors’ remuneration and interests
Detailed information relating to directors’ remuneration and their nterests in share options 1§ indicated by * on pages 45 to 47 and forms part of these
financial statements
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6 Finance Costs and Finance Income

Year Year
ended ended
December December
o1 2010
£000 £000
Interest expense
— Bank borrowings {9.227) {11 594)
— Hire purchase agreements and finance leases {915) (1237)
— Unwinding of discount on provisions {3319) 13 336)
- Amertisation of the issue costs of lpans {537) {1446)
—Generator lpans and prepayments {9.187) (8618)
Gains on interest rate swaps not eligible for hedge accounting 445 177
Amortisation of interest rate swaps recycled from reserves {372) {1642}
Finance costs {Z3.12) {27695)
Asrangement fees related to refinancing - (4,998}
Write off of previousty capitalised 1ssue cests of bank loans - 12743)
Faw value of interest rate swaps recycled from reserves - (2 206)
Exceptional finance costs - {9947)
Finance income 756 275
Net finance costs {22,856) {37,368)
7 Auditors Remuneration
During the year the Group ebtained the following services from its auditors, PricewaterhouseCoopers LLP, at costs as detailed below
Year Year
ended ended
December December
oM M0
£000 £000
Audit services
Fees payable to the Company auditors for the audit of the parent Company and the consolidated accounts 75 75
Fees payable to the Company auditors and its asseciates for other services
- The audit of the Company s subsidianies pursuant to legtslation 24 230
— Other services pursuant to legislaton 45 50
— Tax advisory and compliance services 8 -
- Other services 17 80
462 435

From time to time  the Group employs PnicewaterhouseCoopers LLP on assignments additional to therr statutory audit duties where therr expertise and expenence
with the Group are important They are awarded assignmenis on a compelitive basis The Audit Committee reviews non-audit assignments quarterly and approves
all assignments above a predetermined cost threshold
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8 Tax
Year Year
ended ended
December December
2m mao
Analysis of tax charge in the year £000 £000
Corporation tax - current year - -
— prior year {18) (8}
Deferredtax - current year 2448 (403)
— pror year 3 890
Tax charge 2,742 479
The tax for the year 1s different to the standard rate of corporation tax in the UK of 26 5% {2010 28%) The differences are explamned below
Year Year
ended ended
December December
211 2010
£000 £000
Profit/{loss} before tax 57,883 {124 616)
Profit/{loss) before tax multiplied by rate of corporation tax in the UX of 26 5% {2010 28%) 15,365 {34892}
Eftects of
Use of brought forward losses not recognised (15,683} -
Expenses not deducted and income not chargeable for tax purposes (828} 9502
Deterred tax not recognised 1,153 24081
Rate change on opening deferred tax asset 2,446 906
Prior year deferred tax movement 313 890
Prior year consortium relief adjustment {18) (8)
Total tax charge 2,18 479

Deferred tax

Deferred tax s calculated in full on temporary differences under the hability method using a tax rate of 25% {2010 27%) This reduction reflects the new man rate
of corparation tax which would have been in force from 3 April 2012 as provided in the Finance Act 2011 Further reductions to the main rate have been enacted
subsequent 1o the batance sheet date to reduce the rate to 24% from 1 April 2012 and then a further 1% per annum to 22% by 1 April 2014 However these changes
had not been substantively enacted at the balance sheet date and therefore are notinchided m these financial statements

Deferred tax assets and habilities are offset when there 1s a legally enforced nght to offset current tax assets aganst current tax habihties and when the deferred
taxes relate to the same fiscal authonity The Group s deferred tax Irability in respect of fixed assets can all be offset i this way apart from the hability of £1771,000
(2010 £1 265 000) in respect of revaluation gains o investment properties expected to be recovered through future use

As ot As at

December December

om 200

£000 £000

Deferred tax asset — to be recovered after more than 12 months 31,509 8474

Deferred tax liability - to be pawd after more than 12 months (1171) {1 265)

Net deferred tax asset 30332 33208
The movement on the net deferred tax asset 1s shown below

Year Year

ended ended

December December

201 2010

£000 £000

At the beginning of the year 33209 35378

Amaunts charged to the consolidated income statement {2,761} {487}

Amounts tharged to the consohidated statement of comprehensive income {110} {1682

At the end of the year 30138 33,208
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8 Tax continued

Deferred tax continued

A deferred tax asset of £31 509 000{2010 £34 474,000 has been recogrused to the extent that it (s expected te be recovered based on forecasts of future taxable
profits Further deferred tax assets have not been recogrised owing to the uncertainty as to thew recoverability If these deferred tax assets were recognised the
total asset would be £152,453,000 (2010 £185 008 000) as set out below

As at As at As at Asat

December December Detember December

2m Z011 2010 2010

Total Total Total Total

amount potential amount potential

recognised asset recognised asset

£000 £000 £000

Fixed asset timing differences {11n) 47,264 {1263) 42 655
Other timing differences - 11,199 -~ 9994
Trading losses 22,1319 57,683 23915 8424)
Retirement benefit habilities 8125 36,176 8775 486,333
Cash flow hedges 1245 137 1784 1784
Net deferred tax asset 30,338 152,459 33209 185 006

The fixed asset tirming difference recognised relates to the deferred tax liability arising from the directors estimate of the proportion of revaluation gams on
investment properties which will be recovered through use No tax liability has been recogmised n relation to the balance of the gain which 1s expected to be realised
through sale, due to the fact that the Group has unrecegrised capital losses brought forward of £350 000,000 (2010 £379,000,000}

The movement on the deferred tax asset charged to equity duning the year is as follows

am 2010
£000 £000
Movement on deferred tax asset relating to retirement benefit habilities in the period - {325)
Movement on deferred tax asset relating to cash flow hedges in the period {110) [1357)
Deferred tax asset movement charged to equity {110] {1,682)

The Company has no recogrused or unrecognised deferred tax in 2011 or 2010

9 Loss for the Financial Year for the Parent Entity
As permitted by section 408 of the Companies Act 2006 the Company s income statement and statement of comprehensive income have not been included
separately in these financial statements The loss for the financial year was £3 829,000 (2010 loss £16,960,000)

10 [hvidends
No dividends have been paid or proposed in relatran to 2011 or 2018

11 Earnings/{Loss) Per Share
Earnings/lloss) per share has been calculated by dviding the profitAloss) attnibutable to ordinary shareholders by the weighted average number of shares in 1ssue
and ranking for didend dunng the year

In calculating the dituted earnings/{loss) per share, the wesghted average number of ordinary shares 1s adjusted for the diluting effect of share options potentially
1ssuable under the Group's employee share option plans

Year Year

ended ended

December December

2 2010

£000 £000

Profit/{loss) before tax 57,983 {124 616)
Tax charge {2,792 {479)
Profit/(loss) for the year 55241 {125 095)
Weighted average number of shares used for hasic earmings per share calcutation 299,298,160 299 298 160
Dilutive effect of share opuions - -
Weighted average number of shares used for diluted earnings per share calculation 299,298,160 299,298 160
Basic and diluted earnings/{loss) per share {pence) 185 {41 8)

Basic and diluted earmings/{loss) per share, as adjusted to exclude tax, for the year s 194 pence (2010 loss 416 pence}
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12 Operating Property, Plant and Equrpment
Surface mine

Deep mines development
including and
Operating surface Plant and Sub restoration
properties waorks equipment total assetls Total
Group £000 E000 £000 £000 £000 £000
Cost
At January 2011 23984 857 365 89,470 970 819 55 416 1,026 235
Additions 13 30174 16i8 31805 719 38 936
Disposals (167) - (8797) {8,954) 11,380) (10 344}
Transfers - 1,469 [1,469) - - -
Transfer o mvestmen! properties {4103} - - (4,103) - {4103}
At December 2011 19727 889 008 80822 989,557 61227 1,050 784
Depreciation
At January 2011 4444 555 B48 73374 733,666 19740 753407
Charge for the year 163 37390 2946 40 439 1721 57620
Transfers - 1009 {1009} - - -
Disposals - - [8103) {8103} (1,380) {9 483}
At December 2011 4,607 694,247 57 208 766 062 35 482 B01,544
Net book amount:
At December 2011 15120 194,761 13614 223,495 25,745 249,240
Cost
At January 2010 15008 876 027 B3 715 980750 40757 1021507
Additions 165 43,929 562 44 656 27,897 72 553
Disposals {338} |62 591) 807) {63,736 {13 238) |76 974}
Transfer from investment properties 9485 - - 9485 - 9485
Transfer to investment properties {336) - - {336) - {336}
At December 2010 231984 857 365 89470 970,819 55 416 1026 235
Depreciation
At January 2010 4,282 686,549 70924 761755 18150 779,905
Charge for the year 162 31667 3135 34,964 14 033 48 997
Impatrment - 223 - 223 - 223
Disposals - {62,591) [685) |63 278) li2 442) {75,718}
At December 2010 4,444 £55,848 73374 733 666 19741 753407
Net book amount:
At December 2010 19540 201,517 16 096 237153 15875 272,828
At January 2010 10,726 189 478 18,791 218 995 22 607 241 602

Surface mine development and resteration assets net boak amounts include capitahised pre-coaling costs of £9 246,000 (2010 £11 373,000) restoration/
rehabiitation costs of £14 223 000{2010 £19 554,000} and deferred stripping costs of £2,306,000 (2010 £4,748.000) These are depreciated over the estimated
tonnage of the recoverable reserves as these are extracted

Surface mine asset additions n the peniod of £7191 000 (2010 £27 897 000} comprise £2 606 000 {2010 £5 416 000) for pre coaling expenditure £3,685 000
{2010 £19,493,000) recogrmsed as a non-current asset on the creation of a corresponding provision for restoration and rehabilitation costs and £900 000
{2010 £2,988,000} of deferred stnpping costs

Included in operating property, plant and equipment 1s £9 131 000 (2010 £25 543 000) of camtalised work in progress which 1s not depreciated

Assets under finance leases disclosed under deep mines including surface warks and plant and equipment, have the following net book amounts

As at As at

December December

2 200

£000 £000

Cost 21,89 41589
Aggregate depreciation 114,999) {29 702)

Net book amount 6,895 11887




14 UXCOALPLC ANNUALREPORT AND ACCOUNTS 2014

Notes to the Financial Statements

for the year ended 31 December 2011 continued

12 Operating Property, Plant and Equipment continued

In accordance with |AS 36 tangible fixed assets are reviewed for impairment if there 1s any indication that ther carrying amount may not be recoverable
An impawrment review has been perfarmed for the tangible fixed assets of the deep and surface mining business as a result of movements in the coal price
and other assumptions The estimates or recoverable amount were based on value-in-use calculations using a pre tax discount rate of 10% These calculations
use cash flow projections based on budgets approved by management covering a five year period

Following the completion of mining at Welbeck colliery an impairment charge of £ril {2010 £223,000) was required for its remaming fixed assets

Sensitivity analysis

No impairment of fixed assets would be recogmsed by the Group if any of the following occurred m 1solation

- The revised estimated pre-tax discount rate apphed to the discounted cash flows was ncreased to over 20%,

— The estimated long-term price of coal of $97/tonne assumed in caleulating the discounted cash flows decreased by 7 5%, and

— The estimated leve! of annual preduction assumed n calculating the discounted cash flows decreased by 5%

13 Investment Properties

As at As at

December December

2011 2010

At valuation — Group £000 £000
At the beginning of the year 314,237 377995
Additions 477 2105
Disposals (63,718} (23740}
Fair value increase f{decrease) 3325 {34197}
Transfer from operating property, plant and equipment at net book amount 4103 336
Transfer to operating property plant and equipment at net book amount - {9 485)
Transfer to non-current assets held for sale (16,600} -
Revaluation of property transferred to nvestment properties 4519 1223
At the end of the year 250,640 314 237

The properties were valued at December 2011, in accordance with the Apprarsal and Valuation Standards of the Royal Institution of Chartered Surveyors by three
firms BNP Paribas Real Estates, Smiths Gore and Bell Ingram, all independent firms with relevant experience of valuations of this nature The valuation excludes
any deduction of rehabilitation and restoration costs which are stated within provisions in the balance sheet

Key assumptions within the basis of farr value are

— The sites will be cleared of redundant buildings levelled and prepared ready for development

- The values are on a basis that no material envirgnmental contamination exists on the subject or adjoning sites or where this 1s present the sites will be remediated
to a standard consistent with the intended use, the costs for such remediation being separately provisioned, and

— No deduction or adjustment has been made in relation to clawback provisions, or other taxes which may be payable in certain events
Had the above investment properties been carried at historic cost rather than fair value, their value would be £80,630,000 (2010 £90 827,000

Land and buldings with a value of £282 335 000{2010¢ £298 617 000) are subject to fixed charges to cover borrowings against those assets and £6 390 000
{2010 £8,842 000) are subject to restrictions as they cover msurance requirements Other property plant and equipment 1s subject 1o floating charges to cover
hab:hties due 10 bank borrowings
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14 Investments

Investmentn |oint ventures

The Group holds 50% of the 1ssued ordnary shares of UK Strategic Partnership Linuted a joint venture company with Strategic Sites Limited for the development of
certain investment properties The first development was at the Advanced Manufacturing Park at Waverley, South Yorkshire

The Group alsc holds 50% of the 1ssued ordinary shares of Bates Regeneration Limited a joint venture company with Banks Praperty Limited for the development of
an investrment property at Blyth, Northumberfand

M 2010
£000 £000
At the beginning of the year 3410 3263
Share of (loss)/profit— property joint ventures {431} 147
At the end of the year 2919 3410

The Group's share of the results of its jeint ventures ail of which are unlisted and its share of the assets (including geadwill and habilities) are as follows

Country of Assets Lizbities Revenues Profit/{loss) Interest held

Incorporation £000 £000 £000 £000 %
M
UK Strateqic Partrership Limeted England and Wales 3362 {2784) 830 {454) 50
Bates Regeneration Limited England and Wales 3570 [1169}) - 73 50
Total 6,932 {3,953) B30 1431)
2010
UK Stratepic Partnership Limnited England and Wales 4062 {3030} 42 119 50
Bates Regeneration Limited England and Wales 3,495 {1117} - 28 50
Total 7557 (4147} 242 147
Investmentin subsidianies
Company £000
Cost
At January and December 2011 473 224
Prowvision for impairment.
At Janyary and December 2011 {172 914)
Net book amount
At December 2011 300,310
Cost:
At January and December 2010 473224
Provision for impairment:
At January and December 2010 {172,914)
Net book amouat
At December 2010 300,310

Investments in substdianies are stated at cost less provision for imparment As permitted by section 616 of the Companies Act 2006 where the relief afforded under
section 612 of the Companies Act 2006 apphies cost s the aggregate of the naminal value of the relevant number of the Company s shares and the fair value of any
other consideration given to acquire the share capital of the subsidiary undertakmgs The Directors consider that to give full particulars of all subsidiary undertakings
would lead to a statement of excessive length A list of principal subsidrary undertakings 1s given below A full hst of subsidiary undertakings will be annexed 1o the
Company's next anaual return
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14 Investments continued
Investment in subsidiaries continued
Particulars of the prncipal Group undertakings at December 2011 are as follows

Proportion of
nominal value
of 1ssued share

Description caprtal held by
of shares the Company
Company name Activity held o
Harwarth Group Limited Holding company Ordinary -
UK Coal Holdmgs Limited Holding company Ordinary 100
Harworth Insurance Company Limited Insurance Ordinary 100
Harworth Power Limited Power generation Drdinary -
Miming Services Limited Surface mining plant operations Drdinary -
UX Coal Mining Ltd Underground and surface mining and
property activities Drdinary -
Centechrology {UK) Limited Labour centracting services Ordinary -
EOS Inc Ltd Property company Ordinary -
Harwarth Estates {Agricuftural Land) Limited Property company Crdinary -
Harworth Estates (Waverley Prince) Limited Property company Ordinary -
Pottand Burn Limited Property company Ordinary -
UX Coal {Investments) Limited Progerty company Ordinary -
The Group owns 100% of the 1ssued share capital and voting nights of all of the above companies
All of the above companies are incorporated in England and Wales They are all ncluded in the Group's consolidated results
15 Other Recevables — Non-Current
Amounts classed as nan-current are as follows
Group Company
As at As at As at As at
December December December December
2011 2010 2 010
£000 £000 £000 £00¢
Qther receivables 3,357 3136 - -
Other receivables include £2 422 000 {2010 £2 071 000) of long-term depos:ts held as secunity for surface mines
16 Invertornies
Group Company
As at Asat As at As at
December Decermber December December
2011 2010 2011 2010
£000 £000 £000 £000
Coal stocks 15,238 32,906 - -
Spares and ¢ensumables 19,516 17428 - -
34,754 50,334 - -

The cost of spares and consumables recogmised as an expense and included in cost of sales amounted to £29 165 000{2010 £34 001,000

A net realisable value prowision credit of £n1 {2010 £1 379 000} against coa! stocks was included m cost of sales in the year

)
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17 Trade and Other Receivables - Current

Group Company
As at As at As at As at
December December December December
2011 2010 m 2010
£000 £000 £000 £000
Trade receivables 21,599 23 415 - -
Less prowision for impairment of trade recevables {79} {97} - -
Net trade receivables 21520 23,318 - -
(Other recevables 1,161 174 64 912
Prepayments and accrued income s 2424 - 17
Amounts owed by subsidiary undertakings - - 216,243 210 260
26302 25918 216,307 211 309

The carrying amount of trade ang other receivables approximate to their far value All of the Group's receivables are deneminated in sterling

Due to the nature of the Group s activities, a substantial amount of the Group s sales are toa hmited number of large industnial customers within the power
generation sector Whilst this concentration provides an increased credit risk due to the financial strength of the power sector, management does not believe
that this 1s significant

The maximum exposure to credit nisk at the reporting date 1s the carrying value of each class of recewvables as disclosed i note 23 The Group does not hold any
collateral as secunty

Movements on the Group provisions for impairment of trade receivables are as follows

Group
o 200
£000 £000
At the beginning of the year 97 73
Provisions for impaument of recevables - 9
Recevables wnitten off during the year as uncollectable {12} 121}
Unused amounts reversed {6} {164]
At the end of the year 79 97

The creation and releases of the prowision far imparred receivables have either been included in cost of sales or other operating income and expenses in the
consohdated income statement Amounts charged to the allowance account are generally written off when there is no expectation of any additional recovenes

The other classes of assets within trade and other receivables do not contain impaired assets

As of December 2011, there were provistons against trade receivables of £79 000 {2010 £97 000) which were imparred The Group has assessed that 1t is unlkely
that these receivables wili be recovered The ageing of these receivables s as follows

Group
As at As at
December December
m 010
£000 £000
3 to 6 months - g
Over 6 months 79 g8
79 97

As of December 2011 trade receivables of £21,186,000 (2010 £20,792,000) were fully performing

As of December 2011, trade receivables of £334 000 (2010 £2 526 000) were past due but not imparred These relate to a number of customers for whom there 1s no
recent history of default and consequently there are no ndications at the reporting date that they will not meet thew payment abligation The ageing analysis of these
trade recevables 1s as follows

Group
As at As at
December December
aom 2010
£000 £000
Up to 3 months 213 2327
Over 3 months 11 189

334 2526
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18 Non-current Assets Classified As Held For Sale

Group Company
As at As at As at As at
December Cecember December December
Fa 1§ ] 2010 2011 2010
£000 £000 £000 £000
Investment properties 16,600 - - -

Conditional sales contracts were exchanged during 2011 for the disposal of investment properties, held within the property reporting segment, with far value of
£16,600,000 The conditions for these sales are expected to be satisfied duning 2012 upen which the dispasal will be recogrised in the financial statements Asa
result these properties have been classified as assets held for sale and have been presented separately in the balance sheet

The amount recagmsed in reserves refating to these properties was £14,190,000 {2010 £nd}

19 Cash and Cash Equivalents

Group Company
As at As at As at Agat
December December December December
2011 00 2011 2010
£000 £000 £000 £000
Cash deposited to cover insurance reguirements 14735 15 705 - -
Subsidence security fund 8,854 8,769 - -
23,589 24 474 - -
Cash held and other cash balances 1589 427 419 384
25278 24,901 419 184

Total cash held subject to restrictions to cover insurance and surface damage liabilities at the year end amounts to £23 589 000 (2310 £24 474 000) In adchition to
this security to cover surface damage habilities in the form of an msurance bond for £10 000 000 {2070 £10 003 000115 1 place

20 Borrowings

Group Company

As at As at As at As at

December Decernber December December

am 2010 21 2010

Current £000 £000 £000 £000
Bank loans, overdrafts and finance leases due within one year or en demand

Secured — bank loans and overdrafts 31,007 52 427 - -

Finance lease obligations 6,534 3,824 - -

n5M 56 251 - -

Generator loans and prepayments due within one year 1,723 26,428 - -~

Total borrowings — due within one year or on demand 79,264 82 679 - -

Group Company

As at As at As at As at

December Decernber Decemher December

bt ¥ 2010 20 200

Non-curreat £000 £000 £000 £000

Bank loans overdrafts and finance [eases due after more than one year

Secured —bank loans and overdrafts 15,112 75752 - -

Finance lease obligations kR K} 9609 - -

18,849 85 361 - -

Generator loans and prepayments due after more than one year 42,336 74 760 - _

Total borrownngs — due after more than one year 61,235 160121 - -

The carrying value of the Group's external borrowings which consist of floating rate and fixed rate short-term borrowings approximates to far value All of the

Group's borrowings are denominated in sterling

Bank loans and overdrafts due within ane year or on demand are stated after deduction of unamortised horrowing costs of £989,000{2010 £380 000) Non-current

bank loans and overdrafts are stated after deduction of unamortised borrowing costs of £ni {2010 £402 000)
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20 Borrowings continued
During the peried the Group made repayments of £84 282 000 against bank loans and gverdrafts The amount drawn under the Revolving Credit Facility { RCF'}is
disclosed as current as, at the balance sheet date it was due for repayment in July 2012

Interest and finance fees of £3,028,000 were capitalised to the Harworth Estates {Waverley Prsnce} Limited loan dunng 2011
Duning the year £3 762,600 was paid under finance leases These leases are due to be repaid in the period 2011 through to 2014

The Group 15 party to certain contracts for coal supply which resulted i increased cash flows to the business in 2009, 2010 and 2011 These benefits together with
accrued implied interest are treated as generator loans and prepayments, and will be repaid erther out of later revenue or as separate repayments which commenced
in October 2010 and end 1n 2015 Interest is charged on these outstanding amounts using actual or implied interest rates The average interest rate on these balances
15 11% During the year £17 078,000 has been repaid against these balances

No new bank loans were taken out during 2011 (2010 £n11)
The bank loans and overdrafts are secured by way of fixed and floating charges over certain assets of the Group

The maturity profile of the Group s drawn and undrawn external bank faciities 1s as follows

am 2010

E000 £000

Expiring within 1 year 81,253 104 385
Expiring between 1 and 2 years 15,712 B0 443
Expiring between 2 and 5 years - 0712
96,985 185 540

These facilities are all nominally at floating interest rates but interest rate swaps/caps with principal value of £67 150 000 {2010 £21,950,000) are held to convert an
element of these borrowings to fixed/capped inierest rates

The maturity profile of the Group’s bank and finance lease bosrowings is as follows

M 2010
Generator Generator
logns and Finance loans and Finance
Debt prepayments leases Total Debt prepayments leases Total
Group £000 £000 £000 £000 £000 £000 £000 £000
Within 1 year 31,007 n,713 6,534 79,264 52427 26 428 3824 82,679
Between 1 and 2 years 15,12 17461 2253 35426 57754 41286 6472 105 512
Between 2 and 5 years - 24925 884 25,809 17,998 3340 3,137 54 609
45,119 84,109 3611 140,499 128179 101188 13 433 242 800
The mintmum lease payments under finance leases fall due as follows
As at Asat
December December
2m 2010
£000 £000
Within 1 year 1476 4,757
Between 1and 5 years 3337 10 431
10513 15188
Future finance charges on finance leases (842) {1,755}
Present value of finance lease liabilities 96N 13433

Lease liabilities are effectively secured as the nghts to the leased asset revert to the lessor in the event of default

Since the year end, we have renewed and extended our banking facilities, with the following principal changes

- Extensions to the maturity of the RCF the Addiuonal Revolving Facilities { ARF } the Harworth Estates {Waverley Prince} Limited facitity and the EOS Inc Ltd facility
to the end of December 2013 have all been agreed,

— The financial profile of the ARF were modified so that the amount available to be drawn, which was imitially increased to £27,500 000, reduces by £7 500,000 on
30 September 2012 and amartises over the penad June 2013 to November 2013 The facility reduces from £20 000,000 to £12 500,000 for a short period at the end
of 2012, before reverting to £20 000 000

Over and above these extended bank facilities, we have extended the term of a further £10,000,000 of unsecured stand-by facility from Peel Holdings Finance Limited
which (s avarlable for drawtng in the event that both the RCF and part of the ARF are drawn This facility which amortises gradually over the pertod August 2013 to
November 2013 has also been extended to mature in November 2013




80 UKCOALPLC ANNUALREPORT AND ACCOUNTS 2011

Notes to the Financial Statements

for the year ended 31 December 2011 continued

21 Trade and Other Payables

Group Company
As at As at As at As at
December December December December
2011 2010 om 2010
£000 £000 £000 £000
Current
Trade payables 51,688 53128 - -
Arounts owed to substdtary underiakings - - 158,409 147427
Taxatron and soctal security 18,262 12730 - -
Accruals and deferred income 47,809 44 699 10,384 13 662
113,759 110 657 168,793 161,089
Non-current
Trade payabies 136 9925 - -
22 Provistons
At At
January Provided Released Utilised Urwanding December
2m In year m year n yeay of discount 201
Group £000 £000 £000 £000 £000 £000
Employer and public labilities 130490 22112 {1808) |4 996) - 8,452
Surface damage 15,338 4,295 {1471) {2 253) 583 16.4%2
28378 6507 [3279) {7249) 583 24,94
Claims 15 - - - - 15
Redundancy 3162 4682 - {7,3939) - 445
Restoration and closure costs of surface mines 51632 7813 (3 266) {16 935) 1,915 41,153
Restoration and closure costs of deep mines
- shaft treatment and pit top 9 B66 - - (584} 364 8,646
—spoil heaps 2929 - - {556} m 2,484
— pumping costs 277 - (2 BBY) - a8 -
Ground/groundwater contamination 62333 3,486 - - 248 10077
105 086 22 498 {9410) 132,723} 3319 88,770

In accordance with |AS 37 Provisions, contingent liabiities and contingent assets” discounting has not been applied against the insurance provisions in respect

of employer and public habihbes

The total of provisions treated, net of provistons released, are £13 088 000 (2010 £24,693 000}

Prowvistons have been analysed between current and non-current as follows

As at Asat

December December

201 2070

£000 F000

Current 13.480 34915
Non-current 75,290 7017
88,770 105 086
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22 Prowistons continued
Provisions are expected 1o be settled within the timescales set out in the following table It shouid be noted that these are based on the informatton available at the
time the consolidated financial statements were prepared and are subject to a number of estimates and uncertainties as noted below

More

Within 1-2 z-5 than 5
1year years years years Total
£000 £000 £000 £000 £000
Employer and public hablitres 3450 1950 2768 284 8452
Surface damage 3,809 3372 7069 2242 16,492
7259 5,322 9,837 2,526 24944
Claims 15 - - _ 15
Redundancy 445 - — - 445
Restoration and closure costs of surface mines 5516 9506 21993 4,138 41,159

Restoration and closure costs of deep mines

— shaft treatment and pit top 60 51 2514 7,021 9,646
- spoil heaps 185 25 802 1472 2484
— pumping costs - - - - -
Ground/groungwater contamination - 2 095 4722 3260 10077
13 480 16,999 39874 18,417 88,770

The nature of the Group's obligatiens and an indication of the uncertainties surrounding each of the above provistons are provided below

Employer and public liabilities

Provisions are made for current and estimated obligations i respect of claims made by employees, contractors and the general public relating to accident or disease
as a result of the business activities of the Group These relate pnmarnily to the claims held by the Group's captive nsurance company Harworth Insurance Company
Limrted Ownership over land and butldings and dedrcated cash deposits as set out in notes 13 and 19, has been granted to cover these provisions

Surface damage

Provision 1s made for the Group s habiity to compensate for subsidence damage anising fror past mining operations Claims can be ledged by the publc up to six
years after the date of the relevant damage The estimate is based on historical claims expenience following a detailed assessment of the nature of the damage
foreseen Security over dedicated cash deposits and an insurance bond as set out in note 19, has been granted to cover these provisions

Claims

Where surface mine sites owned by the Group are mined by external contractors and miring conditions vary irom those specified in the contract the external
contractors may be entitled to clasm further costs incurred Claims are settled with individual contractors generally at the completion of a surface mining site
All clarms provisions are based on known mining condtions encountered histanical experience and contracted rates

Redundancy
Proviston 1s made fer current estimated future costs of redundancy and ex-gratia payments to be made where this has been communicated to those employees
concemned

Restoration and closure costs of surface mines
Provisions are made for the total costs of reinstatement of sail excavation and for surface restoration, such as topsoil replacement and landscaping Costs become
payable after coal mining has been completed Further liabilities for aftercare can extend after restoration, for a period of up to six years

Restoration and closure costs of deep mines

Shaft treatment and pit top — Provisions are made to meet the Group s hability to fill and cap all mine shafts and return pit top areas to a condition consistent with
the required planning perrmission No habilities will arise untdl decommissioning of each indvidual colliery The current pit top provision reflects existing planning
permissions that require pit areas to be restored to former use, usually agnicultural The Group will where possible, seek planning perraission for development use
which if successful may reduce the expected cost

Spoil heaps - Provisions are made for the costs payable to bring spoil heaps to a condition consistent with the required planning permission and to complete approved
restoration schemes An efement of spoil heap restoration 1s ongoing, although the majorrty of costs will be incurred after the decommissioming of a colliery

Pumping costs— There 15 a legal requirement to continue pumping activities at certain mine sites followang closure and for a period into the future The provisien
15 based on current experience and the net present value of future cost projections Pumping costs on continuing operations are expensed as icurred

Ground/groundwater contamnation — Provisions are made for the Group s legal or constructive obligation to address ground and groundwater pollutants at
Its operating sites The provision is based on esumates of volumes of contaminated soil and the histoical contract costs of ground contamination treatment
These costs will usually be ncurred following the decommissioning of a site
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23 Financial Instruments and Derivatives
The Group s pnncipal financial mstruments include dernivative financial instruments trade and other recevables, cash and cash equivalents interest bearing
borrowings and trade and other payables

Derivative financial instruments

Assets Liabilrties
£000 £000

At the end of the year
Fair value — 2011 - 5,016
Fair value —2010 — 6,607

The Group uses interest rate swaps in order 1o fix the interest payable on a large proportion of its variable rate borrowmngs The fair value of derivative financial
nstruments 1 valued, where possible, using quoted market prices The fair value of these instruments equals the book value at December 2011 and December 2010

For those swaps which are effective cash flow hedges under IAS 39 the effective portion of therr fair value movements has been deferred in reserves Exposures have
been presented as net positions by a counterparty whenever there 1s the intentton and ability 1o legally set off assets and habilities

Under IFRS 7 Financial Instruments Disclosures’ all derivative financial instruments are classed as level 2 as they are not traded 11 an active market and the fair
value 15 therefore determined through discounting future cash flow

Hedging relationships
As at December 2011, cash flow hedges were in place up to July 2013 None of these hedging relationships are effective for hedge accounting purposes

The movement in the fair value of contracts which are not effective for hedge accounting purposes, or which were not designated as cash flow hedges, being a gan
of £445,000(2010 £177,000} in the year is presented within finance costs i the consolidated income statement [see note B)

The application of hedge accounting in the year has resulted in an incame statement credit of £445 000 {2010 £177000) for ineffective hedges no movement
nreserves (2010 Enil) for effective hedge relationshups and a charge to ncome of £372,000(2010 £3 848,000), representing the amortisation of reserves for
discontinued hedging relationships

In 2010, the Group entered into a notronal principal £40 000,000 fixed interest cap agreement at a rate of 4 75% effective between 29 July 2011 and 31 July 2013
The terms of the agreement provide that the imitial notional principal 1s amartised by £20,000,000 per year At the year end the notional principal was £35 000 000
In 2041 the Group entered 1nto a fixed interest/interest rate cap agreement with a total tritial notional principle of £46 000,000, amorusing down ta £16 500 000
in May 2013 The average fixed interest rate swap element over the lifetime of the agreement 15 38%

The total notional principal of outstanding fixed interest rate swaps that the Group s committed to s £32,650 000 (2010 £21 950,000] The weighted average fixed
nterest cate and perod to maturity of the Group s interest rate swaps was B 15% {2010 B 69%) and 0 Byears {2010 14 years), respectively

The Company has no interest rate swaps

Other financial assets and habilities

December 2011 December 2010

Book value Fair value Book value Fair valug
Group £000 £000 £000 £000
Assets
Cash and cash equivalents 25273 5218 24 901 24901
Trade and other receivables 29,659 29,659 29052 28,052
Liabilities
Bank borrowings 46,713 46,719 128178 128179
Finance lease habilites 9671 3,671 13433 13433
Generator loans and prepayments 84,109 93,746 101188 13 607
Trade and other payables 114,495 114,495 120,482 120 482
Derivative financial instruments 5016 5016 6 607 6607

In accordance with [AS 33 the Group classifies the assets and habilities in the analysis above as ‘loans and recewables and ‘other financia! habiliies respectively
At the 2011 and 2010 year ends the Group did not have any "held to matunity’ or ‘available for sale financial assets or ‘held for trading’ financial assets and liabihties
as defined by IAS 39

At the year end, the Company held cash and cash equivalents of £419 000 {2010 £384,000)

The carrying value of the Group's external borrowings which consist of floating rate and fixed rate short-term borrowings approximates to faw value Details of the
maturity profile of these financial habilities are incleded in note 20
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23 Fmnancial Instruments and Denivatives continued
Dther financ:al assets and habilities continued
The carrying value of other long-term receivables approximates to far value

For other financial assets and hiabilities, whuch are all short-term in nature the carrying value approximates to fair value

24 Financial Risk Management

The Group's activities expose it to a vaniety of financial risks market [interest rate) nisk credit risk and hguidrty nisk The Group s overall risk management programme
focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the Group's financial performance The Group uses denvative
financial instruments to hedge certam risk exposures

Risk management 1s carried out by a central treasury function under pelicies approved by the Board of Directers Group treasury entifies evaluates and hedges
financial risks in close co-operation with the Group's rmining and property businesses The Board provides wnitten principles for overall nsk management, as well
as writien policies covering specific areas such as interest rate risk, credit nsk, use of derivative financial instruments and non-derivative financial instruments
and investment of excess iquidity

Interest rate risk

The Group has an exposure to interest rate risk ansing on changes in interest rates in the United Kingdom and therefore seeks to imit this net exposure Thisis
achieved by the use of dervative instruments such as interest rate swaps and fixed interest caps to hedge a proportion of the Group s borrowings over the period of
the relatad loan The mterest rate swaps allow the Group to exchange at specified intervals (usually quarterly), the difference between contracted fixed rates and
floating rate interest payable on borrowings calculated by reference to the agreed notianal ameunts The Group does not enter into instruments which are leveraged
cr held for speculative purpases

If nterest rates on sterling denominated borrowings during the year had been 2% higher with all other variables held constant post-tax profit for the year would
have been £1 200 000{2010 £2 067,000} lower, as a result of hugher interest expense on floating rate borrowings which have not been economically hedged with
an interest rate swap contract An increase or decrease of 2% represents the Greup's assessment of a reasgnably possible charge in interest rates

The sensitivity of post-tax profit 1s calculated based on flcating rate borrowings at the balance sheet date, after deducting amounts hedged into fixed rates by
interest rate swaps

Currency nsk
Dureng 2011 and 2010, the Group s borrowings at variable and fixed rates were denorminated in sterling No foreign exchange contracts were entered inte m 2011
{2010 none) as the Group has no direct matenial foreign exchange exposure

Credit risk

The Group 18 subject to credit risk ansing from outstanding recevables and commiited cash and cash eguivalents and deposits with banks and financial institutions
The Group's policy 15 to manage cred:t exposure to trading counterparties within defined trading limits All of the Group s significant counterparties are assigned
internal credit iimits

The Group sells coal to large ndustrial and commercial customers All of its electnicity supply industry customers have an investment grade qualty rating
{fram Standard and Poor s} of between A and BBB+ No credst hmits were exceeded during the reporting pertod and management does not expect any tosses
from non-performance by these counterparties

If any of the Group s customers are independently rated these ratings are used Ctherwise (f there is no independent rating, the Group assesses the credit quahty
of the customer taking into account its financial position, past experience and other factors

The Group 15 exposed to counterparty credst sk on cash and cash equivalent balances The Group holds cash on deposit with a number of financial institutions
The Group manages its credit risk exposure by limiting individual deposits to clearly defined tmits For banks and financial institutions only independently rated
parties with an investment grade quality rating {from Standard and Poor s) of at least A- rated are accepted

Liquidity nisk

The Group s subject to the risk that it will not have sufficrent barrowing facilities to fund its extsting business and its future plan for growth The Group manages
1ts hquidity requirements with the use of both shert and leng-term cash flow forecasts These forecasts are supplemented by a financial headroom position which
1s used to demonstrate funding adequacy for at least a 12 month pertod

The Group s main source of iguidity is 1ts operating mining business Cash generation by this business 1s dependent upon the reliability of the Group’s deep
and surface mines tn producing coal, the realised selling price for coal operational sk and capital nvestment expenditure and maintenance requirements

Prudent hquidity nsk management implies maintaining sufficrent cash and marketable securives and the avaitability of funding through an adaquate amount of
committed credit facilities Due to the dynamic nature of the underlying businesses Group treasury aims to maintawn flexidihty in funding by keeping committed
credit limes available




84 UKCOALPLC ANNUALREPORT AND ACCOUNTS 2014

Notes to the Financial Statements

for the year ended 31 December 2011 continued

24 Financial Risk Management continued

Liquidity nisk continued

The net debt posrtion excluding restricted cash of £242,373,000 at the beginning of the year had reduced duning the year to £138 810 000 at the year end
The Group generated cash from operating actvities after mvesting activities for the year of £106 384 000{2010 used £45,774,000)

As at December 2011 77% of the total bank facilities of £97000 000 was provided by the Lloyds Banking Group plc

The Group s committed borrowing facilities are subject to financial covenants based on loan to value {'LTV') calculations which are tested on a quarterly basis

These covenants restrict the Group's ability to access committed facilities within a range of 25% —~ 75% of the value of certan properties on which the borrowings
are secured These covenants affect 99% of the bank facilities as a1 December 2011 The Group 1s currentty in comphance with these covenants at the year end date
However, a decrease n the valuations of the Group’s properties could impact on covenants resulting in increased charges and potential reduction in the avarlability
of facities

The table below analyses the Group's financial liabiliies which will be settled on a net basis into relevant matunity groupings based on the remaining period at the
balance sheet date to the contractual matunity date The amounts disclosed in the table are the grass contractual undiscounted cash flows

Less than Betwoen Between
1 year land2years 2 andSyears
£000 £000 £000

At December 2011

Bank borrowings 363N 16,695 -
Finance lease habilities 7176 2426 m
Generator loans and prepayments 49,348 21,060 27355
Trade and other payables 113,759 736 -
Derwvative financral instruments 3.291 2289 -
At December 2010

Bark borrowings 58 750 63,844 19 831
Finance lease liabilities 4757 7095 3336
Generator loans and prepayments 3193 49 483 42,693
Trade and other payables 110 557 9925 -
Derwative financial instruments 1931 2482 1718

Capital risk management

The Group 1s subject to the risk that its capital structure will not be sufficient to support the growth of the busmess The Group s objectives when managing capital
are to safequard the Group's ability to continue as a geing concern in order to provide returns for shareholders and benefits for other stakeholders and to maintain
an optimal capital structure to reduce the cost of capital

In order to mawmtaim or adjust the capital structure the Group may adjust the amount of dividends paid to shareholders return capital to shareholders, 1ssue new
shares or sell assets to reduce debt

Conststent with others in the industry, the Group manitors caprtal on the basis of the gearing ratio This ratio 1s calculated as net debt divided by total equity
Net debt 1s calculated as total borrowngs {including borrewings as shown in the consohdated balance sheet} less unrestricted cash and cash equivalents

The gearning ratios for the Group at December 2011 and December 2010 were as follows

o 2010
£000 £000
Total borrowings 140,499 242 800
Less Unrestncted cash and cash equivalents (note 19) {1,689) {427)
Net debt 138,810 2423713
Total equity 87,065 81,393

Gearing ratio 159 4% 297 8%




25 Retrement Benefit Obligations
Detfined contnbution pension schemes

The Group operates defined contribution pension schemes in respect of all employees who joined after the privausation date in 1994 Contributions to defined

contribution schemes in the year amounted to £1 425 000 {2010 £1 530,000}

Defined benefit obligations

The balance sheet amounts in respect of retirement benefit obligations are

Industry witde schemes
Bienkinsopp
Concessionary fuel
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Group Company
As at As at As at
December Decemher December
w0 an 010
£000 £000¢ £000
134 269 - -
852 592 852
36,482 - -
171603 532 852

Contributions to defined benefit schemes during the year amounted to £23 836 000 (2010 £22,118,000) At December 2011 contributions of £2 066 D00 rematned

unpad (2010 £nil}

Industry wide schemes

The Group operates pension schemes providing benefits based on final pensionable pay The majonity of the employees within defined benefit schemes are members
of industry wide schemes, being either the Industry Wide Coal Staff Superannuation Scheme {"IWCSSS'} or the Industry Wide Mineworkers Pension Scheme
{ IWMPS }, both of which commenced on privatisatien following the Coal Industry Act 1994 The pension schemes are valued annually by qualfied independent
actuaries for the purpeses of 1AS 19 and the preparatien of financral statements The assumptions which usually have the most significant effect on the results of the
valuation are the discount rate which rs based on bond yields, and the rates of increases in salaries and pensions The main assumptions underlying the valuations
of the Group sectiens of each scheme were as follows

As at As at

December December

21 2010

Discount rate 49%pa 55%pa
Rate of return on investments 5.2%pa 65%pa
Rate of salary increases —~ [WMPS 19%pa 37%pa
Rate of salary increases — IWCSSS 29%pa 44%pa
Rate of price inflation {RPI) 2%%pa I4%pa
Rate of return on equities 60%pa 73%pa
Rate of return on debt 37%pa 48%pa

Rate of cash commutation

00%-250% 200%-250%

Year ended Year ended
December December
201 2010
Longevity at age 60 for current pensioners {years)
IWMPS and IWCSSS
- Men 225- 281 225 250
IWCSSS
- Women 774 273
Longewity at age 60 for future pensieners (years)
IWMPS and IWCSSS
- Men 234-58 234 257
IWCSSS
~ Women n2 281

IWCSSS pensions in payment are assumed to increase in line wath retail price inflation in respect of service to December 2011 For the IWMPS, the assumed pension
increases depend on the penod of service accrual {before Apnil 1997 noincreases after 1997 i line with statutory mimimum increases based on consumer price
inflation} In the case of both schemes following changes i the schemes rules in 201, future salary increases exceeding the rate of mflation are not taken nto
account {RPI in respect of the IWCSSS, CPI tn respect of the IWMPS) in respect of benefits accrued from service to December 2011

The overall expected rate of return on assets is based on an histaric view of the yields from equities and the rates prevailing on apphcable bands at the balance

sheet date
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25 Retirement Benefit Obligations continued
Industry wide schemes continued
The amounts recogmised n the cansolidated balance sheet are as follows

21 200 2009 2008 2007
£000 £000 £000 £000 £000
Fair value of plan assets 448,937 431,746 379,949 316 464 372188
Present value of funding obligations (549,354) {556,015) 1564 822) (390 543) {421 081)
Net Irability recagnised in the balance sheet {100,417) {134 269) 1184 873) {74 079) (48 893)
None of the pension schemes own any shares in the Company
The amounts recognmised In the consolhdated income statement are
Year ended Year ended
December December
201 2010
£000 £000
Current service cost (12,650} {15 250}
Interest cost (31,039 (32 265)
Expected return on plan assets 28175 2642
Effect of curtailment or settlement 1.430 1,050
Past service cost 14,814 -
T24 (20,044)

Current service cost 15 charged to cost of sales with interest cost less expected return on plan assets included m administration expenses and the effect of
curtallment 1s incluced i non trading exceptional items A further £10 633 000 gain {2010 £49,651.000 gain} has been reflected in the statement of comprehensive

intome in the year This represents the net effect of expenence and actuanal gans and losses on the schemes in the year

In the case of both schemes for service after December 2011 pensions in payment increases will be in ine with the statutory minimum based on consumer price

inflatien

Year ended Year ended
December December
2m mo
Change 1n assets £000 £000
Fair value of plan assets at tha start of the year 431,746 379949
Expected return on plan assets 28,174 26,421
Actuanal liosses)/gains on assets {17.212) 17155
Employer contributions 22,495 20,997
Plan participants’ contributions .04 3801
Benefits paid {19,250) 116 377)
Fair value of plan assets at the end of the year 448,937 431746

The major categonies of the schemes assets are as follows
As at As at
December December
201 2010
£000 £000
Equity secunties 789,253 789,900
Debt secunties 159,684 141 846
448,937 431 746

The actual return on plan assets was a gatn of £10 302 000 (2010 gawn of £43,576 000}
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Year ended Year ended
December December
n 2010
Change tn defined benefit obhigations £000 £000
Present value of defined benefit abligation at the start of the year (566,015) {564 822)
Current service cost {12.660) {15 250)
Interest cost (31,034) {32 265)
Plan participants’ contributions {3.0448) {3601)
Curtailment gam 1430 1050
Actuarial gatn 27,905 32496
Benefits paid 19,25 16 377
Past service cost 14814 -
Present value of defined benefit obligation at the end of the year {549,353} {566 015)
Year ended Year ended
December December
2011 g
Analyss of the movement of the balance sheet iability £000 £000
At the start of the year {134,269) {184,873)
Total amounts recogrised in the ncome statement 724 {20044)
Centributions 22495 20,997
Net aciuanal gain recognised in the year 10,633 49651
At the end of the year {100,417 {134 269)
Year ended Year ended
December December
am 2010
Cumulative actuarial gamns and losses recognised m equity £000 £000
At the start of the year {73,588) {128 239}
Net actuanial gain in the year 10,623 49 651
At the end of the year {67.955) {78 588)
Year ended Year ended
December Detember
am 2010
Expenence gains and losses £000 £000
Actual return less expected return on schemes’ assets {17.272) 17155
Experience gains arising on schemes’ hiabilities 5472 7,388
Changes n assumptions underlying present value of liabilities 243 25110
Net actuarial gain 10,633 49 651
am 2070 2009 2008 2007
History of expenence gains/{losses) £000 £000 £000 £000 £000
Actual return less expected return on schemes’ assets {12.212) 17155 31 B4D (92 915) (237)
Percentage of year end scheme assets {8¥% 4% 8% {29)% 0%
Expenence gains/{losses) arising on schemes liabilities 5472 1336 {7.412) {2 914) (1495)
Percentage of the present vzlue of schemes’ habilities 1% 1% % 1% 0%

Contributions are determemed by a quafified actuary on the basis of trienmial valuations, using the projected eredit unit method The mastrecent valvations for the

purpose of determining contributions were at 31 December 2009, which were agreed 1n September 201

The contributions expected to be paid to the schemes in the year ending December 2012 will be around £26 000,000 including deficit contributions
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25 Retirement Benefit Obhigations continued

Blenkinsopp

Blenkinsopp I1s a sectien of the IWMPS covering the pension arrangements of the various compamnies compnising parts of the former Batish Coal Blenkinsopp
Collienes Limited was sold by the Group i 1998 However 1t has ssnce gone nto hquidation and the retrement liabilities have reverted to the Group and Company
The hatehty as at December 2011 15 £592 000 {2010 £852,000}), employer’s contributions for the year were £192,000{2010 £158,000), the amount recagnised in

the income statement 1s £64,000(2010 £30,000) {current service costs £16,000(2010 current service cost £28 000} and interest cost less expected return on plan
assets £48 000{2010 £62 000}} and the actuarial gain recognised n the statement of comprehensive ncome 1s £132,000 {2010 gain £161 600} Cumulative actuaral
gains recogmsed in equity for this Blenkinsopp section were £612,000{2010 £485,000)

These are the only defined benefit obligations held by the Company

Concessionary fuel

The Group operates a concesstonary fuet arrangement i the UK Prowision for concessionary fuel 1s made to cover the future retirement costs for those employees
who currently benefit as part of therr regular terms of employment or former employees whe are benefiting i retirement  This relates only to employees who
transferred under privatisation A 1% annual allowance 1s made to reduce the provision for employees who are expected to be unable to take the benefits

An actuanial valuation for the purpose of |AS 19 was carried out by an independent actuary at December 2011 The major assumptions used by the actuary were

Year ended Year ended
December December
2011 2010
Miscount rate 4%%pa 55%pa
Inflatien assumption 29%pa 34%pa
The amounts recognised in the balance sheet are as follows
am 2010 2009 2008 2007
£000 £000 £000 £000 £000
Net hability recogrised in the balance sheet {43,636} {36 482) {34 879} {29277} (23,443)
The amounts recogrsed in the consolidated income statement are
Yezr ended Year ended
December December
atgh] 2010
£000 £000
Current service cosi {476) 515)
Interest cost (1,988) {1,875)
Past service cost 1.564 -
(900) {2 490}

Current service cost 1s charged to cost of sales and interest cost 1s included in admimstration expenses A further loss of £7 463,000 {2010 £76,000 loss) has been
reflected in the statement of comprehensive Income In the year This represents the net effect of experience and actuarial gains and losses on the schemes n the year

Year ended Year ended

December December

2m 00

Analysis of the movement of the balance sheet hability £000 £000

Concessionary fuel reserve at the start of the year {36,482) {34 879)

Current service cost (476) {515)

Benefits paid to former employees duning the year 1,149 963

Interest cost {1.988) {1975)

Actuanal loss {7.463) {76}

Past service cost 1,564 -

Concessionary fuel reserve at the end of the year {43,596 {36 482)
The vatuation of the balance sheet habihity has been based on market prices for the related coal products at the end of the year

Year ended Year ended

December December

am 2010

Cumulative actuarial gains and losses recognised in equity £000 £000

At the start of the year {10,36¢) 110 284)

Net actuarial loss in the year (7,463) {76)

At the end of the year {17,823 (10 360)
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Year ended Year ended
December December
201 2010
Expenence gains and losses £000 £000
Experience {loss)/gain on concessonary fuel reserve (6,795) 942
Changes in assumptigns underlying present value of habilities {668) (1018}
Total amaunt In statement of comprehensive income (7,463) {76)
20m 000 2009 2008 2007
History of expenence gains and losses £000 £000 £000 £000 £000
Experience {loss}/gain on concessionary fuel reserve {6,795) 942 3559 (8510} 444
Percentage of concessionary fuel reserve {16)% 1% 10% {291% 2%
26 Called Up Share Capital
2m 2010
Number Number
Group and Company of shares £000 of shares £000
Authonsed share capital
At the start and end of the year
Ordinary shares of 1 pence each Untimited Unfermited Untimited Unhmsted
Issued and tully pawd
At the start and end of the year
Ordinary shares of 1 pence each 239,298,160 2,993 299 298 160 2993

No shares vested during 2011 or 2010 under the Long Term Incentive Pian {'LTIP’}

Long Term Incentive Plan

ALong Term Incentive Plan was introduced 1n 2000 for Executive Directors and Semor Executives Details of the plan are set out in the Directors’ Remuneration

Report During the year, mi {2010 nil} shares were reserved against the award of shares under the LTIP The shares are awarded at an exercise price of £nil

Shares outstanding at December 2011 are as follows

2 2010
Number Number
Exercisable from 2012 - 853 969
Exercisable from 2013 1,751,339 3551837
Exercisable from 2014 4,105,744 -
The awards granted in the year were valued using a Monte Carlo stmulation utilising Black-Scholes methodology as follows
2011 2011 2Mm 200 2010 2009 2008
Grant date 3 November 11 Augost 20 Apnl 15 November 26 August 5 May 22 Apnl
Share price at grant date f033 £0.47 £0.35 - £039 £138 £4 53
Exercise price £l £ml £ml £ml £l Enil £rul
Number of employees 1 2 18 1 19 18 18
Shares under option 50,000 202,659 4,225,142 4320 000 3551,837 886 740 366 160
Vesting period (years) 3 3 k] ] 3 3 3
Expected volatihity 60 7% 59 8% 593% N/A 578% 46 7% 34 3%
Option Iife {years) 3 3 3 3 3 3 3
Expected life {years) 284 266 230 187 235 266 268
Risk free rate 078% 058% 168% N/A DB8% 192% 436%
Possibiity of ceasing employment before vesting 5% pa % pa 5%pa 5%pa 5%pa S%pa 5%pa
Fair value per option £0.20 £035 £0.23 £0 40 £011 £082 £197
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26 Called Up Share Capital continued

The expected volatility 15 based on tustorical volatility over the last five years The expected life 1s the average expecied penod to exercise The nisk free rate
of return is the yield on zero-coupon UK Government bonds of a term consistent with the assumed option life A reconciliation of option movements over the year

to December 2011 1s shown below

Year ended Year ended

December Oecember

2m 2M0

Number Number

Qutstanding at the start of the year 8,725,806 1438,224
Granted 4471.8M 7 871,837
Expired {1,345,524) (5684,255)
Outstanding at the end of the year 11,857,083 8 725 806

The total charge for the year relating to employee share-based payment plans was £1,286 000 (2010 £574 000} all of which related to equity settled share-based

payment transattions

27 Retained {Loss)/Earmings

20M 2010
Group Nate £000 £000
At January (181,484) {152 463)
Profit/(loss) for the financial year 55,241 {125 095)
Actuanal gatns en post retirement benefits 5 3302 49736
Rate change on deferred tax agset relating to retirement benefit hatulity 8 - 1325}
Fair value {profit)/loss on revaluation of investment properties 13 {3.325) 34197
Transfer of realised gain on disposed properties 28 44,697 11892
Accrual for fong term incentive plan liabiities 26 1,286 574
At December {80,283} {181484)
oam 2M0
Company Note £000 £000
At January 36,056 33228
Loss for the financial year {3.829) {16,960}
Actuarizl gain en post retirement benefits 25 132 161
Accrual for long term incentive plan habthues 26 1285 574
At December 313,645 316 056
28 Other Reserves
Capital Assets
Hedgmg Revaluation redemption held Fair valug
reserva resarve reserve for sala reserve Total
Group Note £000 £000 £000 £000 £000 £000
At January 2010 {2,753) 127497 257 - 146 502 21503
Revaluation on recognition of nvestment properties 13 - 1223 - - - 1223
Transfer of realised loss/(gain on disposed properties - 700 - - {12 592} (11892}
Fair value loss on revaluation of investment properties 13 - - - - (34197} {34,197)
Hedging reserve ~ amortised in perod 23 3848 - -~ - - 3848
Maovement in deferred tax asset on cash flow hedges 8 {1 357) - - ~ - 11357
At January 2011 {262) 129,420 257 - 99,13 229,128
Revaluation on recognitien of mvestment properties 13 - 4,519 - - - 4519
Transfer of reatised gain on disposed properties - {6 652) - - {38 045) {44 697}
Fair value gain on revaluation of investment properties 13 - - - - 3325 3328
Hedgmg reserve — amortsed in perrod 23 in - - - - 2
Amounts recognised in reserves relating to non-current
assets held for sale 18 - {14,190} - 14,190 - -
Movement in deferred tax asset an cash flow hedges 8 {110} - - ~ - {110}
At December 2011 - 113,097 57 14,190 54,933 192,537
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28 Other Reserves continued

Capntal
redemption
reserve Total
Company £000 €000
At January 2010 and 2011 and December 2010 and 2011 757 %7
None of the other reserves balances at either the 2011 or 2010 year ends represented realised reserves
29 Capital and Other Financial Commitments
Capital expenditure contracted for at the end of the reporting penod but not yet incurred 1s as follows
Asat As at
December December
2011 010
Group £000 £000
Property, plant and equipment 11,895 27746
Investment property 559 844
12,454 28590
30 Operating Lease Commitments
Group
The minimum lease payments due to the Group under non-cancellable operating leases, all of which relate to property rentals, are as follows
As at As at
December December
2m 2010
£000 £000
Lease expinng
Within 1 year 2.988 5,302
Later than 1 year and less than 5 years 1213 8,964
After 5 years 25,130 20189
35391 34 455
The mmmum lease payments due by the Group under non-cancellable operating leases, which relate to rights over land usage and plant hire are as follows
As at As at
December December
am 2010
£000 £000
Lease expiring
Withm 1 year 3453 1184
Later than 1 year and less than 5 years 13617 441
After Syears 814 1337
17,884 6,942

The Company had no interest tn any operating leases (2010 £ml)

31. Contingent Lialnlities

Guarantees have been given in the normal course of business for performance bonds of £5,619,000 {2010 £4 209 000} to cover the performance of wark under

a number of Group contracts

The Company s hable for the pension schemes contributions and deficit on the industry wide schemes Furthermore, the Campany has provided a guarantee for

an insurance bond for £10,000 000 which 1s used as security to cover surface damage liabihties

Under the rules for the Industry Wide pension schemes, additional benefits may become payable if, according to the Scheme Actuary the schemes become funded
on a ‘sustainable basis” Given the current level of defieit in the schemes and the uncertainty aver whether the sustamability test will be met 1t 1s not probable that

such additional benefits would become payable

There are no other material contingent hiabilities at December 2011 for which provasion has not been made in these financial statements




92 UKCOALPLC ANNUALREPORT AND ACCOUNTS 2011

Notes to the Financial Statements

for the year ended 31 December 2011 continued

32 Related Party Transactions
Group

During the year the Group made various payments to industry wide defined benefit pension schemes Details of these transactions are set out in note 25 to the

financial statements

Key management compensation is tsclosed innote 5

Transactions with joint ventures

The following transactions were carried out with the jomt ventures

Year ended Year ended

December December

01 2010

Bates Regeneration Limited £000 £000
Sale of services to retated party — 12
- 12

Transactions with Bates Regeneration Limited were carred out on commercial terms and conditions and at market prices

Balances owing from/{to) joint ventures

Bates Regeneration Limited

The balance anising from sales at December 2011 was £ril (December 2010 £12 000)

Company

The Group manages s financing arrangements centrally Amounts are transferred within the Group dependent on the operational needs of individual compantes
All amounts are repayable on demand, carry no secunty and incur interest at LIBOR +2%, except UK Coal Mining Ltd at LIBOR +3 5% Detarls of the Company s
recevables and indebtedness are set out in notes 17 and 21 and amounts due from or owed to subsidiary undertakings are set out below

As at As at

December December

ot 2010

Owed to £000 £000
UK Coal Mirung Ltd {93.673) {78,905}
Harworth Power Limited {10,824) {8417)
Centechnelogy [UK) Limited (1,813} {1713)
Harwaorth Park Services Limited N {10}
UK Coal Holdings Limited (36} {35
Harworth Group Limited {6,578} (6,450}
Harworth Guarantee Co Limited (48} (46)
Potland Burn Limited {21,349) {27,668}
Dormant and non-trading compantes |23.881) (24183}
{158,409) {147 427)

As at As at

December December

nn 2010

Qwed by £000 £000
Mining Services Limited 5511 6171
LHTC Limited 2987 2917
Harwarth Mining Limited 6881 6294
EOS Inc Ltd 12258 10,959
Harwoerth Estates {Agnicultural Land) Limited 6821 24,185
Harworth Estates {Waverley Prince} Limited 97928 77667
Harworth Insurance Company Limited s 124
Darmant and non-trading companies 8342 81,943
216,243 210 260
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32 Related Party Transactions continued

Peel Group

The £10,000,000 unsecured facihty from Peel Holdings Finance Limited was oniginally agreed in 2010 and renewed in 2011 The facility was due to expire at the end
of July 2012 but was extended in April 2012 unttl November 2013, amortising in value by £2 500 000 per month from August 2013 to November 2013 No interest was
payable tn 2011 as the facility was undrawn in the peniod Total fees of £311 000 were incurred in 2011 1n refation to the facility of which £261 000 was paid during the
year with the remaiming £50,000 pard 1n 2012

We recewved shareholder approval on 11 July 2011 for waste to energy Joint ventures with members of the Peel Group for 11 sites which are part of our property
pertfolio Joint venture companies have been set up for each of these sites but none are operating The market value of these sites at 11 July 2011 was £7,000,000
with an agreed base option price, subject to apprapnate planning permissions, of £14,700,000

Peel Wind Farms (IOM) Limited has seld 2 wind farm development activity at Bikstharpe tn Nottinghamshire to a third party and has paid UK Coal £868,000 in
connectton with this sale in October 2011 This transaction represented a smaller related party transaction pursuant to the Listing Rules and the appropriate
confirmations set out In Listing Rule 11 110 were provided to the Financial Services Authority

As reported in the 2010 Annual Report and Accounts the Company agreed to sell 164 acres of farmland near Tyldesley in Greater Manchester to Peel Investments
{Intermediate) Limited, a subsidiary of Peel Holdings Finance Limited for a cash consideration of £1 600 000 of which £1 060 000 was received 1n 2010, and the
balance received in July 2011 This transaction represented a smaller related party transaction pursuant to the Listing Rules and the appropriate confirmatons set
out in Listing Rule 1 1 10 were provided to the Financial Services Authority

33 Government Grants
The Group has received support from the Government, in the form of Coal Investment Aid, in order to provide assistance towards investment in the industry
Detail of how this aid 1s treated 1s set out In note 1 to the financial statements Amounts credited to the consohdated income statement are as follows

Yoar ended ‘Year ended

December December

20m 2010

£000 £000

Retease of deferred income - 101

34 PostBalance Sheet Events
As outlined in the operating and financial review, the Group has restructured its banking arrangements and the stand-by facility from Peel Holdings Finance bimited
since the year end Note 20 dentifies the principal changes to those faciities

The Group announced on 14 March 2012 that it1s consulting on the potential clesure of Daw Mill, once 1t has mined coal from existing and part developed coal panels
In 2014 The consultation process is contmumng and no decisions have yet been made The Group estimates that were an urevocable deciston be made to close Daw
Mill in 2014 an imparment loss of approximately £40,000,000 will need to be recognised In addition, depreciation would be accelerated on the remaining tangible
fixed assets with a net book value at December 2011 of £46 000 0G0 Other related costs including redundancies will depend on the outcome of negotiations and
cannot yet be estimaied with any degree of accuracy
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