Offering Memorandum Strictly confidential

WINsSWAY®

Winsway Coking Coal Holdings Limited
MBI IRIA R/ F]

(incorporated with limited liability under the laws of the British Virgin Islands)

US$500,000,000 8.50% Senior Notes due 2016

Issue price: 100% and accrued interest, if any

Winsway Coking Coal Holdings Limited, (the “Company”), a company with limited liability under the laws of the
British Virgin Islands, is issuing US$500,000,000 8.50% Senior Notes due 2016 (the “Notes” and, such issue, the
“Offering”). The Notes will bear interest from 8 April 2011 at 8.50% per annum payable semi-annually in arrears on 8§ April
and 8 October of each year, beginning 8 October 2011. The Notes will mature on 8 April 2016.

The Notes are senior obligations of the Company guaranteed by our existing subsidiaries (the “Subsidiary
Guarantors”) (such guarantees provided by the Subsidiary Guarantors, the “Subsidiary Guarantees”) other than those
organized under the laws of the PRC and Winsway Coking Coal Macao (as defined herein).

The Company may at its option redeem the Notes, in whole or in part, at any time on or after 8 April 2014, at
redemption prices set forth in this Offering Memorandum plus accrued and unpaid interest, if any, to the redemption date. At
any time and from time to time prior to 8 April 2014, the Company may redeem up to 35% of the aggregate principal amount
of the Notes with the net cash proceeds of one or more sales of common stock of the Company at a redemption price of
108.5% of the principal amount of the Notes, plus accrued and unpaid interest, if any, to the redemption date. In addition, the
Company may redeem the Notes, in whole but not in part, at any time prior to 8 April 2014, at a price equal to 100% of the
principal amount of the applicable Notes plus a premium as set forth in this Offering Memorandum. Upon the occurrence of a
Change of Control Triggering Event (as defined herein), the Company must make an offer to repurchase all Notes
outstanding at a purchase price equal to 101% of their principal amount, plus accrued and unpaid interest, if any, to the date
of repurchase.

The Notes will (1) rank senior in right of payment to any existing and future obligations of the Company expressly
subordinated in right of payment to the Notes, (2) at least pari passu in right of payment with all other unsecured,
unsubordinated Indebtedness of the Company (subject to any priority rights of such unsubordinated Indebtedness pursuant to
applicable law), (3) effectively subordinated to all existing and future obligations of the Non-Guarantor Subsidiaries (as
defined herein), and (4) effectively subordinated to all existing and future secured obligations of the Company to the extent of
the collateral securing such obligations (other than the Collateral (as defined herein) securing the Notes). However, applicable
law may limit the enforceability of the Subsidiary Guarantees and the pledge of any Collateral. See “Risk Factors—Risks
Relating to the Subsidiary Guarantees and the Collateral.”

For a more detailed description of the Notes, see “Description of the Notes” beginning on page 169.

Approval in-principle has been received from the Singapore Exchange Securities Trading Limited (the “SGX-ST”)
for the listing and quotation of the Notes on the Official List of the SGX-ST. The SGX-ST assumes no responsibility for the
correctness of any of the statements made, or opinions expressed or reports contained in this Offering Memorandum.
Admission of the Notes to the Official List of the SGX-ST and quotation of the Notes on the SGX-ST are not to be taken as
an indication of the merits of the Company, its respective subsidiaries or associated companies or the Notes.

Investing in the Notes involves significant risks. See “Risk factors” beginning on
page 22.

The Notes and the Subsidiary Guarantees have not been and will not be registered under the United States Securities
Act of 1933, as amended (the “Securities Act”), and may not be offered or sold within the United States except pursuant to an
exemption from, or in a transaction not subject to, the registration requirements of the Securities Act. Accordingly, the Notes
are being offered and sold by the Initial Purchasers (as defined herein) only (1) to qualified institutional buyers in reliance on
the exemption from the registration requirements of the Securities Act provided by Rule 144 A thereunder (“Rule 144A”) and
(2) outside the United States in compliance with Regulation S under the Securities Act (“Regulation S™).

For a description of these and certain further restrictions on offers, sales and transfers of the Notes and the
distribution of this Offering Memorandum, see “Transfer Restrictions” and “Plan of Distribution” beginning on page 267.

It is expected that the delivery of the Notes will be made through the facilities of The Depository Trust Company on
or about 8 April 2011 in New York, New York against payment therefor in immediately available funds.

Joint Bookrunners and Joint Lead Managers

Deutsche Bank BofA Merrill Lynch Goldman Sachs (Asia) L.L.C. ICBC International
The date of this Offering Memorandum is 1 April 2011.
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IMPORTANT INFORMATION

This Offering Memorandum (the “Offering Memorandum’’) does not constitute an offer to sell, or
a solicitation of an offer to buy, to any person in any jurisdiction to whom it is unlawful to make the offer
or solicitation in such jurisdiction.

Investors should rely only on the information contained in this Offering Memorandum. We have not,
and the Joint Bookrunners and the Joint Lead Managers have not, authorized any other person to provide
investors with different information. If anyone provides any investor with different or inconsistent information,
such investor should not rely on it.

No representation or warranty, express or implied, is made or given by the Joint Bookrunner or the
initial purchasers as to the accuracy or completeness of the information contained in this Offering Memorandum.
Nothing contained in this Offering Memorandum is, or should be relied upon as, a promise or representation by
the Joint Bookrunner or the initial purchasers as to the past or future. We have furnished the information
contained in this Offering Memorandum. Each investor should assume that the information appearing in this
Offering Memorandum is accurate only as of the date on the front cover of this Offering Memorandum. Our
business, financial condition or results of operations may have changed since that date.

Market data and certain industry forecasts and statistics in this Offering Memorandum have been
obtained from both public and private sources, including market research, publicly available information and
industry publications. Such information has not been independently verified by us, the Joint Bookrunner or the
initial purchasers or our or the Joint Bookrunners’ or the initial purchasers’ respective directors and advisors, and
neither we, the Joint Bookrunners, the initial purchasers nor our or the Joint Bookrunners’ or the initial
purchasers’ respective directors and advisors make any representation as to the accuracy or completeness of such
information. This Offering Memorandum summarizes certain documents and other information, and investors
should refer to them for a more complete understanding of what is discussed in this Offering Memorandum. In
making an investment decision, each investor must rely on its own examination of the Group and the terms of the
offering and the Notes and Subsidiary Guarantees, including the merits and risks involved.

Prospective purchasers are hereby notified that sellers of the securities (the Notes and the Subsidiary
Guarantees) may be relying on the exemption from the provisions of Section 5 of the Securities Act provided by
Rule 144A. We are not, and the Joint Bookrunners and the initial purchasers are not, making an offer to sell the
securities (the Notes and the Subsidiary Guarantees) in any jurisdiction except where an offer or sale is
permitted. The distribution of this Offering Memorandum and the offering of the securities (the Notes and the
Subsidiary Guarantees) may in certain jurisdictions be restricted by law. Persons into whose possession this
Offering Memorandum comes are required by us, the Joint Bookrunners and the initial purchasers to inform
themselves about and to observe any such restrictions. For a description of the restrictions on offers, sales and
resales of the securities (the Notes and the Guarantees) and the distribution of this Offering Memorandum, see
the section entitled “Plan of Distribution”. By purchasing the securities (the Notes and the Subsidiary
Guarantees), investors will be deemed to have made the acknowledgments, representations, warranties and
agreements described under the heading “Transfer Restrictions” in this Offering Memorandum.

This Offering Memorandum has been submitted confidentially to a limited number of institutional
investors so that they can consider a purchase of the securities (the Notes and the Subsidiary Guarantees). Neither
we nor the initial purchasers have authorized its use for any other purpose. This Offering Memorandum may not
be copied or reproduced in whole or in part. It may be distributed and its contents disclosed only to the
prospective investors to whom it is provided. By accepting delivery of this Offering Memorandum, you agree to
these restrictions. See “Transfer Restrictions”.

il



The distribution of this Offering Memorandum and the offering and sale of the securities (the Notes and
the Subsidiary Guarantees) may, in certain jurisdictions, be restricted by law. Each purchaser of the securities
(the Notes and the Subsidiary Guarantees) must comply with all applicable laws and regulations in force in each
jurisdiction in which it purchases, offers or sells the securities (the Notes and the Subsidiary Guarantees) or
possesses or distributes this Offering Memorandum, and must obtain any consent, approval or permission
required for the purchase, offer or sale by it of the securities (the Notes and the Subsidiary Guarantees) under the
laws and regulations in force in any jurisdiction to which it is subject or in which it makes purchases, offers or
sales. There are restrictions on the offer and sale of the securities (the Notes and the Subsidiary Guarantees) and
the circulation of documents relating thereto in certain jurisdictions, including the United States, the United
Kingdom, the PRC, Japan, the BVI, Hong Kong, Australia and Singapore, and to persons connected therewith.

No representation is made by us, the Joint Bookrunners or the initial purchasers that this Offering
Memorandum may be lawfully distributed or that the securities (the Notes and the Subsidiary Guarantees) may
be lawfully offered in compliance with any applicable registration or other requirements in any jurisdiction, or
pursuant to an exemption available thereunder, and none of them assumes responsibility for facilitating any such
distribution or offering or for a purchaser’s failure to comply with applicable laws and regulations. For a
description of certain restrictions on offers and sales of the Notes, and distribution of this Offering Memorandum,
see “Transfer Restrictions” and “Plan of Distribution.”

Neither we, the Joint Bookrunners, the initial purchasers nor any of our, the Joint Bookrunners’ or the
initial purchasers’ respective representatives are making any representation to any purchaser of the securities (the
Notes and the Subsidiary Guarantees) regarding the legality of an investment in the securities (the Notes and the
Subsidiary Guarantees) by such purchaser under any legal investment or similar laws or regulations. Investors
should not consider any information in this Offering Memorandum to be legal, business or tax advice. Each
investor should consult its own attorney, business advisor and tax advisor for legal, business and tax advice
regarding an investment in the Notes.

Each person receiving this Offering Memorandum acknowledges that such person has not relied on the
Joint Bookrunners and the initial purchasers or any person affiliated with the Joint Bookrunners or the initial
purchasers in connection with his or her investigation of the accuracy of such information or his or her
investment decision.

NOTWITHSTANDING ANYTHING HEREIN TO THE CONTRARY, EFFECTIVE FROM THE
DATE OF COMMENCEMENT OF DISCUSSIONS, EACH POTENTIAL INVESTOR (AND EACH
EMPLOYEE, REPRESENTATIVE OR OTHER AGENT OF SUCH POTENTIAL INVESTOR) MAY
DISCLOSE TO ANY AND ALL PERSONS, WITHOUT LIMITATION OF ANY KIND, THE TAX
TREATMENT AND TAX STRUCTURE OF THE TRANSACTIONS DESCRIBED IN THIS OFFERING
MEMORANDUM AND ALL MATERIALS OF ANY KIND THAT ARE PROVIDED TO THE POTENTIAL
INVESTOR RELATING TO SUCH TAX TREATMENT AND TAX STRUCTURE (AS SUCH TERMS ARE
DEFINED IN U.S. TREASURY REGULATION SECTION 1.6011-4).

Neither the U.S. Securities and Exchange Commission nor any state securities commission has
approved or disapproved of these Notes or the Subsidiary Guarantees or determined if this Offering
Memorandum is truthful or complete. Any representation to the contrary is a criminal offense.

The Company and the initial purchasers reserve the right to reject any offer to purchase any Notes, in
whole or in part, for any reason, or to sell less than the aggregate principal amount of Notes offered by this
Offering Memorandum.
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In connection with the issue of the Notes, Deutsche Bank AG, Singapore Branch (or its affiliates),
as stabilizing manager may, subject to applicable laws and regulations, over-allot or effect transactions
with a view to supporting the market price of the Notes at a level higher than that which might otherwise
prevail for a limited period after the time of delivery. However, there is no obligation on Deutsche Bank
AG, Singapore Branch to do so. Such stabilizing, if commenced, may be discontinued at any time and must
be brought to an end after a limited period.

NOTICE TO NEW HAMPSHIRE RESIDENTS

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR
A LICENSE HAS BEEN FILED UNDER CHAPTER 421-B OF THE NEW HAMPSHIRE REVISED
STATUTES WITH THE STATE OF NEW HAMPSHIRE NOR THE FACT THAT A SECURITY IS
EFFECTIVELY REGISTERED OR A PERSON IS LICENSED IN THE STATE OF NEW HAMPSHIRE
CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW HAMPSHIRE THAT ANY
DOCUMENT FILED UNDER RSA 421-B IS TRUE, COMPLETE AND NOT MISLEADING. NEITHER
ANY SUCH FACT NOR THE FACT THAT AN EXEMPTION OR EXCEPTION IS AVAILABLE FOR
A SECURITY OR A TRANSACTION MEANS THAT THE SECRETARY OF STATE OF NEW
HAMPSHIRE HAS PASSED IN ANY WAY UPON THE MERITS OR QUALIFICATION OF, OR
RECOMMENDED OR GIVEN APPROVAL TO, ANY PERSON, SECURITY OR TRANSACTION. IT
IS UNLAWFUL TO MAKE, OR CAUSE TO BE MADE, TO ANY PROSPECTIVE PURCHASER,
CUSTOMER OR CLIENT, ANY REPRESENTATION INCONSISTENT WITH THE PROVISIONS OF
THIS PARAGRAPH.

AVAILABLE INFORMATION

For so long as any of the Notes are “restricted securities” within the meaning of Rule 144(a)(3) under
the US Securities Act, at any time when we are not subject to Sections 13 or 15(d) of the Exchange Act, or
exempt from reporting pursuant to Rule 12g3-2(b) under the Exchange Act, we will furnish, upon request, to any
holder or beneficial owner of the Notes, or any prospective purchaser designated by any such holder or beneficial
owner, information satisfying the requirements of Rule 144A(d)(4)(i) under the US Securities Act to permit
compliance with Rule 144 A in connection with resales of the Notes.

As a company whose shares are listed on the Main Board of The Stock Exchange of Hong Kong
Limited, we are subject to the reporting, announcement and compliance obligations set forth in the HK Listing
Rules from time to time in force.

ENFORCEMENT OF CIVIL LIABILITIES

We are incorporated in the BVI with limited liability. However, all of our operating subsidiaries are
incorporated in and operate principally in the PRC and all or a substantial portion of our assets are located in the
PRC. The BVI and PRC have different bodies of securities laws from that of the United States and protections
for investors may differ.

All of our assets are located outside the United States. In addition, all of our directors and officers are
nationals or residents of countries other than the United States, and all or a substantial portion of such persons’
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assets are located outside the United States. As a result, it may be difficult for investors to effect service of
process within the United States upon us or such persons or to enforce against us or such persons judgments
obtained in United States courts, including judgments predicated upon the civil liability provisions of the
securities laws of the United States or any state thereof.

The Company and each Subsidiary Guarantor will irrevocably (1) submit to the non-exclusive
jurisdiction of any U.S. federal or New York state court located in the Borough of Manhattan, The City of New
York in connection with any suit, action or proceeding arising out of, or relating to, the Notes, any Subsidiary
Guarantee, the Indenture or any transaction contemplated thereby; and (2) designate and appoint CT Corporation
for receipt of service of process in any such suit, action or proceeding.

We have been advised by Maples and Calder, our counsel as to BVI law, that the United States and the
BVI do not have a treaty providing for reciprocal recognition and enforcement of judgments of courts of the
United States in civil and commercial matters and that a final judgment for the payment of money rendered by
any general or state court in the United States based on civil liability, whether or not predicated solely upon the
US federal securities laws, would not be automatically enforceable in the BVI. We have also been advised by
Maples and Calder that a final and conclusive judgment obtained in the federal or state courts of the United
States under which a sum of money is payable as compensatory damages (i.e., not being a sum claimed by a
revenue authority for taxes or other charges of a similar nature by a governmental authority, or in respect of a
fine or penalty or multiple or punitive damages) may be treated by the BVI courts as a cause of action in itself so
that no retrial of the issues would be necessary provided that (a) such federal or state courts of the United States
had jurisdiction in the matter, (b) such judgment was not obtained by fraud, (c) recognition or enforcement of the
judgment in the BVI would not be contrary to public policy and (d) the proceedings pursuant to which the
judgment was obtained were not contrary to natural justice.

We have been advised by King & Wood PRC Lawyers, our PRC legal counsel, that the PRC has no
arrangement for the reciprocal enforcement of judgments with the United States.

We have been advised by Reed Smith Richards Butler, our Hong Kong legal counsel, that Hong Kong
has no arrangement for the reciprocal enforcement of judgments with the United States.

We have been advised by Allen & Gledhill LLP, our Singapore legal counsel, that Singapore has no
arrangement for the reciprocal enforcement of judgments with the United States.

We have been advised by McCullough Robertson, our Australian legal counsel, that Australia has no
arrangement for the reciprocal enforcement of judgments with the United States.

There is doubt as to the enforceability in Singapore in original actions or in actions for enforcement of
judgments of United States courts of civil liabilities predicated solely upon the federal securities laws of the
United States or the securities laws of any State or territory within the United States.



PRESENTATION OF FINANCIAL AND OTHER INFORMATION

In this Offering Memorandum, all references to “our Company” refer to the Company and references to
“Group”, “our Group”, “our”, “we” and “us” refer to our Company and its subsidiaries or, where the context so
requires in respect of a period before the Company became the holding company of such present subsidiaries, the
subsidiaries of the Company and the business carried on at the relevant time by such subsidiaries or their

predecessors (as the case may be).

Our consolidated financial statements have been prepared and presented in accordance with
International Financial Reporting Standards (“IFRSs”), which differ in certain respects from accounting
principles generally accepted in certain other countries, including generally accepted accounting principles in the
United States.

In this Offering Memorandum, all references to “US$” and “US dollars” are to United States dollars, the
official currency of the United States; all references to “HK$” and “HK dollars” are to Hong Kong dollars, the
official currency of Hong Kong; and all references to “RMB” or “Renminbi” are to Renminbi, the official
currency of the People’s Republic of China. Solely for your convenience, this Offering Memorandum contains
translation of certain Renminbi amounts into US dollars, of Renminbi amounts into Hong Kong dollars and of
Hong Kong dollars into US dollars at specified rates. Unless we indicate otherwise, the translations of Renminbi
amounts into US dollars and Hong Kong dollar amounts into US dollars were made at the rate of RMB6.600 to
US$1.00, and the rate of HK$7.781 to US$1.00, respectively, the noon buying rates in New York City for cable
transfers as certified for customs purposes by the Federal Reserve Bank of New York (the “Noon Buying Rate™)
on 30 December 2010, as set forth in the weekly H.10 statistical release of the Federal Reserve Board. The
translation of Renminbi into Hong Kong dollars has been made at the rate of RMB0.851 to HK$1.00, the average
exchange rate set by the People’s Bank of China for foreign exchange transactions prevailing on 31 December
2010. Effective 1 January 2009, the Federal Reserve Board discontinued publication of its daily Noon Buying
Rate update and now publishes the Noon Buying Rate data from the previous week on a weekly basis. Further
information regarding exchange rates are set forth in the section headed “Exchange Rate Information” in this
Offering Memorandum. You should not construe these translations as representations that the Renminbi amounts
could actually be converted into US dollar amounts or any HK dollar amounts could be converted into US dollar
amounts, at the rates indicated or at all.

The statistics set forth in this Offering Memorandum relating to the PRC and the coking coal industry in
the PRC and in the world were taken or derived from various government and private publications. Neither we
nor the initial purchasers, make any representation as to the accuracy or reliability of such statistics, which may
not be consistent with other information compiled within or outside the PRC. Due to possibly inconsistent data
collection and consolidation methods and other associated data collection difficulties, the statistics herein may be
inaccurate and should not be unduly relied upon.
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DEFINITION

In this Offering Memorandum, unless the context otherwise requires, the following words and
expressions have the following meanings.

“Articles of Association” or
“Articles”

“Baosteel”

“Baotou Steel”

“Baotou Haotong”

“Baotou Mandula”

“Bayannao’er Winsway”

“Beijing Winsway”’

tL)

“Beijing Winsway Investment

“Board”

“Business Day”

‘6BVI’7
“CAGR(s)”

“Champaign”

the articles of association of our Company as amended from time to time

H LM AP (Baosteel Group Corporation®), a leading iron and
steel manufacturer in Shanghai and one of our key customers

I (M) AMRFEIEATF (Baotou Iron & Steel (Group) Co.,
Ltd.*), a leading iron and steel manufacturer in Inner Mongolia and one
of our key customers

FLEA T 4 REJRA IR BAE 2~ 7 (Baotou-city Haotong Energy Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
18 September 2008 and our indirectly wholly-owned subsidiary

ELBE TR LK BERE YR AT FR 22 ¥ (Baotou Mandula Winsway Energy Co.,
Ltd.*), a company established under the laws of the PRC with limited
liability on 21 January 2010 and our indirectly wholly-owned subsidiary

B2 s A 7 AR K I RE R AT PR A ] (Bayannao’er City Ruyi Winsway
Energy Co., Ltd.*), a company established under the laws of the PRC
with limited liability on 14 July 2010 which is owned as to 51% by Inner
Mongolia Haotong and 49% by Mongolia Hutie

JERUK IS EAE A FRA T (Beijing Winsway Investment Management
Co., Ltd.*), a Sino-foreign joint venture company established under the
laws of the PRC with limited liability on 6 November 1995, our
indirectly wholly-owned subsidiary and now a wholly foreign-owned
enterprise

KR E AR/ A (Beijing Winsway Investment Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
18 November 1999 and indirectly owned by Mr. Wang

our board of Directors

any day (other than a Saturday, Sunday or public holiday) on which
banks in The City of New York or in Hong Kong (or in any other place
in which payments on the Notes are to be made) are generally open for
normal banking business

the British Virgin Islands
compound annual growth rate

Champaign Holdings Limited, a company incorporated under the laws of
the BVI with limited liability on 23 April 2010 and wholly owned by
Wong Im Lei, an Independent Third Party
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“Cheer Top”

“China” or “PRC”

“China Minmetals
Corporation”

“CIS”

“Color Future”

“Companies Act”

’

“Company” or “our Company’

“Controlling Shareholders”

“Convertible Bonds”

“Coppermine”

“Deutsche Bank™
“Director(s)”

“East Wuzhumugqin Qi
Haotong”

“Ejinaqi Haotong”

“Ejinaqi Winsway”

Cheer Top Enterprises Limited, a company incorporated under the laws
of the BVI with limited liability on 5 January 2005 and our indirectly
wholly-owned subsidiary

the People’s Republic of China, but for the purpose of this Offering
Memorandum and for geographical reference only and except where the
context requires, references in this Offering Memorandum to “China”
and the “PRC” do not apply to Taiwan, the Macau Special
Administrative Region and Hong Kong

TR T E M AR (China Minmetals Corporation), a company
incorporated in the PRC on 10 March 1950 with address at 5 Sanlihe
Road, Haidian District, Beijing, China

the Commonwealth of Independent States

Color Future International Limited, a company incorporated under the
laws of the BVI with limited liability on 5 January 2005 and our
indirectly wholly-owned subsidiary

the BVI Business Companies Act 2004 and any amendment thereto

Winsway Coking Coal Holdings Limited (KA ABRA )
(HKSE Stock Code:1733), a company incorporated under the laws of the
BVI with limited liability on 17 September 2007

unless the context otherwise requires, refers to Mr. Wang, Winsway
Group Holdings and Winsway Resources Holdings

collectively (i) the three-year convertible bonds due 2013 in the principal
aggregate amount of US$50,000,000 issued by our Company to
Coppermine and Silver Grant on 20 April 2010 and (ii) the three-year
convertible bonds due 2013 in the principal amount US$10,000,000
issued by our Company to ITOCHU on 30 April 2010

Coppermine Resources Limited, a company incorporated under the laws
of the BVI on 12 January 2001 with its registered address at
P.O. Box 957, Offshore Incorporations Centre, Road Town, Tortola, BVI

Deutsche Bank AG, Singapore Branch
the director(s) of our Company

FS BRI B @ AER A IR A W (East Wuzhumugin Qi Haotong Energy
Co., Ltd.*), a company established under the laws of the PRC with
limited liability on 29 July 2008 and our indirectly wholly-owned
subsidiary

BN EHE AR A PRA F) (Ejina Qi Haotong Energy Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
19 May 2008 and our indirectly wholly-owned subsidiary

TP A BN K BERE VA FR/A 7] (Ejina Qi Ruyi Winsway Energy Co.,
Ltd.*), a company established under the laws of the PRC with limited
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“Erlian Winsway Mining”

“Erlianhaote Haotong”

‘4(:}][)1)9,

“Goldliq”

“Goldman Sachs”

“Gold Shine”

CEINT3 39 G

“Group”, “our Group”, “we

or “us”

“Harbin Railway Bureau”

“Hebei Steel”

“HIBOR”

“HK$”, “Hong Kong dollars”,
“HKD” or “HK dollars”

“HK Listing Rules”

“Hong Kong Stock Exchange’

“Hohhot Railway Bureau”

“Hong Kong” or “HK”

‘41_{(:)1)1_135

ER)

liability on 30 June 2010 which is owned as to 51% by Inner Mongolia
Haotong and 49% by Mongolia Hutie

K ERESEA FRZA F] (Erlian Winsway Mining Co., Ltd.*), a company
established under the laws of the PRC on 14 January 2011 which is
owned as to 87% by Inner Mongolia Haotong

T RAE AR A FRA ] (Erlianhaote Haotong Energy Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
18 January 2007 and our indirect non-wholly-owned subsidiary

gross domestic product

Goldliqg B.V.B.A., a company incorporated under the laws of Belgium
with limited liability on 29 January 1991, in which Mr. Wang held 100%
equity interest during the period from 6 November 1995 till 13 May
2005

Goldman Sachs (Asia) L.L.C.

Gold Shine Enterprise Limited, a company incorporated under the laws
of the BVI with limited liability on 10 April 2008 which is owned by
Guo Qi, an Independent Third Party

our Company and its subsidiaries, and where the context so requires, in
respect of the period prior to our Company becoming the holding
company of its current subsidiaries, such subsidiaries as if they were our
Company’s subsidiaries during such period

ey TV BB SRy AN 5 /F A F] (Harbin  Railway Bureau Foreign
Economic and Technology Cooperation Corporation™)

LML B A PR A (Hebei Iron & Steel Group Co., Ltd.*), a leading
steel supplier in Hebei Province and one of our key customers

Hong Kong Interbank Offered Rate

Hong Kong dollars, the lawful currency of Hong Kong

the Rules Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited (as amended from time to time)

The Stock Exchange of Hong Kong Limited

WEFIE AR5 (the Hohhot Railway Bureau*), a regional railway
bureau under the jurisdiction of the Ministry of Railways and an
Independent Third Party

The Hong Kong Special Administrative Region of the PRC

HOPU USD Master Fund I L.P., one of the largest China-focused private
equity funds
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“Huayuan Logistics”

“ICBCI Capital”
“ICBCI Securities”
“IFRSs”

“Indenture”

“Independent Third Party(ies)”

“Inner Mongolia”

“Inner Mongolia Ganqimaodu”

“Inner Mongolia Haotong”

“Inner Mongolia Hutie
Winsway Logistics”

“IPO”

“ITOCHU”

“Jiujiang Qian’an Coke”

“King Resources”

“King & Wood”

W5 e B IR A IR EAE A 7 (Inner Mongolia Huayuan Logistics
Company Limited*), a company established under the laws of the PRC
with limited liability on 27 January 2011 which is owned as to 9% by
Inner Mongolia Haotong and 20% by Mongolia Hutie Investment

ICBC International Capital Limited
ICBC International Securities Limited
International Financial Reporting Standards

the indenture relating to the Offering to be entered into by our Company
and the initial purchasers on or around 8 April 2011

a person(s) or company(ies) who/which is/are independent of and not
connected with our Company and our connected persons

Inner Mongolia Autonomous Region

W5l H B AU B 8 R A7 BR 22 W] (Inner Mongolia Gangimaodu Port
Service Development Co., Ltd.*), a joint stock company established
under the laws of the PRC with limited liability on 6 December 2010 in
which Yiteng owns 5% of the equity interest

WS RE IR > A R/A 7] (Inner Mongolia Haotong Energy Joint
Stock Co., Ltd.*), a joint stock company established under the laws of
the PRC on 18 November 2005 and our indirectly wholly-owned
subsidiary

N5t B R4 AT PR 7] (Inner Mongolia Hutie Winsway Logistics
Co., Ltd.*), a company established under the laws of the PRC with
limited liability on 22 July 2010 which is owned as to 51% by Inner
Mongolia Haotong, 35% by Mongolia Hutie Investment and 14% by
Ulangab Huatong Logistics

the initial public offering and listing of 990 million Shares of the
Company on the Main Board of the Hong Kong Stock Exchange on
11 October 2010

ITOCHU Corporation, a company with its principal place of business at
5-1, Kita-Aoyama 2-chome, Minato-ku, Tokyo 107-8077, Japan

BT LR 8 A R 7 (Qian’an city of Jiujiang Coal Logistics Co
Ltd*), a limited liability company incorporated in Hebei Province of
China in August 2005 and engaged in coal storage, transportation and
logistics business and one of our key customers

King Resources Holdings Limited, a company incorporated under the
laws of the BVI with limited liability on 2 January 2009 and our
indirectly wholly-owned subsidiary

King & Wood PRC Lawyers
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“Listing”

“Listing Date”

“LIBOR”

“Longkou Winsway”’

“Lucky Color”

“Macau”

“Main Board”

“Manzhouli Haitie Yonghui”

“Manzhouli Haotong”

“Ministry of Railways”

“Mongolia Hutie”

“Mongolia Hutie Investment”

“Mongolia Minerals Law”

“Moveday”

the listing of our Notes on the SGX-ST

the date, expected to be on 11 April 2011, on which the Notes commence
to be listed on the SGX-ST

London Interbank Offered Rate

HEH T K IRREJR A BRA F] (Longkou Winsway Energy Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
27 April 2010 and our indirectly wholly-owned subsidiary

Lucky Color Limited, a company established under the laws of the BVI
with limited liability on 11 March 2008 and our wholly-owned
subsidiary

the Macau Special Administrative Region of the PRC

the stock market (excluding the option market) operated by the Hong
Kong Stock Exchange which is independent from and operated in
parallel with the Growth Enterprise Market of the Hong Kong Stock
Exchange

T Y L B T AT PR A /] (Manzhouli Haitie Yonghui Storage &
Transportation Co., Ltd.*), a joint venture established under the laws of
the PRC with limited liability on 1 March 1995 as to 50% equity interest
held by Goldliq and 50% equity interest held by
W R TR S R AN AR RN S VR A P FLAT 22 A W] (Harbin - Railway
Bureau Foreign Economic and Technological Cooperation Company
Halaer Branch Company*)

W E A BE IR A FRA R (Manzhouli Haotong Energy Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
23 December 2009 and our indirectly wholly owned subsidiary

the Ministry of Railways of the PRC

N5 Tt W B MR & R SR AR B 4E A 7] (Inner  Mongolia  Hutie
Foreign Economic and Technological Cooperation Group Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
24 February 2003 and an Independent Third Party

N5l WP 887 0 (Inner Mongolia Hutie Investment Development
Center*), a state owned company established under the laws of the PRC
and an Independent Third Party

2006 Minerals Law of Mongolia

Moveday Enterprises Ltd, a company established under the laws of BVI
and an Independent Third Party
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“Mr. Wang” or “Founder”

“Mr. Zhu”

“Nantong Haotong”

“Non-competition Deed”

“PBOC”

“Peabody Energy”

“Peabody Energy

Consideration Shares”

“Peabody Holland”

“Peabody-Winsway JV”

“Peabody-Winsway Mongolia”

“Polo Resources”

“Polo Resources Codperatief”

“PRC EIT Law”

“PRC Government” or “State”

FBUAFS A (Mr. Wang Xingchun), our chairman, Chief Executive
Officer and the ultimate Controlling Shareholder of our Company

REEESEE (Mr. Zhu Qingrang), a PRC citizen and a member of the
senior management of our Company, as well as a director, a legal
representative and/or member of the senior management of certain of our
subsidiaries

4 I 8 AR A FRA W] (Nantong Haotong Energy Co., Ltd.*), a company
established under the laws of the PRC with limited liability on
24 February 2009 and our indirectly wholly-owned subsidiary

a non-competition deed entered into between the Controlling
Shareholders and the Company dated 22 September 2010 in respect of
certain non-competition undertakings given by the Controlling
Shareholders in favor of the Group

T AN SRAT (the People’s Bank of China), the central bank of the PRC

Peabody Energy Corporation (NYSE: BTU), a leading listed
international coal company and one of our suppliers of seaborne coal

the 20,988,378 Shares issued to Peabody Energy as settlement of a
facilitation fee payable to Peabody Energy in connection with the
cooperation and facilitation fee agreement dated 29 June 2010 between
our Company, Lucky Color, Peabody Holland and Peabody Energy

Peabody Holland B.V., a private company with limited liability
incorporated under the laws of Netherlands and a subsidiary of Peabody
Energy

Peabody-Winsway Resources B.V. (formerly known as Peabody-Polo
Resources B.V.), a private company incorporated under the laws of
Netherlands which is owned as to 50% by Lucky Colour and 50% by
Peabody Holland

Peabody-Winsway Resources, LLC (formerly known as Peabody-Polo
Resources, LLC), a private company incorporated under the laws of
Mongolia

Polo Resources Limited (AIM: POL and TSX: POL), a listed mining and
exploration group focused on investing in or acquiring and developing
advanced stage coal and uranium projects

Polo Resources Codperatief U.A., a co-operative incorporated under the
laws of Netherlands and a subsidiary of Polo Resources

2 N R 436 Fr {3835 (PRC Enterprise Income Tax Law)

the government of the PRC, including all governmental subdivisions
(including central, provincial, municipal and other regional or local
government entities) and its organs or, as the context requires, any of
them
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“Preference Shares”

“Pre-IPO Investors”

“Pre-IPO Individual Investors”

“Pre-IPO Option Scheme”

“Purchase Agreements”

“Qualified Institutional
Buyers” or “QIBs”

“Regulation S”
“RMB” or “Renminbi”

“Royce Petrochemicals”

“Rule 144A”

“SAFE”

“Samtop”

“Share(s)”
“Shareholders”

“Shenhua Ganquan”

“Silver Grant”

“Sincere Hill”

the 363,636,364 redeemable convertible preference shares in the amount
of US$60,000,000 issued by our Company to Winstar on 18 April 2010

HOPU, China Minmetals Corporation, Silver Grant, ITOCHU and any
one of them, a Pre-IPO Investor

Sparkle Land, Top Dream, Gold Shine, Unique Grace, Samtop,
Champaign and any one of them, a Pre-IPO Individual Investor

the pre-IPO option scheme conditionally adopted by us on 30 June 2010

the purchase agreement relating to the Offering to be entered into by our
Company and the initial purchasers on 1 April 2011, as further described
in the section headed “Plan of Distribution” in this Offering
Memorandum

qualified institutional buyers within the meaning of Rule 144A

Regulation S under the US Securities Act
Renminbi yuan, the lawful currency of the PRC

Royce Petrochemicals Limited, a company incorporated under the laws
of the BVI with limited liability on 28 October 2005 and our indirectly
wholly-owned subsidiary

Rule 144 A under the US Securities Act

B AN HEE HE S (the State Administration of Foreign Exchange of
the PRC)

Samtop Development Limited, a company incorporated under the laws
of the BVI on 6 April 2010 which is owned as to 60% by Wu Hongmei
(S4L4%) and 40% as to Fu Rong (f1%€), each of whom being an
Independent Third Party

ordinary share(s) with no par value of our Company
holders of our Shares

MEEH RSB A IR FAE A W] (Shenhua Ganquan Railway Co., Ltd.), a
limited liability company incorporated under the laws of the PRC on
8 September 2010 in which we hold a 5% equity interest which will be
increased to 9.5% pursuant to the strategic cooperation agreement
between Shenhua Ganquan and us

Silver Grant International Industries Ltd., a company with its principal
place of business at Suite 4901, 49th Floor, Office Tower, Convention
Plaza, 1 Harbour Road, Wanchai, Hong Kong and listed on the Hong
Kong Stock Exchange (HKSE Stock Code: 171)

Sincere Hill Management Limited, a company established under the laws
of the BVI with limited liability on 25 October 2009 and indirectly
wholly-owned by Mr. Wang
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“South Gobi”

“Sparkle Land”

“Stabilizing Manager”

“State Administration of
Taxation”

“State Council”

“SUEK AG”

“Suifenhe Winsway”

“Tangshan Jiahua”

“Tangshanwan Coking Coal”

“Top Dream”

“Ulangab Haotong”

“Ulangab Huatong Logistics”

“Unique Grace”

“United States”, “US” or
4‘USA”

“Urad Zhongqi Haotong”

South Gobi Sands LLC, a major coal producer in Mongolia and one of
our key coal suppliers in Mongolia

Sparkle Land Limited, a company incorporated under the laws of the
BVI with limited liability on 29 December 2009 and wholly-owned by
Wu Sek Un, an Independent Third Party

Deutsche Bank AG, Singapore Branch

B % BB 48R (the State Administration of Taxation of the PRC)

Hh BRI ER B B (the State Council of the PRC)

SUEK AG, the exclusive exporting company of Open Joint Stock
Company “Siberian Coal Energy Company” (OJSC “SUEK”), the
Russian largest coal producer, and also one of our suppliers of seaborne
coal

KZIS K IEREVRA PR 7] (Suifenhe Winsway Resources Co., Ltd.*) a
company established under the law of the PRC on 24 December 2009
and our indirectly wholly-owned subsidiary

fEEER L TH AT (Bedw (Tangshan) Jiahua Coking & Chemical
Co., Ltd.*) a company principally engaged in petroleum and coal
products manufacturing and one of our key customers

R L AR LA FRA W] (Tangshanwan  Coking Coal Storage Co.,
Ltd.*), a company established under the laws of the PRC with limited
liability on 8 October 2010 in which Inner Mongolia Haotong owns a
3% equity interest

Top Dream Holdings Limited, a company incorporated under the laws of
the BVI with limited liability on 30 October 2009 and wholly-owned by
Guo Qi, an Independent Third Party

R BRZAT T @ REVR A FR/A F (Ulangab Haotong Energy Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
2 March 2010 and our indirectly wholly-owned subsidiary

Sy BIEE AT HE @Y A IR FE A R (Ulangab Huatong Logistics Co., Ltd.*®),
a company established under the laws of the PRC with limited liability
on 12 October 1989 and an Independent Third Party

Unique Grace Management Limited, a company incorporated under the
laws of the BVI with limited liability on 12 January 2010 and wholly-
owned by Chen Shuaiyun

the United States of America, its territories, its possessions and all areas
subject to its jurisdiction

SR P HEANE T RE U FRA ] (Urad Zhonggi Ruyi Haotong Energy
Co., Ltd.*), a company established under the laws of the PRC with
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“US$”, “USD” or “US dollars”

“US Securities Act”

“VAT”

“Wuhan Iron”

“Winstar”

“Winsway Australia”

“Winsway Coking Coal
Macao”

“Winsway Group”

“Winsway Group Holdings”

“Winsway International
Petroleum & Chemicals

’9

“Winsway Logistics”

“Winsway Macao”

“Winsway Petroleum
Holdings”

“Winsway Resources
Holdings”

limited liability on 14 July 2010 which is owned as to 51% by Inner
Mongolia Haotong and 49% by Mongolia Hutie

United States dollars, the lawful currency of the United States

the United States Securities Act of 1933, as amended and supplemented
or otherwise modified from time to time, and the rules and regulations
promulgated thereunder

value-added tax

B (4 )2 7] (Wuhan Iron and Steel (Group) Corporation*), a
leading iron and steel manufacturer in Hubei Province and one of our
key customers

Winstar Capital Group Limited, a company incorporated under the laws
of the BVI on 18 August 2009 with its registered office at Horizon
Chambers, P.O. Box 4622, Road Town, Tortola, BVI

Winsway Australia Pty. Ltd., a company incorporated under the laws of
Australia with limited liability on 9 November 2009 and our wholly-
owned subsidiary

Winsway Coking Coal (Macao Commercial Offshore) Limited
(K A IR P e 12 P 6B A BRA 7l), a company incorporated under
the laws of Macau with limited liability on 2 August 2010 and our
wholly-owned subsidiary

the group of companies established and/or incorporated by Mr. Wang
and/or his associates which is not a member of our Group

Winsway Group Holdings Limited, a company incorporated under the
laws of the BVI with limited liability on 1 March 2001 and wholly-
owned by Mr. Wang

Winsway International Petroleum & Chemicals Limited, a company
incorporated under the laws of the BVI with limited liability on
18 August 2005 and indirectly wholly-owned by Mr. Wang

Winsway Coking Coal Logistics Co., Limited, a company incorporated
under the laws of Hong Kong with limited liability on 22 December
2009 and our wholly-owned subsidiary

Winsway (Group) Enterprises Limited (KHEEEFIAMRAT), a company
incorporated under the laws of Macao with limited liability on 12 June
1995 and wholly-owned by Mr. Wang

Winsway Petroleum Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 9 September 2009 and
indirectly wholly-owned by Mr. Wang

Winsway Resources Holdings Limited, a company incorporated under
the laws of the BVI with limited liability on 23 September 2008 and
indirectly wholly-owned by Mr. Wang
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“Winsway Singapore”

“Xinjiang Winsway”

EE)

“Xixiaozhao Railway Co.

“Yingkou Haotong”

“Yiteng”

“Zhoushan Winsway”

“%39

Winsway Resources Holdings Private Limited, a company incorporated
under the laws of Singapore with limited liability on 31 December 2009
and our wholly-owned subsidiary

HTEEKEERER A IRAF  (Xinjiang Winsway Energy Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
9 August 2010 and our indirectly wholly-owned subsidiary

PIH#H AR AR (Xixiaozhao Gants Mod Railway Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
7 December 2009 which is owned as to 5% by Inner Mongolia Haotong

B E IR SEA R A (Yingkou Haotong Mining Co., Ltd.*), a company
established under the laws of the PRC with limited liability on
16 November 2009 and our indirectly wholly-owned subsidiary

SR P RIS IR AT PRI A 7] (Urad Zhonggi Yiteng Mining Co.,
Ltd.*), a company established under the laws of the PRC with limited
liability on 7 September 2005 and our indirectly wholly-owned
subsidiary

FHLKIEREMRA FR/A A (Zhoushan Winsway Energy Co., Ltd.*), a
company established under the laws of the PRC with limited liability on
15 November 2010, which is owned as to 90% by Nantong Haotong and
10% by Yiteng

per cent

* The English names of the PRC entities or organizations or individuals mentioned in this Offering Memorandum marked “*” are translations from
their Chinese names and are for identification purposes only. If there is any inconsistency, the Chinese name shall prevail.
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GLOSSARY

This glossary contains definitions of certain technical terms used in this Offering Memorandum. Some
of these definitions may not correspond to standard industry definitions.

“1/3 Coking Coal”

“1/2 Middle Sticky Coal”

“anthracite”

“Ashn

“bt”

“Bituminous Coal”

“CFR”

“Chinese Caking Index (G)”

“Chinese Plasticity Index (Y)”

“CIF”

“Coke”

a coal that is softer and weaker than Primary Coking Coal. Similar to
semi-hard coking coals, it displays relatively high caking properties and
medium levels of Volatile Matter

a coal that displays properties similar to PCI coals, having relatively low
levels of Volatile Matter and low to medium caking ability

is the highest rank coal. It is the hardest coal type and is characterized by
low volatile matter and high carbon content. It has a semi-metallic lustre
and is smokeless when burnt. It has a high fuel efficiency, and its fuel
ratio is between 10 and 60

the ash content in coal that represents the non-combustible inorganic
residue remaining after the coal is burned. Ash is a non-combustible
material which lowers the heating value and leads to problems of
disposal (after burning). It can also cause corrosion and abrasion of
boilers and clinkering or slagging of furnaces

billion tonnes

a coal group that contains many coal types which are all only slightly
affected by weathering unless left exposed for an extended period of
time, in which case they break into fine prismatic pieces, not like the
platy pieces of lignite. The group has a fuel ratio of about three. Most
internationally traded coal and all coking coal is bituminous rank

cost and freight, a term of sale requiring the seller to arrange for the
carriage of goods by sea to a port of destination, and provide the buyer
with the documents necessary to obtain the goods from the carrier.
Under such arrangement, the seller does not have to procure marine
insurance against the risk of loss or damage to the goods during transit

is determined through a laboratory test measuring the caking capacity of
a sample of coal to ascertain how well the coal binds or fuses together.
Higher G index indicates greater caking capacity

is a measure of the maximum thickness of the plastic mass when the coal
is heated to the peak temperature and before it resolidifies. This measure
is similar to the Crucible Swelling Number and the level of Gieseler
Maximum Fluidity

cost, insurance, freight, a term of sale signifying that the price invoiced
or quoted by a seller includes insurance and all other charges up to the
named port of destination

used as a reductant in the manufacturing of iron and steel. To a lesser
extent, coke is also used in the casting and smelting of base metals
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“Coke blend”

“Coke Strength after Reaction’

“coking coal”

“cost curve”

“Crucible Swelling Number
(also known as Free
Swelling Index)”

“Double-track railway”

“Electrified railway”

“EU-lS”

“EU-27”

“Fat Coal”

“fluidity”

“FOB”

“FOR”

s

combination of various types of coking coal with different physical
properties into a final “blend” by coke producer in order to maximize
certain technical parameters of the coke which ultimately improves pig
iron quality, and at the same time minimizes cost

a measure of the relative coke strength of coke located in the mid-region
of a blast furnace. For a high quality hard coking coal the Coke Strength
after Reaction (CSR) should be at least 55% of that before the reaction
occurred

also commonly referred to as metallurgical coal, is used to produce coke.
Market participants typically refer to six types of coking coals based on
specific characteristics of the coal including the ash content, volatile
materials, coke strength and fluidity

a graphic representation in which the production volume of a given
commodity across the relevant industry is arranged on the basis of
average unit costs of production from lowest to highest to permit
comparisons of the relative cost positions of particular production sites,
individual producers or groups of producers within a given country or
region

the degree of free swelling of a one gram sample of crushed coal heated
under elevated conditions (>800°C) in a specialized silica crucible.
Higher index values (ranging from 1-9) equate to superior caking and/or
swelling properties of the coal which are required for coke making

railway involving running one track in each direction, compared to a
single track railway where trains in both directions share the same track

a railway electrification system supplies electrical energy to railway
locomotives and multiple units so that they can operate without having
an on-board prime mover

15 specified member countries of the European Union
27 specified member countries of the European Union

a coal that is similar to Primary Coking Coal. However it shows greater
levels of volatile matter. It generally also has a higher caking index

fluidity refers to coal’s plasticity during carbonization, where coal
changes from a solid material to a fluid (plastic) state, and then to a
fused porous solid (coke) during cooling. High fluidity is beneficial in
the cokemaking process. Typical measure of fluidity is the Gieseler
Maximum Fluidity reading

free on board, where the seller is required to clear the goods for export
and buyer is responsible for all the costs incurred after the cargo has
been loaded on board

free on rail
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“Gas Coal”

“Gas Fat Coal”

“hard coking coal (HCC)”

“HSR”
“km”

“Lean Coal”

“lignite”

“Meagre Coal”

“Meagre Lean Coal”

“metallurgical coal”
“mt”
“mtpa”

th)

“Offtake agreement

“Offtaker”

“Pacific”

“Primary Coking Coal”

“proven reserves” or “proved
reserves”

a coal with high levels of Volatile Matter but displaying a low to
medium caking index

a coal with high levels of Volatile Matter but displaying high caking
properties

a higher-ranked coking coal with strong caking properties. Hard coking
coals generally have Crucible Swelling Number greater than six

high-speed rail
kilometres

a relatively low volatile coal with average caking abilities. This coal
typically has properties similar to semi-soft coking coals

is a low rank of coal containing high moisture. Lignite is distinctly
brown and is either markedly woody or clay-like in appearance. As it
comes from the mine, lignite generally carries 30—40% water and its net
calorific (energy potential) value is low. When exposed to the weather,
lignite readily loses its water content and is capable of spontaneous
ignition. When crushed, lignite produces a brown powder, whereas coal
sensu stricto (except for cannel coals) produces a black powder

a coal that is considered to have one of the highest degrees of
coalification of a bituminous coal. It has relatively low caking properties,
and when burnt it has short flame combustion and is relatively fire
resistant

a coal that has relatively weak caking properties but with low levels of
Volatile Matter. This coal is similar to typically low-volatile PCI coals

see coking coal
million tonnes
million tonnes per annum

an agreement between a producer of a resource and a buyer of a resource
to purchase or sell the producer’s future output

the buyer of an offtake agreement to purchase a specified amount of the
producer’s future production

the largest of the Earth’s oceanic divisions. It extends from the Arctic in
the north to the Southern Ocean in the south, bounded by Asia and
Australia in the west, and the Americas in the east

a high quality hard coking coal with low to medium levels of Volatile
Matter and relatively high bonding properties

considered to be highly confident of being recoverable (economically)
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“Pulverized Coal Injection
(PCI)”

“reserve base”

“Semi-hard Coking Coal”

“Semi-soft Coking Coal”

“Sub-bituminous Coal”

“thermal coal”

“Volatile Matter”

“Weak-Sticky Coal”

the process whereby coals are injected into a blast furnace to provide the
required carbon in the iron-making process. PCI coals are typically
divided into low-volatile and high volatile PCI

demonstrated, in place (measured plus indicated) resources from which
reserves are estimated. The reserve base of an identified resource
generally must meet specified minimum physical and chemical criteria
related to current mining and production practices, including those for
grade, quality, thickness, and depth

lower in rank to hard coking coals. Semi-hard coking coals typically
have Crucible Swelling Numbers between 4 and 6

lower ranked coking coals used as either a coking blend component or as
Pulverised Coal Injection (PCI) coal

a coal that can be distinguished from lignite by its black color and its
lack of a distinctly woody structure and texture, and from Bituminous
Coal from its slacking in the weather (formation of cracks in and
pervasive dehydration of those portions exposed to weathering)

also referred to as steaming coal, is primarily used as an energy source in
the generation of electricity. Other applications include direct heating,
space and water heating, process heating and cement manufacturing.
Thermal coal covers all black coals other than those which are
specifically designated as coking coal

the percentage of components in the coal primarily representing organic
compounds and mineral impurities, excluding inherent (dry) moisture

a coal typically used as thermal coal for gasification and power-
generation. However with additional treatment it can be used as
low-grade coking coal
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SUMMARY

This summary aims to give you an overview of the information contained in this Offering Memorandum.
As it is a summary, it does not contain all the information that may be important to you. You should read the
whole document before you decide to invest in the Notes. There are risks associated with any investment. Some of
the particular risks in investing in the Notes are set out in the section headed “Risk Factors” in this Offering
Memorandum. You should read that section carefully before you decide to invest in the Notes.

Overview

We are an integrated supplier of imported coking coal to China and provide services to our suppliers and
customers through our integrated platform, comprising logistics parks, coal processing plants, and road and
railway transportation capacities. In 2010, we procured approximately 9.6 mt of coal produced outside China and
we believe we have established ourselves as one of the leading suppliers in China of imported coking coal.

We procured approximately 1.3 mt, 3.8 mt and 6.5 mt of Mongolian coal in 2008, 2009 and 2010,
respectively. We believe our procurement represented a significant portion of Mongolian coal exported to China
during such period, and we are a leading offtaker of Mongolian coal. We believe we are one of the pioneers in
the large-scale transportation of Mongolian coking coal into China, and also one of the few companies which
have made substantial investments in logistics and transportation infrastructure at several key Sino-Mongolian
border crossings and have access to a transportation network through arrangements with third parties on both
sides of the border. We also believe we are one of the few companies which have built an integrated coking coal
supply business model to supply Mongolian coking coal into China, which is distinguishable through the
considerable scale and profitability we have achieved.

We commenced our procurement of seaborne coal in 2009 and the amount of seaborne coal we procured
amounted to approximately 3.4 mt and 3.1 mt in 2009 and 2010, respectively.

For the three years ended 31 December 2008, 2009 and 2010, we sold approximately 1.0 mt, 2.1 mt and
4.7 mt of Mongolian coal, respectively, and our total turnover from the sale of Mongolian coal was HKD1,102.0
million, HKD1,994.8 million and HKD5,073.4 million, respectively. For the two years ended 31 December 2009
and 2010, we sold approximately 2.9 mt and 3.1 mt of seaborne coal, respectively, and our turnover from the sale
of seaborne coal was HKD3,215.9 million and HKD4,155.7 million, respectively.




Set forth below is the coking coal supply value chain which we participate in:
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We plan to further strengthen our market position in the coking coal supply chain by adopting the
following strategies. In respect of our supply, we plan to further develop the relationships and secure long-term
supply agreements with our suppliers, selectively acquire upstream resources and develop coal tenements in
Mongolia together with the Peabody-Winsway JV, and explore upstream joint venture and acquisition
opportunities in other regions. In respect of our logistics infrastructure, we plan to expand our existing operations
at Ceke and Gants Mod logistics parks and replicate our proven operational model to the Erlianhaote border
crossing, which has been constructed and is in a start-up stage, as well as the Manzhouli, Suifenhe and Hunchun
border crossings. We also plan to cooperate with Hohhot Railway Bureau and Harbin Railway Bureau to
construct railway logistics centres and railway-related infrastructure at border crossings and along major coal
transportation railways and to enter into joint ventures with railway bureaus to invest in rail cars, other
transportation-related vehicles and railway-related infrastructure to increase our transportation capacity. We plan
to increase our coal processing capacity by expanding the existing plant at Urad Zhongqi and constructing
processing plants at Bayuquan and Longkou ports, Jining, and the Manzhouli and Suifenhe border crossings. We
also plan to invest in docking facilities in Longkou port. In respect of our sales, we plan to develop new clients
and increase the penetration level of our products with existing customers by leveraging our strong position in
supplying imported coking coal to China’s steel producing eastern coastal provinces.
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We have established strong relationships with a number of Mongolia-based and other coal mining
companies and operators globally. We started our cooperation with our Mongolia-based suppliers in 2006, being
one of the first to do so on a large scale. We source coal from four leading Mongolia-based suppliers and have
entered into strategic alliance agreements with three of these suppliers. Please refer to the section headed
“Business—Procurement and Suppliers—Suppliers in Mongolia” in this Offering Memorandum for more details.

Depending on the suppliers, at the end of each year or quarter, we discuss with our suppliers their
production and development plans for the following year or quarter. After taking into consideration the
production plans and requirements of our customers, the expected transportation availability and our coal
processing capacity, we reach an understanding with our suppliers on the volume and specifications of the coking
coal to be supplied for the following year or quarter with the price to be agreed generally on a quarterly basis,
which we believe helps to reduce our exposure to price fluctuations in the coal market. In the three years ended
31 December 2008, 2009 and 2010, we procured approximately 1.3 mt, 3.8 mt and 6.5 mt of Mongolian coal,
respectively. All Mongolian coal we procured was raw coal and a majority of it was processed and sold as
cleaned coking coal.

We have also procured seaborne coal from countries such as Australia, the US, Canada and Russia since
2009. Our overseas coal procurement department sources coal primarily through direct contact with coal mining
companies and operators and formulates our procurement policy for seaborne coal based on orders and requests
from customers and on the price of coal in the international markets. In doing so, we take into consideration
various factors including the current market demand and supply and the anticipated trends in the Chinese market,
and the characteristics and specifications of the coal to be supplied. Depending on our negotiations with our
suppliers, prices are usually agreed on a quarterly basis, but may be fixed for a specified number of shipments or
for the entire tonnage agreed to be supplied. In the years ended 31 December 2009 and 2010, we procured
approximately 3.4 mt and 3.1 mt of seaborne coal, respectively.

We have built a stable and growing customer base including many significant steel makers and coke
plants in China. Our customers include Baosteel in Shanghai, Wuhan Iron and Steel, Baotou Steel, Hebei Steel
and Jiujiang Qian’an Coke. We usually enter into discussions with our customers prior to the end of each year to
ascertain their production needs for the following year, and will make allocations of our products accordingly
after taking into consideration the expected production capacity of our suppliers and our expected processing
capacity. Consistent with Chinese coal market practices, we periodically enter into formal sales contracts with
our customers specifying quantities and timing of delivery over a term varying from a few months to one year.
Selling prices are set out in the sales contracts, and may be adjusted with reference to contracted coking coal
prices between major coking coal producers in Shanxi Province and large steel makers in China. Our selling
prices are usually agreed and adjusted on a quarterly basis, which we believe helps to reduce the exposure to
price fluctuations in the market.

For the three years ended 31 December 2008, 2009 and 2010, our total turnover was HKD1,113.9
million, HKDS5,283.2 million and HKD9,271.7 million, respectively, and our profit attributable to equity
shareholders of our Company was HKD274.2 million, HKD515.3 million and HKD928.8 million, respectively.




Border crossings

The map below shows the approximate locations of our current and planned logistics parks at border

crossings.
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Recognizing the strategic importance of border crossings for the supply of coking coal into China, the
development and expansion of our infrastructure and capacity at border crossings has been one of our core
focuses. In 2007 and 2008, we started building strategic infrastructure at two major Sino-Mongolian border
crossings, Gants Mod (HHE#K) and Ceke (3K 5t), respectively, which are close to our Mongolia-based suppliers’
resources, including Tavan Tolgoi, one of the world’s largest coking coal deposits. Our infrastructure on the
China side of the Gants Mod and Ceke border crossings currently includes logistics parks with border-crossing
facilities, stockpile areas, and additionally at Ceke, a coal processing plant. We have also constructed a logistics
park with border-crossing facilities and a stockpile area in Erlianhaote, which is currently in the start-up stage
and which we expect to be fully operational by the end of the first half of 2011. In addition, we are constructing a
logistics park at the Manzhouli Sino-Russian border crossing, are in the process of planning the construction of
logistics parks at the Suifenhe and Hunchun Sino-Russian border crossings and are exploring the development of
additional logistics parks at Sino-Mongolian border crossings in western China.




Railway logistics and transportation

The map below shows the approximate locations of existing and planned railways relevant to our

infrastructure.
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We believe railways are and will remain an integral part of the logistical solution for coal transportation.
As part of our development strategy, we have invested and plan to invest in infrastructure to facilitate coal
transportation to the eastern coastal area and other major coal-consuming regions in China, including railway,
rail cars, railway logistics centres and other railway-related infrastructure. We have built or are building railway
logistics centres in Jining and at the Ceke and Erlianhaote Sino-Mongolian border crossings. These newly built
railway logistics centres are in the start-up stage and we expect them to be fully operational by the end of the first
half of 2011. In addition, we are at the planning stage of other various railway logistics centres and related
infrastructure, including the railway logistics centres at Gants Mod and Urad Zhongqi, which will be located
along Xixiaozhao—Gants Mod railway line in which we own a 5% equity interest. We also hold a 5% equity
interest in Shenhua Ganquan Railway Co., Limited (“Shenhua Ganquan”), which is the owner and operator of
Ganquan Railway connecting Baotou and Gants Mod. Furthermore, in June 2010, we were granted “registered
user” status by the Hohhot Railway Bureau (P48 =) for carriage of coal by rail, which allows us to
submit our transportation requirements and plans to Hohhot Railway Bureau for its consideration, and if
accepted, for inclusion in its railway transportation capacity allocation plan. We also plan to invest in rail cars,
other transportation-related vehicles and railway-related infrastructure, which we believe will increase our
transportation capacity and the volume of coking coal supplied to our customers.




Coal processing

The map below shows the approximate locations of our current and planned coal processing plants.
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To enable us to provide a broad range of coking coal and more value-added services to our customers,
we have built or are building coal processing plants located at Urad Zhongqi, Ceke, Jining, Bayuquan port and
Longkou port, and are also exploring the possibility of constructing a coal processing plant at Yangkou port. The
processing plants at Urad Zhongqi and Ceke commenced operation in 2008 and 2009, respectively, and we are
currently constructing a new processing line in the plant at Urad Zhongqi. The processing plants at Jining and
Bayuquan port are in the start-up stage, while the plant at Longkou port is under construction. As of
31 December 2010, our coal processing plants in Urad Zhongqi and Ceke had an aggregate processing capacity
of 7.2 mtpa. We expect our newly constructed coal processing plants to become fully operational by the end of
2011, at which point we expect to have an aggregate capacity of 23 mtpa.

Our integrated end-to-end service platform, comprising logistics parks, coal processing plants and road
and railway transportation capabilities through our arrangements with third-party transportation companies,
enables us to secure stable and cost-effective supplies and maintain our position as a long-term supplier to steel
makers and coke plants in various parts of China, with particular strength in eastern coastal provinces where a
majority of China’s steel production occurs. Our logistical expertise also enables us to extend our reach from
Inner Mongolia to the eastern coastal provinces where demand and the average selling price for coking coal is
generally higher, and through our coal processing services, we are able to enhance our profitability. Given our




first-mover advantage in establishing a land-borne coking coal route to China in the scale we have achieved thus
far, we believe our business model is difficult to replicate and creates a high entry barrier for potential
competitors.

Our competitive strengths

We believe the following competitive strengths contribute to our success in the China coking coal
industry and distinguish us from our competitors:

We are a major gateway for global coking coal into China and we believe we are one of the few companies
which have built an integrated coking coal supply business model to supply Mongolian coking coal into
China, with considerable scale and profitability

We believe we have established ourselves as one of the leading suppliers in China of imported coking
coal in terms of the amount of coal we procured from suppliers outside China for importation into China. We
also believe that we are a leading offtaker of Mongolian coal and our procurement represented a significant
portion of Mongolian coal exported.

Offtaking Mongolian coal on a large scale requires significant infrastructure and logistical capability,
which creates barriers to entry. We believe that our capability to secure coal supplies combined with our
integrated end-to-end service platform will further enhance our position as a major gateway for global coking
coal entering China.

Our integrated service platform provides us with a competitive advantage in providing a stable supply of
high-quality coking coal to end customers in China

Our infrastructure investment at border crossings, our significant coal processing capacity and our
investment in railway related infrastructure and transportation capacity are the three cornerstones of our
integrated service platform.

Our strategic infrastructure investment at border crossings

Our main Mongolia-based suppliers are operating at Tavan Tolgoi and Nariin Sukhait deposits, all
located in the southern regions of Mongolia. The Sino-Mongolian border crossing closest to the Tavan Tolgoi
deposit is the Gants Mod border crossing, which is approximately 270 km away and the Sino-Mongolian crossing
closest to the Nariin Sukhait deposit is the Ceke border crossing, which is approximately 40 km away.

Our strength lies in the strategic location of our logistics parks at the Gants Mod and Ceke border
crossings. As the respective mines of our main suppliers in Mongolia are only connected to these border
crossings by road, transportation of coal on a large scale can only be carried out by trucks. However, trucks from
Mongolia and China cannot operate in each other’s territory beyond the immediate border crossing areas.
Therefore, an efficient logistics hub at the relevant Sino-Mongolian border crossing becomes critical in
transporting Mongolian coking coal into China. As a result of the location of our logistics parks at the border
crossings, Mongolian trucks carrying coal can travel directly from the loading points in Mongolia and unload the
same at our logistics parks. This allows us to arrange for onward transportation of coal in China to our coal
processing plants or to our customers expediently.

In addition, as Erlianhaote is the only Sino-Mongolian border crossing serviced by railway and as China
and Mongolia use different railway gauges, it is currently not possible to have through rail travel at Sino-




Mongolian border crossings. We expect this to continue for the foreseeable future and believe that having
strategically placed logistics infrastructure at border crossings will be a significant competitive strength for us.
Accordingly, we have built a logistics park with border-crossing facilities at the China side of the Erlianhaote
crossing. The logistics park at Erlianhaote is currently in the start-up stage and we expect that, upon it becoming
fully operational, it will enhance our transportation network along the Sino-Mongolian border and grant us more
access to the Mongolian coal and other natural resources.

We believe our logistics parks, which were among the first ones developed in the area and at a relatively
low land cost, have the potential to further expand and continue to be a critical part of the infrastructure in
facilitating large-scale transportation at the Gants Mod, Ceke and Erlianhaote border crossings.

Our strategically located significant coal processing capacity

We believe the strategic location of our coal processing plants and our large-scale coal processing
capacity are among our critical strengths. We have two coal processing plants, one in Urad Zhongqi along the
transportation route connecting the Gants Mod border crossing and Baotou, and another one in Ceke, which
commenced operation in 2008 and 2009, respectively, and as of 31 December 2010 had an aggregate coal
processing capacity of 7.2 mt. In addition, we are currently constructing a new processing line to expand our
capacity in the coal processing plant at Urad Zhongqi and developing coal processing facilities at Jining,
Bayuquan port and Longkou port, and expect that after our newly constructed coal processing plants become
fully operational, which is expected to be by the end of 2011, we will have an aggregate capacity of 23 mtpa.

We believe our ability to process raw coking coal sourced from various mines and offer our customers a
variety of coking coal products to suit their distinctive needs differentiate us from other coal suppliers in China.
Through expansion of our coal processing capacity at strategic locations across China, we believe we are able to
provide value-added services to our customers located in a broad geographic area and capitalize on the attractive
growth opportunities in China’s coking coal market.

Our investment in railway-related infrastructure and transportation capacity

We believe that our joint venture relationships with railway bureaus in the PRC and our investment in
the railway-related infrastructure as well as our registered user status strengthen our capability to provide railway
logistical services and enhance our transportation capacity. This transportation capacity enables us to stand out
from our competitors as being one of a few suppliers with an ability to transport Mongolian coking coal on a
large scale and in a cost-effective manner to major steel makers and coke plants as far as 2,000 km away from the
border crossings, in particular steel makers and coke plants in China’s eastern coastal provinces.

As at 31 December 2010, Hohhot Railway Bureau and we had jointly invested in five joint venture
companies (in each of which we have a 51% stake) for the purpose of developing and operating railway logistics
centres at Gants Mod, Ceke, Erlianhaote, Urad Zhongqi and Jining, respectively and accordingly jointly
developed three railway logistics centres at Jining and the Ceke and Erlianhaote Sino-Mongolian border
crossings. We have also subscribed for a 5% equity interest in Xixiaozhao Railway Co., a joint venture company
with Hohhot Railway Bureau and other third parties which is constructing a railway connecting Xixiaozhao to
Gants Mod, expected to be completed in 2011. In addition, we own a 5% equity interest in Shenhua Ganquan,
which is the owner and operator of Ganquan Railway connecting Baotou and Gants Mod. In October 2010, we
also entered into a cooperation agreement with Harbin Railway Bureau to form a joint venture company in
Manzhouli to provide logistics services, including loading, storage and transportation, in the new international
freight terminal area of Manzhouli.




In January 2011, as part of our strategy of investing in rolling stock business, we jointly established
Huayuan Logistics through our subsidiary Inner Mongolia Haotong with Mongolia Hutie Investment, a
subsidiary of Hohhot Railway Bureau, and other parties to engage in the business of coal and mineral products
transportation logistics. We hold a 9% equity interest in Huayuan Logistics and are the second largest
shareholder after Mongolia Hutie Investment, which holds a 20% equity interest. Furthermore, in June 2010, we
were granted “registered user” (3837 F) status by the Hohhot Railway Bureau ("FFA13% 783 =) for carriage of
coal by rail, which allows us to submit our transportation requirements and plans to Hohhot Railway Bureau for
its consideration, and if accepted, for inclusion in its railway transportation capacity allocation plan.

We have established long-term and strategic relationships with a number of mining companies globally

We have four Mongolia-based suppliers who we believe are among the leading coal mining companies
in Mongolia. The volume of coal produced by these four suppliers amounts to a substantial share of the total
output of Mongolian coal and we have in place long-term strategic alliance agreements with three of these
suppliers for offtaking agreed amounts of coal produced by them. Pursuant to these agreements, we periodically
enter into coal supply agreements to quantify the amount of coal to be supplied for specific periods. We believe
that we are one of the major customers of each of our four Mongolia-based suppliers taking into account our
market position in terms of Mongolian coal imported into China. We are also seeking other potential coking coal
suppliers in Mongolia to provide us with the potential to further expand our business. Please refer to the section
headed “Business—Procurement and Suppliers—Suppliers in Mongolia” in this Offering Memorandum for more
details.

In terms of seaborne coal, we primarily sourced from countries such as Australia, the US, Canada and
Russia. We secured our seaborne coal supply from a number of international coal mining and trading companies
and operators, such as Peabody Energy, Anglo Coal, SUEK AG, Marubeni Corporation, ITOCHU and Macarthur
Coal.

Our established relationships and our market position contribute to our ability to secure a stable supply
of high-quality coking coal from around the world, particularly with respect to Mongolian coking coal.

We have established strong relationships with some of the leading steel makers and coke producers in
China

We are able to source a range of Mongolian coking coal, most of which can be used as a substitute for
domestically produced high-quality coking coal, in the quantity and of the quality required by our customers. We
also have the logistics infrastructure to transport coal over long distances and the coal processing capability to
meet the needs of our customers. In addition, our financial strength and strong credit lines also allow us to secure
funding and at reasonable cost, which in turn enables us to procure coking coal on a large scale. As a result,
together with a steady supply of seaborne coal, we are able to supply our customers with a variety of coking coal
products with reliable quality at competitive prices. In addition, we have a strong sales team which is dedicated
to customer services and committed to fulfilling the needs of our customers.

We believe the above abilities give us an advantage compared to other coal suppliers in China and other
parts of the world. Through this “one-stop shop” solution and our value-added coal processing services, we have
been able to build a stable and growing customer base. Our customers include some of the largest steel makers
and coke producers in China.
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We have entered into long-term strategic alliance agreements and memoranda with a number of our
customers, including Baosteel in Shanghai, Wuhan Iron and Steel, Jiujiang Qian’an Coke and Tangshan Jiahua,
where we have agreed to supply these customers with different types of coal possessing specific characteristics
required by such customers in the future. We believe that the strategic alliance agreements and memoranda
entered between us and our customers as well as the recurrent business we have with our major customers since
the establishment of our relationships with them, demonstrate our customers’ confidence in us and our ability to
provide a stable supply of coking coal products with consistent physical characteristics.

We have a strong management team and board of directors with a proven track record and outstanding
execution capabilities

Our management team, which is built around our founder, Chairman and Chief Executive Officer,
Mr. Wang, consists of seasoned managers with diverse skill sets, extensive international working experience and
domestic know-how in natural resources and transportation industries. Our Board is comprised of directors with
significant experience in the energy, steel and mining industries, as well as directors possessing strong financial
backgrounds. Mr. Wang has over 20 years of international commodities business experience, including importing
oil and petrochemical products from Russia and Mongolia into China. The core members of our management
team, comprised of Mr. Wang, Ms. Zhu Hongchan, Mr. Yasuhisa Yamamoto, Mr. Apolonius Struijk and Mr. Cui
Yong, have spent on average more than ten years with the Winsway Group.

Our management team and Board seek to emphasize best practices in our operations as well as corporate
governance. We believe that we will be able to benefit from the industry and financial expertise our management
team and Board provide to us.

Our business strategies

Our vision is to become the leading gateway to the coking coal market of China by providing global
premium coking coal products and solutions to China’s steel industry through our integrated end-to-end service
platform. We plan to accomplish our goal through the following strategies:

Strengthening our leading position in supplying Mongolian coking coal through further infrastructure
investments and replicating our successful model at other Sino-Mongolian border crossings

We intend to make further investments in key infrastructure to capitalize on expected increased imports
of natural resources from Mongolia into China, including railway logistics centres at border crossings. For
example, we have recently built a railway logistics park at the Erlianhaote Sino-Mongolian border crossing. We
are also further exploring the possibility of future expansion of our operational model to border crossings at
Mandula and Zhu’engadabugqi.

In addition, we also plan to explore constructing infrastructure at border crossings in western China,
including the Xinjiang Autonomous Region, to expand our business in China’s western regions.

Further securing Chinese domestic railway capacity by becoming a strategic partner with Chinese railway
bureaus to invest in rail cars, railways and railway-related infrastructure

We believe the rapid increase in coal production in Inner Mongolia and Mongolia has exceeded or will
soon exceed the available rail cars for transporting coal and the current capacity of major west-to-east coal
transportation railways in the PRC. Please refer to the section headed “Industry—Chinese Railway System
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Overview” in this Offering Memorandum for more information. We face intense competition, particularly from
thermal coal, for both rail cars and railway capacity allocation. Therefore, we believe investing in rail cars, other
transportation-related vehicles and railway-related infrastructure will increase our transportation capacity, and by
utilizing such capacity, we can improve our volume of coking coal supplied to our customers and our financial
performance.

By participating with railway bureaus in the acquisition of rail cars and the development of railways and
other railway-related infrastructure, we seek to obtain a status with such railway bureaus, similar to the
“registered user” status we obtained with the Hohhot Railway Bureau in 2010. The PRC’s railway bureaus
usually prepare railway capacity allocation plans each year and certain parties with designated status are able to
submit their transportation requirements and plans to the bureaus with the goal of including their requirements in
the applicable railway capacity allocation plans. We believe, therefore, that such investments are of strategic
importance for our growth and that such investments will better position us to obtain additional track capacity
allocations within China’s national railway system.

Rolling stock and other transportation-related vehicles

The availability of sufficient numbers of rail cars could become a significant limitation on our ability to
import significant additional amounts of coal and transport it from the border crossings or ports to processing
facilities and our customers. To address this potential limitation, we plan to use certain of our existing railway
joint ventures with the Hohhot Railway Bureau to work with the Hohhot Railway Bureau to purchase rail cars.

The rail cars will be purchased pursuant to contracts between such railway joint ventures and an affiliate
of the Hohhot Railway Bureau and purchase agreements between such affiliate on behalf of the joint ventures
and the suppliers of the rail cars. Before engaging in railway transportation business with self-owned rail cars, we
must obtain a Railway Transportation with Self-Owned Rail Cars License (13 F i & 50 WU 7] #%) from
the Ministry of Railways of the PRC. Our railway joint ventures will seek to take delivery of the rail cars within
one year after the license from the Ministry of Railways is obtained and the purchase agreements are completed.
Please refer to the sections headed “Regulations—Transportation and logistics in the PRC—Transportation by
self-owned rail cars” and “Our Business—Transportation—Investment in Rolling Stock and other transportation-
related vehicles” in this Offering Memorandum for further information.

In addition, we are exploring investments, which may be minority investments, in joint ventures with
other PRC railway bureaus or their subsidiaries and other strategic partners to acquire rail cars and other
transportation-related vehicles. These joint ventures may also develop railway-related infrastructure and we
believe our participation will result in both additional track capacity and rail cars and other vehicles available for
the transportation of coking coal to our customers.

Railways and other railway-related infrastructure

To position ourselves to expand our railway track capacity allocation, we plan to further develop our
cooperative relationships with railway authorities in China and explore the following:

e entering into joint ventures with PRC railway bureaus or their subsidiaries and other key stake holders
to develop railways in key locations to relieve existing or anticipated track capacity constraints;

e developing and operating, jointly with Hohhot Railway Bureau and other railway authorities, railway
logistics centres at three Sino-Mongolian border crossings, Gants Mod, Mandula and Zhu’engadabuqi,
and an inland railway logistics centre at Urad Zhongqi in Inner Mongolia;
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* developing, jointly with a railway bureau, logistics parks and railway logistics centres in the Chinese
side of the Suifenhe Sino-Russian border crossing; and

* investing jointly with Hohhot Railway Bureau and other railway authorities in maintenance facilities.

We plan to use approximately 60% of the proceeds of the offering of the Notes to fund the purchase of
rolling stock and other transportation-related vehicles and invest in railway-related infrastructure, which
purchases and investments may be accomplished through one of our Restricted Subsidiaries or through joint
ventures or other entities in which we have a minority interest.

Capitalizing on expected future flows of Russian land-borne coking coal into China by replicating our
successful Mongolian business model at key Sino-Russian border crossings

To expand our Sino-Russian coking coal supply business, we plan to replicate our Sino-Mongolian
model at Sino-Russian border crossings and facilitate the land-borne transportation of Russian coal to China. As
part of this strategy, we are constructing a railway logistics park on the Chinese side of the key Sino-Russian
border crossing at Manzhouli, and expect to complete phase one of the construction by the end of 2011. We
expect the logistics park in Manzhouli will serve as our primary receiving point of Russian land-borne coal and
believe that its establishment will further increase the trading volume of coking coal between Russia and China.
In addition to Manzhouli, we also plan to build infrastructure at the Sino-Russian border crossings at Suifenhe
and Hunchun.

Moreover, we also intend to further develop our relationship with Chinese railway authorities in order to
facilitate transportation of Russian coal into China and, through our existing sales network in China, to promote
Russian coking coal to Chinese steel makers and coke plants.

Further securing our coking coal supply
Long-term offtake contracts

We are in discussion with Mongolia-based coal producers to secure further long-term supply agreements
to offtake additional coal in line with our business expansion and expected increase in their production volume.
For example, as part of that strategy, in December 2010, we entered into a strategic alliance agreement with
SouthGobi Sands LLC (“SouthGobi”), a major coal producer in Mongolia, pursuant to which and a related coal
supply contract, SouthGobi has agreed to supply 3.2 mt of coking coal to us in 2011, which we believe represents
a significant portion of its anticipated 2011 production. Please refer to the section headed “Business—
Procurement and Suppliers—Suppliers in Mongolia” in this Offering Memorandum for more details.

We also aim to develop a Russian coal procurement business by replicating our Mongolian model. In
order to complement our supply of Mongolian coking coal, we have established a presence in Singapore,
Brisbane and Hong Kong to exploit seaborne market opportunities. We plan to establish a long-term supply
relationship with our seaborne coal suppliers to offtake their coal products to secure our seaborne supplies.

Investments in upstream resources

In order to enhance our ability to obtain a steady supply of high-quality coking coal in the medium to
long term, we plan to explore joint venture and acquisition opportunities in upstream resources to secure cost-
effective and stable coking coal supply. In addition to our acquisition in 2010 of a 50% interest in the Peabody-
Winsway JV, which indirectly holds a number of coal-related licenses in Mongolia and is in the process of
conducting exploration and planning the development of mining projects in respect of those licenses, we will
continue to explore acquisition and joint venture opportunities to secure upstream coal resources in different
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countries. We believe that our strategy to invest in upstream mining assets will enhance our ability to secure
long-term and stable supply of coal resources and further complete our value chain.

Expanding our presence in the eastern coastal regions of China to accommodate more seaborne
procurement

We plan to increase our ability to import clean coal and to further expand our seaborne procurement
platform. To further capitalize on the lower cost of coal processing in China, we also intend to enhance our coal
processing capacity in China, especially in the eastern coastal regions, and accordingly increase the import of raw
coal from other countries. To that end, we have constructed a coal processing facility at Bayuquan port, which is
in its start-up phase, and we are constructing a coal processing facility at Longkou port. We expect that both
facilities will be completed and fully operational by the end of 2011. We also plan to explore the possibility of
constructing a coal processing plant at Yangkou port and invest in docking facilities dedicated to coal
transportation and shipment at Longkou port.

Exploring new markets

To increase penetration of our products, we plan to continue to expand our sales network to cover the
major steel makers and coke plants in China and to increase our sales network in overseas markets. We
commenced our sales to Japan in 2008 and we are currently exploring further opportunities in Japan through our
internal feasibility studies with a view to undertaking more export sales to Japan in future. We believe our “one-
stop shop” coking coal supply solution to our customers is critical to our success. To this end, we will continue to
develop a broader range of standardized coking coal products. In addition, given our steel maker customer base,
we plan to explore expanding our product base to iron ore.

Recent developments

In January 2011, for the purpose of increasing our railway transportation capacity, we jointly established
Huayuan Logistics with Mongolia Hutie Investment, a subsidiary of Hohhot Railway Bureau, and other parties to
engage in the ownership of rail cars related to coal and mineral products transportation logistics. We hold a 9%
equity interest in Huayuan Logistics and are the second largest shareholder after Mongolia Hutie Investment,
which holds a 20% of its equity interest. Pursuant to the capital contribution agreement among us and other
shareholders of Huayuan Logistics, Huayuan Logistics will purchase more than 3,000 rail cars. As a result of this
investment, we expect our railway transportation capacity will increase approximately by 1.2 mt per year.

In March 2011, we entered into a strategic cooperation agreement with a subsidiary of China Shenhua
Energy Company Limited, Shenhua Ganquan, which is the owner and operator of the 354 kilometer Ganquan
Railway connecting Baotao and Gants Mod and in which we currently hold a 5% equity interest. Pursuant to the
strategic cooperation agreement, Shenhua Ganquan will connect the Ganquan Railway to our logistics park and
processing plant at Gants Mod. Our wholly-owned subsidiary, Baotou Haotong, will increase its shareholding in
Shenhua Ganquan from 5% to 9.5% by investing an additional amount of RMB280 million in cash and become
the second largest shareholder. Under the strategic cooperation agreement, as a shareholder of Shenhua Ganquan,
we will have the priority, as long as other conditions are identical, to be included in the transportation capacity
allocation plan of Guaquan Railway. This strategic cooperation agreement is subject to the shareholders’
approval of Shenhua Ganquan and, after obtaining such an approval, we will enter into another agreement with
Shenhua Ganquan to finalize the detailed contractual terms with respect to this project. For further details of the
above recent developments please refer to the sections headed “Our Business—Transportation—Strategic
investment in railway lines and railway logistics centres in the PRC” in this Offering Memorandum.
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SUMMARY OF THE OFFERING

Terms used in this summary and not otherwise defined shall have the meanings given to them in

“Description of the Notes.”
Isswer ................

Notes Offered ..........

Offering Price ..........
Maturity Date ..........

Interest ...............

Interest Payment Dates . . .

Ranking of the Notes

Winsway Coking Coal Holdings Limited (the “Company”).

US$500,000,000 aggregate principal amount of 8.50% Senior Notes due 2016
(the “Notes”).

100.00% of the principal amount of the Notes.
8 April 2016.

The Notes will bear interest from and including 8 April 2011 at the rate of 8.50%
per annum, payable semi-annually in arrears.

8 April and 8 October of each year, commencing 8 October 2011.
The Notes are:
 general obligations of the Company;

e senior in right of payment to any existing and future obligations of the
Company expressly subordinated in right of payment to the Notes;

e at least pari passu in right of payment with all other unsecured, unsubordinated
Indebtedness of the Company (subject to any priority rights of such
unsubordinated Indebtedness pursuant to applicable law);

» guaranteed by the Subsidiary Guarantors on a senior basis, subject to certain
limitations described in the sections headed “Risk Factors—Risks Relating to the
Subsidiary Guarantees and the Collateral” and “Description of the Notes—The
Subsidiary Guarantees;”

e effectively subordinated to the other secured obligations (if any) of the
Company and the Subsidiary Guarantors, to the extent of the value of the assets
serving as security therefore; and

e effectively subordinated to all existing and future obligations of the
Non-Guarantor Subsidiaries.

After the pledge of the Collateral by the Company and the Subsidiary Guarantor
Pledgors and subject to certain limitations described under “Risk Factors—Risks
Relating to the Subsidiary Guarantees and Collateral,” the Notes will:

* be entitled to a first priority lien on the Collateral pledged by the Company and
the Subsidiary Guarantor Pledgors (subject to any Permitted Liens);

e rank effectively senior in right of payment to unsecured obligations of the
Company with respect to the value of the Collateral pledged by the Company
securing the Notes (subject to any priority rights of such unsecured obligations
pursuant to applicable law); and
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Subsidiary Guarantees . . .

Ranking of Subsidiary

Guarantees

e rank effectively senior in right of payment to unsecured obligations of the
Subsidiary Guarantor Pledgors with respect to the value of the Collateral pledged
by each Subsidiary Guarantor Pledgor securing the Notes (subject to priority
rights of such unsecured obligations pursuant to applicable law).

Each of the Subsidiary Guarantors will, jointly and severally, guarantee the due
and punctual payment of the principal of, premium, if any, and interest on, and all
other amounts payable under, the Notes.

A Subsidiary Guarantee may be released in certain circumstances. See
“Description of the Notes—Release of the Subsidiary Guarantees.”

The initial Subsidiary Guarantors will consist of all of the Restricted Subsidiaries
other than (i) those Restricted Subsidiaries organized under the laws of the PRC
and (i) Winsway Coking Coal Macao.

Certain of the initial Subsidiary Guarantors are holding companies that do not
have significant operations or real property assets. Please refer to the section
headed “Risk Factors—Risks Related to the Subsidiary Guarantees and the
Collateral—Certain of the our initial Subsidiary Guarantors do not currently have
significant operations.”

Any future Restricted Subsidiary, as defined under “Description of the Notes—
Certain Definitions” (other than subsidiaries organized under the laws of the
PRC), will provide a guarantee of the Notes promptly upon becoming a Restricted
Subsidiary.

The Subsidiary Guarantee of each Subsidiary Guarantor:
* is a general obligation of such Subsidiary Guarantor;

e is effectively subordinated to secured obligations of such Subsidiary Guarantor,
to the extent of the value of the assets serving as security therefor;

e is senior in right of payment to all future obligations of such Subsidiary
Guarantor expressly subordinated in right of payment to such Subsidiary
Guarantee; and

e ranks at least pari passu with all other unsecured, unsubordinated Indebtedness
of such Subsidiary Guarantor (subject to any priority rights of such
unsubordinated Indebtedness pursuant to applicable law).

After the pledge of the Collateral (as described below) by the Company and the
Subsidiary Guarantor Pledgors, the Subsidiary Guarantees of each Subsidiary
Guarantor Pledgor:

» will be entitled to a first ranking security interest in the Collateral pledged by
such Subsidiary Guarantor Pledgor (subject to any permitted liens); and

» will rank effectively senior in right of payment to the unsecured obligations of
such Subsidiary Guarantor Pledgor with respect to the value of the Collateral

16




Security to be Granted . . .

Use of Proceeds .........

Optional Redemption . . ..

securing such Subsidiary Guarantee (subject to any priority right of such
unsecured obligations pursuant to applicable law).

See “Risk Factors—Risks Relating to the Subsidiary Guarantees and Collateral.”

The Company has agreed, for the benefit of the holders of the Notes, to pledge, or
cause the initial Subsidiary Guarantor Pledgors to pledge, as the case may be, the
Capital Stock of each initial Subsidiary Guarantor (collectively, the “Collateral”)
in order to secure the obligations of the Company under the Notes and the
Indenture and of such Subsidiary Guarantor Pledgor under its Subsidiary
Guarantee.

The Collateral securing the Notes and the Subsidiary Guarantees may be released
or reduced in the event of certain asset sales and certain other circumstances. In
addition, the Company and each Subsidiary Guarantor Pledgor may incur
Permitted Pari Passu Secured Indebtedness which would be secured by the
Collateral on a pari passu basis with the Notes and the Subsidiary Guarantees. See
“Description of the Notes—Security.”

We estimate that the net proceeds from this offering, after deducting the
underwriting discounts and commissions and other estimated expenses payable in
connection with this offering, will be approximately US$488.0 million.

We intend to use the net proceeds as below:

e approximately 60% of the net proceeds to finance our investments in our
subsidiaries, joint ventures and/or entities which may not be Restricted
Subsidiaries to purchase rolling stock and other transportation-related vehicles
and invest in railway-related infrastructure for the purpose of increasing our
transportation capacity;

e approximately 25% of the net proceeds to finance investments in upstream
resources through new acquisitions and/or joint venture projects (which in each
case may involve investments in entities which are not Restricted Subsidiaries)
and otherwise to secure upstream resources; and

e approximately 15% of the net proceeds for working capital and our other
general corporate purposes.

We may adjust our development plans in response to changing market conditions,
circumstances such as a failure to obtain requisite approvals, changes in
government policies and other factors and, thus, reallocate the use of the
proceeds. Pending application of the net proceeds of this offering, we intend to
invest such net proceeds in “Temporary Cash Investments” as defined under
“Description of the Notes.”

At any time on or after 8 April 2014, the Company at its option may on any one
or more occasions redeem the Notes, in whole or in part, at the redemption prices
set forth in “Description of the Notes—Optional Redemption” plus accrued and
unpaid interest, if any, to the redemption date.
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Repurchase of Notes
Upon a Change of Control
Triggering Event .......

Redemption for Taxation

Reason . ..

Covenants

At any time prior to 8 April 2014, the Company may at its option redeem the
Notes, in whole but not in part, at a redemption price equal to 100% of the
principal amount of the Notes plus the Applicable Premium (as defined herein) as
of, and accrued and unpaid interest, if any, to the redemption date.

At any time and from time to time prior to 8 April 2014, the Company may
redeem up to 35% of the aggregate principal amount of the Notes at a redemption
price of 108.5% of the principal amount of the Notes, plus accrued and unpaid
interest, if any, to (but not including) the redemption date, with the proceeds from
sales of certain kinds of its capital stock, subject to certain conditions.

Upon the occurrence of a Change of Control Triggering Event, the Company will
make an offer to repurchase all outstanding Notes at a purchase price equal to
101% of their principal amount plus accrued and unpaid interest, if any, to (but
not including) the repurchase date.

Subject to certain exceptions and as more fully described herein, the Company
may redeem the Notes, as a whole but not in part, at a redemption price equal to
100% of the principal amount thereof, together with accrued and unpaid interest,
if any, to the date fixed by the Company for redemption, if the Company or a
Subsidiary Guarantor becomes or would become obligated to pay certain
additional amounts as a result of certain changes in specified tax laws or certain
other circumstances. See ‘“Description of the Notes—Redemption for Taxation
Reasons.”

The Notes, the Indenture governing the Notes and the Subsidiary Guarantees will
limit the Company’s ability and the ability of its Restricted Subsidiaries to,
among other things:

e incur or guarantee additional indebtedness and issue disqualified or preferred
stock;

e declare dividends on its capital stock or purchase or redeem capital stock;
* make investments or other specified restricted payments;

e issue or sell capital stock of Restricted Subsidiaries;

e guarantee indebtedness of Restricted Subsidiaries;

o sell assets;

e create liens;

e enter into sale and leaseback transactions;

e enter into agreements that restrict the Restricted Subsidiaries’ ability to pay
dividends, transfer assets or make intercompany loans;
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Transfer Restrictions . ...

Form, Denomination and
Registration ...........

Book-Entry Only .......

Delivery of the Notes . . . ..

Trustee ...............

Paying Agent and Note
Registrar ..............

Collateral Agent ........

Listings ...............

Governing Law . ........

Risk Factors ...........

¢ enter into transactions with shareholders or affiliates; and
« effect a consolidation or merger.

These covenants are subject to a number of important qualifications and
exceptions described in “Description of the Notes—Certain Covenants.”

The Notes will not be registered under the Securities Act or under any state
securities laws of the United States and will be subject to customary restrictions
on transfer and resale. See “Transfer Restrictions.”

The Notes will be issued only in fully registered form, without coupons, in
minimum denominations of US$200,000 of principal amount and integral
multiples of US$1,000 in excess thereof and will be initially represented by one
or more global notes registered in the name of a nominee of The Depository Trust
Company.

The Notes will be issued in book-entry form through the facilities of The
Depository Trust Company for the accounts of its participants, including
Euroclear and Clearstream, Luxembourg. For a description of certain factors
relating to clearance and settlement, see “Description of the Notes—Book-Entry;
Delivery and Form.”

The Company expects to make delivery of the Notes, against payment in
same-day funds on or about 8§ April 2011 which the Company expects will be the
business day following the date of this offering memorandum referred to as
“T+5.” You should note that initial trading of the Notes may be affected by the
T+5 settlement. See “Plan of Distribution.”

Deutsche Bank Trust Company Americas

Deutsche Bank Trust Company Americas
Deutsche Bank Trust Company Americas

Approval in-principle has been received from the SGX-ST for the listing and
quotation of the Notes on the Official List of the SGX-ST. Admission of the
Notes to the Official List of the SGX-ST and quotation of the Notes on the SGX-
ST are not to be taken as an indication of the merits of the Company, its
respective subsidiaries or associated companies or the Notes.

The Notes and the Indenture will be governed by and will be construed in
accordance with the laws of the State of New York. The relevant pledge
documents will be governed under the laws of the jurisdiction in which the
relevant Subsidiary Guarantor is incorporated.

For a discussion of certain factors that should be considered in evaluating an
investment in the Notes, see “Risk Factors.”

19




SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial data (other than US dollar amounts, which are provided for
convenience only) as of and for the years ended 31 December 2008, 2009 and 2010 has been derived from our
consolidated financial statements that have been audited by KPMG.

Selected Consolidated Income Statement Information

Year ended 31 December
2008 2009 2010 2010
HKD 000 HKD’000 HKD’000 USD ’000

Continuing operations

TUrnoOver . .......... ..ttt ittt 1,113,858 5,283,216 9,271,665 1,191,578
Costofsales .............. ittt (619,786) (4,322,158) (7,154,115) (919,434)
Gross profit . ... ..ottt 494,072 961,058 2,117,550 272,144
OtherreVeNUE . .o v v ittt sttt e ettt e e et e e ens 6,913 8,902 25,972 3,338
Distributing costs .. ...ttt (122,825) (268,945) (471,487)  (60,595)
Administrative @Xpenses . . . .. vvvvv v it (69,817)  (103,974) (358,533) (46,078)
Other operating exXpenses, Nt . . ... .....evuueennennn.. (11,224) (730) (11,166) (1,435)
Profit from operating activities ..................... 297,119 596,311 1,302,336 167,374
Finance InCoOme . . . .o v i ittt ettt 5,023 7,041 65,825 8,460
Finance costs . .....oviii ittt ettt (3,734) (42,034)  (179,928)  (23,124)
Net finance income/(COStS) ... v v ittt it i 1,289 (34,993) (114,103) (14,664)
Share of losses of jointly controlled entity ............... - - (8,080) (1,039)
Profit before taxation ............................. 298,408 561,318 1,180,153 151,671
Income taxX . ..ottt i e e 11,927 (70,367)  (251,390)  (32,308)
Profit from continuing operations ................... 310,335 490,951 928,763 119,363
Profit attributable to:

Equity shareholders of our Company . .................. 274,228 515,255 928,826 119,371
Non-controlling interests . . . .. ... v v i (1,048) - (63) (8)
Profit for theyear: ............... ... ... ... .... 273,180 515,255 928,763 119,363
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Selected Consolidated Statement of Financial Position Information

As at 31 December
2008 2009 2010 2010
HKD °000 HKD 000 HKD’000 USD ’000
ASSETS

CUITENE ASSELS + v v v v vt et ettt et e ettt ae e ee e ane e 1,173,872 3,950,515 7,661,921 984,696
NON-CUITENE ASSELS .+ v v v v v v ettt et ettt ie e ee e eneeneenns 424,210 547,797 1,461,099 187,778
Total assets . ........iiiiii e 1,598,082 4,498,312 9,123,020 1,172,474

LIABILITIES
Current Habilities . . o v vt i o it ettt 989,490 3,354,203 2,418,185 310,781
Non-current liabilities . ................. i uiiieeeo.. 2,148 - 159,966 20,559
Total liabilities . . ........... ... ... ... 991,638 3,354,203 2,578,151 331,340
Totalequity ........... .ot 606,444 1,144,109 6,544,869 841,134
Total liabilities and equity ... ........................ 1,598,082 4,498,312 9,123,020 1,172,474

Selected Cash Flow information

For the year ended 31 December

2008 2009 2010 2010

HKD ’000 HKD ’000 HKD ’000 USD ’000

Net Cash generated from/(used in) operating activities ......... 141,870 (352,623) 47,392 6,091
Net Cash used in investing activities . ...................... (585,425) (647,260) (1,056,369) (165,763)
Net Cash generated from financing activities .. ............... 511,495 1,164,500 3,568,917 458,671

Unaudited Other Financial Data

For the year ended 31 December

2008 2009 2010 2010

HKD HKD HKD USD

(in thousands, except for percentages and ratios)

EBIT DA e 287,674 682,678 1,352,861 173,867
EBITDA margin® .. ....... ..t 25.8% 12.9% 14.6%
Total debt/EBITDA® ... . .. et 2.4x 2.3x 0.8x
EBITDA/Gross interest expense® . ... .......oueeinunennnnn 11.0x 13.6x 7.5x

(1 EBITDA for any period consists of profit for the year before net finance costs, amortization of intangible assets, amortization of lease prepayments,
income tax expense and depreciation. We have included EBITDA data because such data is commonly used by investors to measure a company's
ability to service debt. EBITDA is not, and should not be used as, an indicator or alternative to profit from operating activities, profit for the year or
cash flow as reflected in our consolidated financial statements, is not intended to represent funds available for debt service, dividends or other
discretionary uses, is not a measure of financial performance under IFRSs and should not be considered in isolation or as a substitute for measures of
performance prepared in accordance with IFRSs. Investors should not compare our EBITDA to EBITDA presented by other companies because not all
companies use the same definition. Investors should also note that the EBITDA as presented herein is calculated differently from Consolidated
EBITDA as defined and used in the Indenture governing the Notes. See “Description of the Notes—Definitions” for a description of the manner in
which Consolidated EBITDA is defined for purposes of the Indenture governing the Notes.

@ EBITDA margin is calculated by dividing EBITDA by turnover.

) Total debt consists of secured bank and other loans (both current and non-current).

@ Gross interest expense is calculated using the finance costs amounts in consolidated income statement. Finance costs in 2010 included interest
expense of HKD100.6 million resulting from the accounting treatment of the interest on liability component of Convertible Bonds and Preference
Shares. As at 31 December 2010, all the holders of the Convertible Bonds and Preference Shares had exercised their respective conversion right under
the Convertible Bonds or Preference Shares and the conversion took place on 24 September 2010.
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RISK FACTORS

An investment in the Notes is subject to significant risks. You should carefully consider all of the
information in this Offering Memorandum and, in particular, the risks described below before deciding to invest
in the Notes. The following describes some of the significant risks that could affect us and the value of the Notes.
Additionally, some risks may be unknown to us and other risks, currently believed to be immaterial, could turn
out to be material. All of these could materially and adversely affect our business, financial condition, results of
operations and prospects. The market price of the Notes could decline due to any of these risks and you may lose
all or part of your investment. This Offering Memorandum also contains forward-looking statements that involve
risks and uncertainties including those described under “Forward-Looking Statements” elsewhere in this
Offering Memorandum. Our actual results could differ materially from those anticipated in these forward-
looking statements as a result of certain factors, including the risks faced by us described below and elsewhere in
this Offering Memorandum.

Risks related to our business and our industry

We are experiencing a period of rapid growth and may not be able to replicate such growth or manage our
growth effectively

We have grown rapidly over the past few years and intend to further expand our operation and
infrastructure in the future. Our logistics parks at Gants Mod and Ceke have only been in operation for less than
three years and our newly constructed logistics park at Erlianhaote is currently in the start-up stage. Our design
capacity at our Urad Zhongqi coal processing plant increased from 1.0 mtpa to 2.0 mtpa in the third quarter of
2008, and to 6.0 mtpa in the fourth quarter of 2010. In addition to our coal processing plants in Urad Zhongqi and
Ceke, we have also recently built or are building coal processing plants at Jining, Bayuquan port and Longkou
port and are currently expanding the coal processing plant at Urad Zhongqi. It is also our plan to invest in and
construct docking facilities at Longkou port as well as coal processing plants at Yangkou port. We have built or
are building railway logistics centres at Jining, Ceke and Erlianhaote and we plan to jointly develop and operate
railway logistics centres at Gants Mod, Urad Zhongqi and potentially Mandula and Zhu’engadabugqi, with
Hohhot Railway Bureau. We also plan to replicate our Mongolia business model in respect of our procurement of
Russian coal by developing and operating logistics parks, construct and operate railway logistics centres, and
construct coal processing plants at the Sino-Russian border crossings. We have agreed to cooperate with Harbin
Railway Bureau to jointly develop and operate a logistics park at the Manzhouli Sino-Russian border crossing.
We also plan to build a logistics park at the Suifenhe and Hunchun Sino-Russian border crossings.

There are various risks associated with the development and construction of these projects. For example,
each of these projects is subject to the approvals of various governmental departments in the PRC, and there is no
assurance that we will be able to obtain all necessary approvals expediently or be allowed to implement our
projects in accordance with our plans. Further, our rapid development in the past few years has created a strong
demand for new capital in order to finance our projects and we expect we will continue to require substantial
initial capital outlay in order to implement the above projects in accordance to our plan. There can be no
assurance that we will be able to secure sufficient financing to fund these projects, given that these projects may
require a higher capital outlay than that expected by us and that, if sufficient financing is available, we are able to
efficiently deploy our capital to meet the investment schedule or in accordance with the actual requirements of
these projects. In addition, there can be no assurance that our management team possesses the required technical
and operational expertise required for the development and operation of these projects, and there can be no
assurance that we will be able to attract and retain sufficient experienced technical personnel to implement and
manage these projects. Please also refer to the section headed “Risk Factors—Risks Related to Our Business and
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Our Industry—We are exposed to certain risks in respect of the development and construction of new logistics
parks, railway logistics centres and coal processing plants and expansion of our seaborne coal operations to
certain seaports” in this Offering Memorandum.

To accommodate our planned growth, we anticipate that we will need to implement a variety of new and
upgraded operational and financial systems, procedures and controls, including the improvement of our
accounting and other internal management systems, all of which require substantial management effort, human
resources, expertise and significant additional expenditures. As we have a limited history operating on such a
large scale, we may not have sufficient experience and expertise to address the risks frequently encountered by
companies that attempt to realize a large increase in capacity in a short time, including our potential failures to:

* effectively manage large scale production;

* manage the logistics, utility and supply needs of our expanded operations;
e maintain adequate control over our expenses; or

e attract, train, motivate and retain qualified personnel.

We cannot assure you that we will be able to manage our growth effectively, and failure to do so may
have an adverse effect on our business, prospects, financial condition and results of operations.

The supply of coal from Mongolia to China may be limited by the availability and stability of
transportation services and border-crossing handling capacity at Sino-Mongolian border crossings. Our
future growth may accordingly be adversely affected

Currently all our Mongolian coal is transported into China through the two border crossings at Sino-
Mongolian border, namely the Gants Mod and Ceke border crossings. Currently all our major Mongolia-based
suppliers’ mines are only connected to Sino-Mongolian borders by unpaved gravel roads. Further, we and our
Mongolia-based suppliers primarily rely on an Independent Third Party, Moveday, for transportation of a
significant portion of coal purchased by us from our suppliers’ mine to our logistics parks at Gants Mod and
Ceke border crossings. Although we have not experienced any major disruption to the transportation service in
Mongolia in the past, there can be no assurance that inadequate or disruptions to the transportation service, which
may be caused by severe weather conditions, changes to political and legal environment in Mongolia or
impairment to the available infrastructure, as well as any major disruption to business and operations of
Moveday, will not occur in the future. In particular as Moveday is an Independent Third Party, there is no
assurance that we will be able to continue to procure services from Moveday which are sufficient to meet our
future needs and that we will be able to find a satisfactory replacement of Moveday and, if so, in a timely manner
if it is unable or unwilling to meet our needs. Any shortage or disruption to the transportation service is likely to
affect the volume and stability of supply from Mongolia. At these Sino-Mongolian border crossings, a bottleneck
in the transportation and import of coal may arise if the border-crossing handling capacity at these Sino-
Mongolian border crossings is not sufficient to support an increase in the amount of coal transportation and
import. Potential customers are likely to factor in any delays and the costs and availability of transportation in
determining whether they are willing to purchase coal from us and the price they are prepared to pay.

Our operations are also highly dependant on the throughput volume of the Sino-Mongolian border
crossings. Although there have been improvements to the clearance infrastructure to increase the throughput
capacity and efficiency at the Gants Mod and Ceke border crossings in 2010, there can be no assurance that there
will be further improvements made to the infrastructure at the Gants Mod and Ceke border crossings, and there
can be no assurance any the improvement will achieve its intended results in increasing throughput capacity and
efficiency at these border crossings. There can be no assurance that the PRC and Mongolian governments will
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continue to support the further development and expansion of border-crossing handling capacity at these border
crossings, and if such support is not forthcoming, there may not be any future increase in throughput volume and
capacity. There can also be no assurance that our coal will be handled by the respective customs authorities in
priority over other coal or freight being transported by third parties including our competitors. The opening hours
of the Gants Mod and Ceke border crossings also affect our ability to increase the volume and rate of our coal
shipment. In addition, there can be no assurance that the customs authorities at the border crossings can handle
the throughput in an efficient manner throughout the year due to various factors that are beyond our control. As a
result, we may experience difficulty in moving our coal shipments across the Sino-Mongolian borders efficiently,
which could affect our sales volume and reduce our profitability. If the capacity of transportation infrastructure
and infrastructure at border crossings does not increase, our future growth may be adversely affected.

We utilize the PRC national railway to transport our coal products to our coal processing plants and
customers, any major disruption of which may adversely affect our business and results of operations. We
have limited ability to secure sufficient capacity on national railway to transport our coal products to
target markets

We utilize the PRC national railway system to deliver our coal products to our customers. Due to the
limited railway transportation capacity available and the great demand for such capacity, the allocation of
transportation capacity is subject to a number of factors including market conditions, government policy and
regulatory decisions. Accordingly, there is no assurance that our transportation requirements can be fully
satisfied in the future, nor is there assurance that we will not experience any material delay in the transportation
of our coal as a result of insufficient railway transport capacity. After raw coking coal is processed at our coal
processing plants, we will still rely primarily on the national railway system to transport our products from those
locations to our customers. There can also be no assurance that the local railway system will be able to secure
sufficient railway transportation capacity to transport the processed coking coal products we produce. It cannot
be assured that the railway transportation capacity connecting to major steel production regions will improve. In
addition, in the PRC, railway infrastructure and capacity have in the past been affected by extreme weather
conditions, earthquakes, delays caused by major rail accidents, the diversion of rolling stock needed to deliver
emergency food relief and seasonal congestion during public holidays. There can be no assurance that these
problems will not recur or that new problems will not occur. Under any of these circumstances, our customers
may not be able to take delivery of our coal, which may lead to delays in payment, or refusal to pay, for our coal
and, as a result, our business and results of operations could be adversely affected.

In addition, any significant increase in transportation costs would add to our overall cost base, which
may in turn have an adverse effect on our business and results of operations.

Our strategy to obtain more transportation capacity by investing in business owning rolling stock and
railway may not be successful

As part of our strategy, we are seeking to secure additional transportation capacity within China’s
national railway system. We invested in Huayuan Logistics with Hohhot Railway Bureau and other parties to
engage in the business of coal and mineral products transportation logistics in January 2011 and we hold a 9%
equity interest in Huayuan Logistics. Further, we plan to use approximately 60% of the net proceeds of the
offering to invest in businesses owning railway and/or rolling stock by acquiring equity interest or forming joint
ventures with companies in China.

According to the capital contribution agreement entered into by, among others, Inner Mongolia Haotong
and Mongolia Hutie Investment dated 8 January 2011, with regard to the establishment of Huayuan Logistics,
Huayuan Logistics will purchase more than 3,000 rail cars for the transportation of coal and mineral products
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inside and outside Inner Mongolia. We anticipate that by acquiring interest in Huayuan Logistics, our quota of
railway transportation will increase. However, there are factors which may affect the business of Huayuan
Logistics. Among others, Huayuan Logistics was recently established and it is not certain whether the expected
procurement and the operation will run smoothly and when it can achieve the planned operational result within
the timeframe expected by the investors. Further, although we are the second largest shareholder holding a 9%
equity interest in Huayuan Logistics, we do not have the full management control in Huayuan Logistics.
Therefore, there is no assurance that we will be allocated the quota of railway transportation we anticipated when
we decided to make the investment. Similarly, if we make investment in other rolling stock companies on a
non-controlling basis with the intention of increasing our transportation capacity, we may not be able to obtain
the transportation quota as expected. In such cases, we may not be able to recover our investment amount or
achieve the expected investment results and accordingly affect our long-term plan of increasing the transportation
capacity.

Our strategy to invest in rail cars through our joint ventures also faces several risks. Approval from the
Ministry of Railways is required before such railway joint ventures can engage in railway transportation business
with self-owned rolling stock. Such approvals may not be obtained or may be obtained for only a portion of the
rail cars we plan to purchase. In such event, the limitation on our ability to transport increased quantities of coal
by rail due to the lack of rail cars may adversely affect our plans to increase our volumes of coal supplied to our
customers or reduce our profit margin if we need to enter into contract with third parties for rail cars or other
transportation vehicles. In addition, because we plan to use a significant portion of the proceeds of the offering of
the Notes to purchase rolling stock, if we do not received the approval to do so, we may not be able to use the
proceeds in a timely manner or at all, which could adversely effect our financial results if the proceeds are
invested in instruments with a lower yield than our interest payments on the Notes.

The ownership and use of rail cars in the PRC is subject to regulations published by the Ministry of
Railways. Such regulations are complex and cover a broad area. In addition, it is possible that such regulations
and/or the government’s policy toward private ownership of rail cars may be amended or different in the future.
Please refer to the section headed “Regulations—Transportation and logistics in the PRC—Transportation by
self-owned rail cars” in this Offering Memorandum for further information. As we do not have experience in
complying with such regulations, we may not have the ability to do so. In addition, in complying with such
regulations, we will be heavily dependent on the Hohhot Railway Bureau, our partner in such railway joint
ventures, which may have interests that are not aligned with ours. In addition, we do not have experience in
owning rolling stock and may lack the experience and skills to adequately manage a rail cars fleet in an efficient
and profitable manner.

We may not be able to receive the desired financial return from the rail cars fleet that we purchase. Our
ability to achieve such desired financial results may be adversely effected by new government levies, taxes or
fees on rail cars or its use, competition from other owners of rail cars or alternative means of transportation, our
inability to obtain coal in sufficient quantities to fully use the amount of rail cars purchased, lack of increases in
demand from our customers or our ability to obtain new customers or other circumstances or events not yet
contemplated.

We may not be able to obtain the transportation capacity as we expected when we make investment in
rolling stock and railways

It is our strategy to cooperate with railway authorities in the PRC and to invest in rolling stock and
railway companies for the purpose of increasing our transportation capacity. The railway companies and
authorities in the PRC usually allocate their transportation quota of specific railways annually or on a regular
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term. We expect, by cooperating with railway authorities, participating in railway projects and investing in and
holding equity interest in railway and/or rolling stock companies, we will have the priority over other entities,
which do not have the same cooperation relationships with the relevant railway authorities or do not have any or
have less equity interest in those railway and/or rolling stock companies, to be included in those authorities’ and
companies’ railway transportation allocation plans and to obtain certain amount of transportation quota each
year.

However, the railway authorities and railway companies are not contractually bound to provide us a
fixed amount or percentage of their transportation quota in the relevant joint ventures or cooperation agreements.
Therefore, it is possible that we will not obtain the additional amount of transportation capacity as we expected
when we invest or enter into the joint venture or cooperation agreements. In addition, our “registered status”
allows us to submit our transportations requirements and needs to the Hohhot Railway Bureau for its
consideration, but it is not guaranteed that we will be included in its transportation capacity allocation plan or
obtain the full amount of the transportation quota which we apply for. If we do not obtain the additional
transportation capacity as we anticipated, we might not be able to achieve the expected investment results and
accordingly affect our long-term plan of increasing our transportation capacity.

We may make significant investments in Unrestricted Subsidiaries or minority interests

We may make significant investments in joint ventures or other entities that may be Unrestricted
Subsidiaries or entities in which we will have a minority interest. These investments may involve joint ventures
or other entities engaged in coal mining or owning railway, rolling stock or railway related infrastructure. We
may use a portion of the proceeds of the offering to make these types of investments.

Although the Indenture governing the Notes restricts us and our Restricted Subsidiaries from making
investments in Unrestricted Subsidiaries or minority interests, these restrictions are subject to important
exceptions and qualifications. For a more detailed description of the exceptions, see the covenant entitled
“Limitation on Restricted Payments” and the definition of “Permitted Investments” in “Description of the
Notes”.

We cannot assure you that such joint ventures or minority investments will contribute to the income or
cash flow of our Group and it may suffer partial or complete loss with respect to such investments.

We may have difficulty managing our acquisitions or joint venture in upstream resources.

As part of our strategy to secure a stable supply of coal, we plan to acquire upstream resources. In 2010
we acquired a 50% interest in the Peabody-Winsway JV to participate in the coal exploration and mining
business in Mongolia. Further, we intend to use approximately 25% of the net proceeds of the Offering to fund
additional acquisitions and joint venture projects in upstream resources which may be investments in entities
which may not be Restricted Subsidiaries in other locations.

We have a limited history of operating upstream resources and there is no assurance that we will be able
successfully to operate or control these upstream resources, on our own or through Peabody Winsway JV or other
entities which we may acquire in the future. We also have a limited history of operating in the jurisdictions where
the entities in which we may acquire or invest in the upstream resources that are located or incorporated and
therefore we may be exposed to certain risks relating to our ability to successfully operate in those new
jurisdictions, including our lack of experience of dealing with relevant authorities to obtain approvals for our
operation or planned projects or of dealing with financial institutions to obtain credit facilities in these
jurisdictions to fund our operation. As such, our joint venture partners or other shareholders in the acquired or
joint venture entities may have majority and/or control positions in such entities and, therefore, we may need to
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rely on such partners or other shareholders to operate the business. In addition, due to regulatory restrictions or
requirements in different jurisdictions, we may not be able to manage or control the acquired entities which have
the upstream resources. Furthermore, our acquisition or joint venture plans may place a significant strain on our
managerial, administrative, operational, and financial resources. In order to manage our expansion of upstream
resources, our operational systems may need to be expanded and adjusted and we may need to hire additional
professional staff to meet the additional needs of our expanded scope of operations and investments. There is no
assurance that our future operating systems and professional team can meet the demands of our operations and
investments. Moreover, it is not guaranteed that the operation of the entities which we may acquire or invest in
the upstream sector will be successful and we will be able to recover the amount we invested through the return
which we expect to receive. In the event that our operating systems and professional team fail to meet the
demands of our operations or we are not able to fully recover our investment, our business and our financial
conditions may be materially adversely affected.

We may have difficulty managing our operations if we expand our product base to iron ore.

As part of our strategy to explore new markets, we plan to explore expanding our product base to iron
ore, especially given our steel maker customer base. We have a limited history of dealing with iron ore and there
is no assurance that we will be able to successfully market iron ore. We also have a limited knowledge of the iron
ore market, therefore we may be exposed to certain risks relating to our ability to successfully operate in a new
market, including our lack of experience in acquiring and handling iron ore and of dealing with relevant
authorities to obtain approvals for our operation. Furthermore, our expansion of our product base to iron ore may
place a significant strain on our managerial, administrative, operational, and financial resources. In order to
manage our expansion into iron ore, our operational systems and logistics infrastructure may need to be
expanded and adjusted and we may need to hire additional professional staff to meet the additional needs of our
expanded scope of operations. There is no assurance that our future operating systems and logistics infrastructure
and professional team can meet the demands of our operations. Moreover, it is not guaranteed that the investment
into operational systems and logistics infrastructure will be successful and we will be able to recover the amount
we invested through the return which we expect to receive. In the event that our operating systems, logistics
infrastructure and professional team fail to meet the demands of our operations or we are not able to fully recover
our investment, our business and our financial conditions may be materially adversely affected.

We may not be able to recover all or part of our loan to Moveday or our advance payments to certain
Mongolian suppliers or receive the coal supply corresponding to such advance payments

We have provided a loan to Moveday to purchase additional vehicles to handle the increasing volume of
coal procured by us in Mongolia. The loan is for an amount of US$40 million and is required to be used by
Moveday solely for the purpose of purchasing vehicles for transporting coal purchased by us in Mongolia. The
loan is made at an interest rate of LIBOR plus 3% and is repayable in five years in equal installments of US$8
million, commencing from 18 months after the receipt of the loan by Moveday. As at 31 December 2010, the
entire amount of the loan had been drawn down. Please refer to the section headed “Business—Transportation—
Transportation in Mongolia” in this Offering Memorandum for more details. The loan was made by us in order to
assist Moveday in handling the increasing volume of coal procured by us in Mongolia. As Moveday is an
Independent Third Party and the loan to Moveday is an unsecured loan, we do not have an interest in or control
over the cash flows or other assets of Moveday other than in accordance with the terms of the loan agreement (as
amended).

We may make advance payments to certain of our suppliers to secure additional supply from them. Any
such advance payments made by us may be to assist these suppliers in funding their continued development and
expansion of their exploration and mining projects.
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There is, however, no assurance that our all or part of our loan to Moveday and any advance payment to
suppliers that we may make will be recovered, through exercise of our right to offset or otherwise, and if so, in
accordance with the schedule of repayment as agreed. As a result of major disruption to the business or
operations of Moveday or any such suppliers or other unforeseen changes, it is possible that Moveday and any of
these suppliers may not be able to repay all or part of our loan or advance payment, or deliver coal against the
advance payment, as applicable. Further, we have not obtained any collateral over the loan and in the event
Moveday is unable to repay our loan, our financial condition may be adversely affected. In addition, the
expansion or development of these suppliers’ projects may not succeed or their production amount may not be
increased. If these supplier’s projects fail to reach the expected result, these suppliers may have difficulty of
supplying us with the contracted amount of coal to us.

Shortage or suspension of coking coal supply from our Mongolia-based suppliers could result in an
adverse impact on our business operation, results of operations and our return on investment in the
infrastructure at border crossings, railway network and coal processing plants

We have enjoyed supply relationships with four Mongolia-based mining companies, which have
allowed us to secure a stable supply of Mongolian coal to meet the increasing demands for our products during
the period comprising the three years ended 31 December 2010. We anticipate that we will continue our supply
relationship with our Mongolia-based suppliers in order to be able to obtain a stable and constant supply of
coking coal. Supply contracts between these Mongolia-based suppliers and ourselves are entered into on a
quarterly or yearly basis and we may enter into discussions with our suppliers to discuss any adjustment to the
purchase price based on prevailing market conditions on a quarterly basis. We have long-term strategic
cooperation agreements in place with three of our four Mongolia-based suppliers. Although we have not
experienced any major dispute, interruption, delay or shortage in supply from our suppliers in Mongolia in the
past, there is, however, no assurance that we will be able to agree with our suppliers the terms of our annual or
quarterly supply agreements or that we will not encounter any form of disputes, interruption, delay or shortage in
supply from our suppliers in Mongolia in the future. If this happens, we may need to source our coking coal
supply from other suppliers including those from Australia, the US, Canada and Russia. We may not be able to
secure sufficient supply from other existing and new suppliers and if so, at the same price or volume. As such,
any interruption, delay or shortage of coal supplies which we encounter from our Mongolia-based suppliers may
have an adverse impact on our business operation or results of operations.

In addition, to increase our capacity to handle the expected increasing supply of Mongolian coal to
China, we have made a series of investments in the infrastructure at border crossings, railway networks and coal
processing plants. Investment return on such infrastructure depends on our ability to obtain stable and sufficient
quantities of coal from our suppliers in Mongolia. If we cannot secure sufficient supply volumes from our
Mongolia-based suppliers, our return on investment in the infrastructure at border crossings, railway networks
and coal processing plants may be adversely affected and our investment may not be justified at all.

We rely on a number of third-party transportation companies to transport coal to our coal processing
plants and customers in China. Any major disruption of their business may adversely affect our business
and results of operations

In addition to the railway transportation, we also rely on a number of third-party transportation
companies to transport coal from our suppliers’ mines to our logistics parks at the border crossings or to China’s
sea ports and to our coal processing plants and customers within China. Although we have not experienced any
major disruption in respect of the transportation services provided to us, there can be no assurance that sufficient
transportation services will remain available to us. Any major disruption of their business and operation may
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adversely affect our business and results of operations and if we cannot replace them with alternative transport
capacity, our business and results of operations may be adversely affected.

There are a number of risks associated with our dependence on a limited number of customers

Most of our products are sold to steel makers and coke plants in the PRC. For the years ended
31 December 2008, 2009 and 2010, our sales to our five largest customers accounted for 91.1%, 33.0% and
33.9%, respectively, of our total sales. For the years ended 31 December 2008, 2009 and 2010, our sales to our
single largest customer accounted for 56.7%, 9.7% and 13.1%, respectively, of our total sales.

We anticipate that we will continue to rely on the business activities of our major customers,
particularly those in the steel manufacturing industry. Our business, results of operations and financial position
may be adversely affected by any economic or market downturn suffered by the PRC steel industry.

We have established long-term business relationships with Baosteel in Shanghai, Wuhan Iron and Steel,
Jiujiang Qian’an Coke and Tangshan Jiahua. However, as with the industry practice, our customers have not
agreed to any long-term purchase commitment at the outset. In addition, our sales contracts generally have yearly
or quarterly terms, which specify the quantities and timing of purchases planned over the following year or
quarter. Prices with respect to purchases made under letters of intent are generally determined near to the time of
sale.

We cannot assure you that any of our customers will continue to place orders with us in the future, or if
so at the same level or at the same price, as in previous periods. In particular, if we lose any of our major
customers, we cannot assure you that we will be able to attract any new customer with the same scale or
requirements or that any of our remaining customers will increase their demand to offset such shortfall on an
expedited basis. As a result, our results of operations may fluctuate significantly in the future. Our profitability,
working capital position and financial condition could also be adversely affected.

Our results of operations are vulnerable to any significant downturn in the PRC steel industry

Our business and prospects are heavily dependent on the demand for coking coal by steel makers and
coke plants in China and especially in Hebei province and Inner Mongolia. For the years ended 31 December
2008, 2009 and 2010 sales to our top five customers accounted for 91.1%, 33.0% and 33.9%, respectively, of our
total sales and all of these top five customers are steel makers or coke plants in China.

Our growth during the three years ended 31 December 2010 was to a certain extent fueled by the growth
of the PRC steel industry in recent years. However, there can be no assurance that this growing demand will
continue for our coking coal products from steel manufacturers in Hebei province and Inner Mongolia or other
parts of China. Any significant downturn in the steel industry in China including performance of major steel
manufacturers in Hebei province and Inner Mongolia could adversely affect our business, results of operations
and financial condition.

Our results of operations may be affected by a number of factors beyond our control, including the
average selling prices, fluctuations in raw material prices and sales volumes of our processed and raw
coking coal products

Our future results of operations may be significantly affected by a number of factors beyond our control,
including the average selling prices, fluctuations in raw material prices and sales volumes of our processed
coking coal, which will be further affected by factors including, but not limited to, coal and coal-related product
market conditions, steel market conditions, transportation costs and our ability to maintain safe operations and
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expand the scale of our operations. See also the section headed “Risk Factors—Risks related to our business and
our industry—We utilize the PRC national railway to transport our coal products to our coal processing plants
and customers, any major disruption of which may adversely affect our business and results of operations. We
have limited ability to secure sufficient capacity on the national railway network to transport our coal products to
target markets” in this Offering Memorandum.

Our operating results may be negatively affected by fluctuations in the price of raw coking coal. We are
subject to short-term coal price volatility and may have to purchase raw coking coal at prices higher than we
expect. We may not always be able to pass the cost increase of raw coal on to customers and we may not be able
to do so in the future either. This may adversely affect our gross margins and profitability. If we fail to agree on a
price with any customer under our purchase agreements, consistent with the market practices in China, customers
may terminate the contract or refuse to buy all of the quantities contracted for. Further, sales prices of our coal to
our customers are subject to quarterly adjustment after taking into account the prevailing market rate of coking
coal in the PRC market, which typically correlate with the prevailing contracted coking coal price between major
coking coal producers in Shanxi Province and large steel makers in China. The purchase price of the coal
supplied by our Mongolia-based suppliers is primarily set annually or quarterly based on the prevailing market
price. There can be no assurance that we will be able to perfectly match our sales prices with our purchase prices
during a particular time period, and such mismatch, to the extent exists, may affect our profit margin and
business operation adversely.

Our business and results of operations are susceptible to the cyclical nature of coal markets and are
vulnerable to fluctuations in prices for coal products. We expect to derive substantially all of our turnover and
cash flow from the sale of coking coal. Therefore, our ability to raise additional financing and maintain ongoing
operations and our financial condition and results of operations will be directly related to the demand for, and
price of, coking coal products. Coking coal demand and price are determined by numerous factors beyond our
control, including the international demand for steel and steel products, the availability of coking coal supplies,
international exchange rates, political and economic conditions in Mongolia, the PRC and elsewhere in the
world, weather conditions, and production costs in major coal producing regions. The PRC and international
coking coal markets are cyclical and have in the past exhibited significant fluctuations in supply, demand and
prices from year to year. There has been significant price volatility on the coking coal spot market. In addition,
our dependence on the PRC markets may result in instability in our operations due to political and economic
factors in the PRC beyond our control which could affect domestic demand. The combined effects of any or all
of these factors on coal prices or volumes are impossible for us to predict. If realized coal prices fall below the
full cost of production of any of our future operations and remain at such a level for any sustained period, we
could experience losses which could have a material and adverse effect on our financial condition. In addition,
there can be no assurance that global and domestic coking coal prices will remain steady or move in tandem, and
any fluctuation may affect the profitability, and in extreme cases, the feasibility of our business.

We generate a part of our turnover from seaborne coal trade. Fluctuation in international coking coal
price or freight cost may potentially cause our seaborne coal business to be unprofitable

Other than Mongolian coal, we also source coal from other countries such as Australia, the US, Canada
and Russia to supply to our customers. For the year ended 31 December 2009 and 2010, 60.9% and 44.8% of our
turnover was derived from the sale of seaborne coal. We anticipate that we will continue to derive a portion of
our turnover from seaborne coal business.

However, seaborne coal markets are cyclical and have in the past exhibited significant fluctuations in
supply, demand and prices from year to year. Any increase in worldwide demand for seaborne coking coal, in
whole or in part, may lead to an increase in the prices we will pay for the seaborne coal. Although China has

30



continued to import Australian hard coking coal, there is no assurance that the coal price in China will remain at
its current level or China will continue to import seaborne coal despite the relatively high price. Any decrease in
the coal price in China may affect the profitability of our seaborne coal business. Freight charges form a
significant component of the cost of seaborne coal. There is no assurance that freight charges will remain at its
current level. Our seaborne coal business may be unprofitable if the price for the seaborne coal we buy is and
remains higher than the price for which we sell to our PRC customers or if the freight cost for the transportation
of seaborne coal to us increases significantly.

In addition, in light of changing regulations and market conditions in countries from which we source
our seaborne coal, the supply of seaborne coal is determined by factors beyond our control and in the event that
our suppliers are not able to supply us with the amount and quality of coking coal that we request for or that we
encounter any form of disputes, interruption, delay or shortage in supply from our seaborne suppliers in the
future including failure to renew our supply contracts, we may not be able to secure sufficient supply from other
existing and new suppliers.

We need to maintain a number of licenses and permits required by relevant laws and regulations, and if
we are not able to remain in compliance with all such laws and regulations, such licenses and permits may
be revoked

Our business operations are subject to a number of licenses and permits required under relevant laws
and regulations of the PRC. For example, we are required to obtain a coal operation certificate for coal trading in
China. Details of the relevant PRC regulations are set out in “Regulations” in this Offering Memorandum. We
may not be able to continue to comply with such laws and regulations due to factors that are beyond our control,
and under those circumstances, our licenses and permits may be revoked and we may be subject to penalty. Our
operational income derived under such licenses or permits may also be forfeited. To the extent that these laws,
regulations and legal requirements are evolving, additional licenses and permits may be required or we may be
required to adjust our activities in order to comply with such regulations and in doing so, may incur substantial
costs. Our failure to comply with applicable laws and regulations could subject us to administrative liabilities,
including fines, injunctions, recalls or seizures, as well as potential criminal sanctions, which could have a
material and adverse effect on our business, operations and finances.

Under applicable PRC laws and regulations, only large state-owned coal enterprises or state-controlled
coal enterprises can be licensed to export coal from China. If we wish to export coal from China in the future, we
will be required to comply with applicable laws and regulations in respect of export of coal from China and
conduct such export business through these enterprises. There can be no assurance that we will be able to secure
sufficient export quota through these enterprises.

In addition, the laws and regulations promulgated by the PRC central government may be principle-
based only and therefore involve significant vagueness. It is therefore possible that local authorities, including
those in Inner Mongolia, may interpret the licenses and permits required under the relevant laws and regulations
differently from the central government authorities, which could lead to substantial uncertainties regarding our
operations and activities in Inner Mongolia.

We have not obtained the relevant regulatory permits for the operation of certain facilities and processing
plants and are applying for the land use rights and construction permits for some of our new projects in
China

We have not obtained permits and approvals in respect of construction and use of certain buildings and
facilities at our coal processing plants, logistics parks and other facilities. Our Ceke coal processing plant has
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commenced operation notwithstanding that fact that we have not passed certain regulatory inspections with
respect to completion of construction. With regard to our newly constructed facilities, we have not obtained
certain approvals in respect of the construction of our coal processing plant in Longkou port as well as the
border-crossing conveyor belt systems connecting the Ceke logistics park and the Gants Mod logistics park. In
addition, we have completed the construction of the railway loading system at Ceke, the railway logistics park at
Erlianhaote and the coal processing plant at Jining and Bayuquan port, but we have not obtained certain required
construction or planning permits or passed the regulatory inspections with respect to the completion of those
facilities.

Separately, we are in the process of obtaining the relevant land use right certificates for some of our
projects in China, such as the coal processing plants at Jining and Longkou port and the railway loading system
at Ceke. However, we may not be able to obtain such certificates, in which case our rights as owner or occupier
of relevant properties and our ability to complete the construction of those coal processing plants may be
adversely affected. If we fail to obtain any of those approvals, permits or certificates in a timely manner, we may
be subject to fines and/or correction, restoration or injunction orders which may cause suspension or termination
of the construction or operations of those facilities. In such event, the expansion of our coal processing and
logistical capacity, and in turn our business and financial condition could also be adversely affected.

Our investments in Mongolia, our operations at Sino-Mongolian border crossings and procurement of coal
from Mongolia are subject to uncertainty associated with the legal system and the requirements and
execution of minerals laws in Mongolia, which could limit the legal protection available to us and potential
investors as well as the stability of our supply

The Mongolian legal system shares several of the qualitative characteristics typically found in a
developing country. Many of its laws are still evolving.

The legal system in Mongolia has inherent uncertainties that could limit the legal protections available
to us, which include (i) inconsistencies between laws and regulations; (ii) limited judicial and administrative
guidance on interpreting Mongolian legislation; (iii) substantial gaps in the regulatory structure due to delay or
absence of implementing regulations; (iv) the lack of established interpretation of new principles of Mongolian
legislation, particularly those relating to business, corporate and securities laws; (v) a lack of judicial
independence from political, social and commercial forces; (vi) a judiciary unaware of how to handle complex
commercial transactions; (vii) bankruptcy procedures that are not well developed and are subject to abuse; and
(viii) a national bias. Due to the understaffed and developing nature of the judiciary and the high volume of
cases, it may be difficult to obtain swift and equitable enforcement, especially when complex commercial matters
are the centerpiece of legal debate. Further, though the judiciary has no obligation to, and will not, enforce a
judgement by a court of another jurisdiction, Mongolia is a signatory of the New York Convention and is bound
to enforce foreign arbitral award. However, such enforcement has not been tested in practice in Mongolia and
Mongolia has registered a reservation so that only foreign arbitral awards of a commercial, and not
administrative, nature can be enforced.

In addition, under the Mongolia Minerals Law, the Mongolian state has a right to participate in a
mineral company’s exploitation of mineral deposits within its territory. The Mongolian state may acquire, for a
private party-funded exploration project, up to 34%, or, for a state-funded or partly funded exploration project,
up to 50% of the equity interest of the project if the mineral deposit is designated as strategically important to the
country. However, it is possible that the Mongolian state may request a higher equity position in a project than
the limit stipulated under the Mongolia Minerals Law if there is significant political or social pressure toward the
participating party or the project. In addition, it is also possible that the Mongolian authorities will stop issuing
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new mining or exploration licenses or invalidate issued mining or exploration licenses to obtain a stricter control
over its mining industry.

Although we do not currently have any direct operation in Mongolia, our business is strongly connected
to, and places significant reliance on, operations in Mongolia. We rely on our major suppliers in Mongolia to
supply raw coal to us and third-party transportation companies to deliver raw coal to us. In addition, we are in the
process of pursuing opportunities to acquire upstream coal resource in Mongolia in order to secure stable supply
volume. For example, on 29 June 2010, we acquired a 50% interest in the Peabody-Winsway JV, the 100%
holder of Peabody-Winsway Mongolia, a Mongolian legal entity engaging in coal exploration and mining in
Mongolia. Peabody-Winsway Mongolia holds a number of coal-related licenses in Mongolia and is in the process
of identifying and developing various explorations and mining projects in respect of those licenses. If any of our
Mongolia-based suppliers’ or Peabody-Winsway Mongolia’s projects is designated as strategically important or
any of their licenses is announced to be invalidated by the relevant Mongolia authorities, they may be requested
to transfer a stipulated equity interest of the project to the government or terminate the project. In such cases,
those suppliers and Peabody-Winsway Mongolia may not be able to continue developing their projects and
subsequently may not be able to provide or develop the amount of raw coal as agreed or as expected.
Accordingly, our operations and our plan of securing long-term coking coal supply could also be adversely
affected.

The protections provided by Mongolian anti-expropriation and anti-nationalization laws may not be
enforced in the event of an attempted expropriation or nationalization. Expropriation or nationalization of any of
our assets, or portions thereof, potentially without adequate compensation, could materially and adversely affect
our business and results of operations.

Development of roads infrastructure in Mongolia can be done by private parties; however, the land
associated with the road-base cannot be transferred into private ownership. Please refer to the section headed
“Regulations—Mongolian Operations—7 Investment in Road Infrastructure” in this Offering Memorandum.

Further, there can be no assurance that future political and economic conditions in Mongolia will not
result in the Mongolian Government adopting different policies in relation to foreign development and ownership
of mineral resources. Any such changes in government or policy may result in changes in laws affecting
ownership of assets, environmental protection, labor relations, repatriation of income, return of capital,
investment agreements, income tax laws, royalty regulation, government incentive and other areas, each of which
may materially and adversely affect our or our suppliers’ ability to undertake exploration and development
activities in the manner currently contemplated. Similarly, any restrictions imposed, or Mongolian Government
charges levied or raised (including royalty fees), under Mongolian law on the export of coal could harm our
competitiveness.

The global financial markets have experienced significant deterioration and volatility in the past few years,
which may adversely affect our financial condition and results of operations. We may have limited ability
to obtain financing to invest in new capacity and face capacity restraints

The current global financial crisis has adversely affected the world economy. With a deteriorating
worldwide economy, demand for coking coal may diminish in China. In addition, the credit tightening
environment may affect our ability to obtain financing, or banks may even reduce the amount of or discontinue
the banking facilities currently available to us. This can adversely affect our ability to secure sufficient financing
to fund our projects. In the short to medium-term, we are expanding our infrastructure and throughput capacities
at Sino-Mongolian border crossings, and we plan to expand our seaborne coal operations to Bayuquan port,
Longkou port and possibly Yangkou Port. Such expansion would require investment in new facilities or
acquisition of stakes in other existing facilities. The construction of logistics parks and docking facilities is
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capital intensive and any new facilities that we establish will require substantial expenditure. Any expansion of
our capacity will be highly dependent upon our ability to obtain additional financing, which is subject to a variety
of uncertainties, including:

e our future financial condition and credit rating;

 general market conditions for financing activities;

e our Share price; and

» the PRC Government policies and regulations relating to ports operators and lending in general.

External financing may not be available in a timely manner, on acceptable terms, or at all. If we are
unable to expand our capacity we may be unable to grow our business and remain competitive, or provide
services to companies with significant capacity requirements, which may have a material adverse effect on our
ability to grow our turnover.

There can be no assurance that actions taken by the PRC Government or other governments will be
effective in addressing the global financial and economic crisis. In the event the global financial and economic
crisis continues, becomes more severe, or lasts longer than currently estimated, our business, liquidity, financial
condition, results of operations and prospects could be materially and adversely affected.

Our business may be adversely affected if we are unable to extend or refinance our short-term borrowings

We rely on short-term financing to fund our projects. We may fund capital expenditures with internally
generated cash flow and short-term bank loans in the future. Our future liquidity, payment of trade and other
payables and repayment of our outstanding debt obligations as and when they become due will primarily depend
on our ability to maintain adequate cash inflows from our operating activities and adequate external financing.
We may not be able to renew or refinance our existing short-term bank loans or secure additional external
financing and, in that event, our business may be materially and adversely affected.

We are dependent on future cash flows generated from our business and obtaining additional financing to
support our business operations

We have cash requirements both for ongoing operating expenses, working capital, general corporate
purposes and for interest and principal payments on our outstanding indebtedness. As of 31 December 2010, we
had cash and cash equivalents of HKD2,894.4 million and net current assets of HKDS5,243.7 million,
respectively. For further details on changes in our cash flows, please refer to the section headed “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources—
Cash flow” in this Offering Memorandum.

Our ability to generate adequate cash inflows from operating activities may be affected by decreasing
sales or downward movements in coal product prices. We cannot assure you that we will be able to generate
sufficient net cash inflow from our operations in the future. If we are unable to generate sufficient cash from our
operations or secure additional financing to meet our obligations, we may be forced to reduce our capital
expenditures or may not be able to continue as a going concern. Reduction of our capital expenditures could have
a negative impact on our business and would make it more difficult for us to execute our strategy, including our
expansion plans, in accordance with our expectations.
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We are exposed to certain risks in respect of the development and construction of new logistics parks,
railway logistics centers and coal processing plants and expansion of our seaborne coal operations to
certain seaports

Our business strategy depends in large part on expanding and further developing our logistics parks,
railway logistics centers and coal processing plants and expansion of our seaborne coal operations to certain
seaports. To expand our throughput capacities at Sino-Mongolian crossings, we are currently constructing the
conveyor belt systems which will connect the Ceke logistics park and the Gants Mod logistics park across the
Sino-Mongolian border to their contiguous land in Mongolia. We are also constructing a logistics park at the
Manzhouli Sino-Russian border crossing and a coal processing plant in Longkou port.

There is no assurance that we will be able to complete our various projects within budget or in a timely
manner, or at all. If we are unable to successfully construct these projects, we may not grow as rapidly as we
expect, and our competitiveness may be adversely affected.

The development of the logistics parks, railway logistics centers and coal processing plants and
expansion of our seaborne coal operations to certain seaports may be affected by interference of natural
conditions or an increase in construction costs. Further, the total investment of the logistics parks, railway
logistics centers and coal processing plants and expansion of our seaborne coal operations to certain seaports will
require capital expenditure. There is no assurance that we will be able to obtain sufficient funding for these
projects.

We are still in the process of applying for construction permits for certain our projects. Furthermore,
there is no assurance that approvals will be granted by relevant local government or regulatory authority to the
development of the logistics parks, railway logistics centers, coal processing plants and seaports in the future or
that there will not be a delay in securing such approvals. The planned projects could also be delayed or adversely
affected by a number of other factors beyond our control, including, among others, the availability of sufficient
funding, natural conditions and a lack of human resources. Moreover, the actual costs for such planned projects
may exceed our original budget. As a result of project delays, cost overruns, changes in market circumstances or
other reasons, we may not be able to achieve intended economic benefits or demonstrate commercial viability of
the planned projects, which may in turn adversely affect our business, operating results and growth prospects.

We face competition from a number of PRC and international competitors

Competition in the PRC coking coal industry is based on many factors, including, among others, on
numerous factors such as price and cost, production capacity and transport capabilities and coal quality and
characteristics. We compete in the PRC with other large PRC and international coal mining companies in the
supply of coal for the coke blend requirements of steel makers and coke plants. Due to their location and scale of
operation, some of our PRC competitors may have lower transportation costs than we do. The PRC coking coal
market is fragmented and we face price competition from other mining companies or mining operators that
produce coal for significantly lower costs than us due to various factors, including their lower expenditure on
safety and regulatory compliance. In addition, international coal producers, including those from Mongolia, may
have more stable upstream supply, greater coal production capacity as well as greater financial, marketing,
distribution and other resources than we do, and may benefit from more established brand names in international
markets.

We believe our integrated service platform provides us with a competitive advantage in providing a
stable supply of high-quality coking coal. Our competitors may attempt to establish business models similar to
ours and it is possible that coking coal mines or steel plants may scale up their operations by expanding
downstream or upstream and hence become our direct competitors in certain stages of the business of supplying
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coal into to China. In addition, it is possible for coking coal mines and our customers such as steel plants to
directly contract with each other and thereby bypass the services that we currently provide to them. In such
circumstances, these coking coal mines or steel plants may have advantages over us and we may not be able to
compete effectively against them.

Our future success will depend on our ability to respond in an effective and timely manner to
competitive pressure.

Our current and planned strategic cooperations and investments may not be successful

We plan to carry out and develop some of our business and infrastructure through joint ventures in the
future. Such joint venture arrangements involve a number of risks, including but not limited to:

e disputes with project development partners in connection with the performance of their obligations
under the relevant project or joint venture agreements;

e disputes as to the scope of each party’s responsibilities under these arrangements;

* financial difficulties encountered by a project development partner affecting its ability to perform its
obligations under the relevant project or joint venture agreements;

» conflicts between the policies or objectives adopted by the project development partners and those
adopted by us; and

e the availability of the required approvals for the operation and development of the relevant projects.

Any of the above and other factors may adversely affect our ability to complete projects on a timely
basis and within budget, which would affect our results of operations.

Prolonged periods of severe weather conditions could materially and adversely affect our business and
results of operations

Severe weather conditions, such as sandstorm and blizzard, may require us to evacuate personnel or
curtail operations and may cause damages to the logistics parks and railways which we rely on for our business,
and which could result in the temporary suspension of operations or generally reduce our productivity. Prolonged
sandstorm and heavy snow fall may also halt or cause delay in coal transportation to us. Any damage to our
projects or delays in our operations caused by prolonged periods of severe weather could materially and
adversely affect our business and results of operations.

Our business may be adversely affected by shortages in electricity, water and gasoline supply or increases
in electricity, water and gasoline prices

We consume a substantial amount of electricity, water and gasoline in connection with our coal
processing and transportation operations. We expect our demand for electricity, water and gasoline to increase as
our production capabilities increase and our business grows. Although we have not experienced any major
shortage or disruption in electricity or water or gasoline supply in the past, there can be no assurance that
sufficient supply of electricity, water and gasoline will be available to us in the future. Any shortages or
disruption in electricity or water or gasoline supply could lead to lengthy production shutdowns and increased
costs related to recommencement of operations, which could have a material adverse effect on our business,
financial condition or results of operations. Any significant increase in electricity, water and gasoline prices will
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increase our production costs and may adversely affect our results of operations if we are not able to pass the
increased costs on to our customers.

Failure in our information and technology systems could result in delays to our business operations

Our operations are controlled and managed by modern software and hardware systems. These systems
are intended to enable us to maximize efficiencies and monitor and control all aspects of our operations and are
fundamental to ensuring that we maintain our competitiveness in our industry. We use information and
technology systems that link our computers, communications control systems, global positioning system and
geographic information system to control our transportation and logistics system. Although we have not
experienced any major failure or breakdown in these systems in the past, there can be no assurance that there will
not be any failure or breakdown of these systems in the future. Any failure or breakdown in these systems could
interrupt our normal business operations and result in a significant slowdown in operational and management
efficiency during such failure or breakdown. Any prolonged failure or breakdown could dramatically impact our
ability to offer services to our customers, which could have a material adverse effect on our business and results
of operations.

Some of the properties that we lease or occupy have defective or unclaimed title

We leased 32 properties for office, dormitory and auxiliary uses in the PRC of which 13 had defective
title as at 31 December 2010.

The properties with defective titles or unregistered titles are mainly used for dormitories and
administrative purposes. We cannot predict how our rights as a lessee of these properties, and our operations
carried out on or from these properties, may be adversely affected as a result of the absence of vested legal title in
these properties or sufficient right to lease or use these properties, or any dispute, claims or litigation arising
thereof. We may be required to relocate our business operations carried out on properties that we do not have
unassailable legal rights to use or occupy and such relocation could adversely affect our financial condition and
results of operations. See the section headed “Business—Property—Properties leased” in this Offering
Memorandum for further details.

Our operations are exposed to risks in relation to environmental protection

We are subject to certain laws and regulations concerning the protection of the environment. The
particular environmental laws and regulations that apply to each property development project vary according to
its location, the environmental factors associated with such development, construction and/or operations and the
current and future use of the land and the properties. As the PRC Government increases its focus on the
environment, our facilities including logistics parks and coal processing plants may be more strictly reviewed and
inspected, and approval processes for future facilities or any alteration to existing facilities may be prolonged.
Compliance with environmental laws and regulations may result in delays, cause us to incur substantial
compliance and other costs and prohibit or severely restrict our activity in environmentally-sensitive regions or
areas.

We cannot assure you that future environmental investigations will not reveal material environmental
liabilities. Also, we cannot assure you that the PRC Government will not change existing laws and regulations or
impose additional or stricter laws or regulations, compliance with which may cause us to incur a significant cost.
In addition, we cannot assure you that we will be able to comply with all such laws and regulations in the future.
If we are unable to effectively and promptly comply with these changes, we may incur significant costs and may
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be subject to fines or be forced to suspend or shut down certain operations, which could have a material and
adverse effect on our operations.

We may not maintain sufficient insurance coverage for the risks associated with the operation of our
business and insurance coverage could prove inadequate to satisfy potential claims

We only have limited insurance coverage. As a result, we may have to pay out of our funds for financial
and other losses, damages and liabilities, including those caused by fire, weather, disease, civil strife, industrial
strikes, breakdowns of equipment, difficulties or delays in obtaining raw materials and equipment, natural
disasters, terrorist incidents, industrial accidents or other causes. We also do not have any business interruption
insurance or third party liability insurance. Although we have not suffered any major losses where our insurance
coverage was insufficient to satisfy our claims, there can be no assurance that our insurance coverage will be
sufficient in the future. Any business disruption or natural disaster may result in substantial costs and diversion of
resources. Further, as at 31 December 2010, we engaged 536 staff through a labor despatch arrangement. Under
such arrangement, if the labor despatch agent violates the applicable laws and causes damages to the staff
dispatched, we could be held jointly and severally liable for losses suffered by the staff concerned if we are found
to be in default of our obligations or not fulfilled our legal obligations. Losses incurred or payments we may be
required to make may have a material adverse effect on our business, prospects, financial condition and results of
operations to the extent such losses or payments are not insured or the insured amount is not adequate.

The interests of our principal shareholder, Mr. Wang, may differ from those of our other Shareholders or
from the holders of the Notes

As at 31 December 2010, Mr. Wang, our Chairman and Chief Executive Officer, beneficially owns
approximately 48.54% of our outstanding Shares. Accordingly, Mr. Wang has substantial influence over our
business, including decisions regarding mergers, consolidations and the sale of all or substantially all of our
assets, election of directors and other significant corporate actions, timing and amount of our dividend payments,
and otherwise controls or influences actions that require the approval of our Shareholders and may impact the
holders of the Notes. These actions may be taken even if they are opposed by our other Shareholders or are not in
line with the interests of the holders of the Notes.

We believe that third parties may be discouraged from making a tender offer or bid to acquire us
because of this concentration of ownership. For further information on the ownership of the Shares, see the
section headed “Corporate Structure” and “Principal Shareholders” in this Offering Memorandum.

Foreign currency fluctuations could affect expenses and future earnings

The Notes are denominated in US dollars, while over 81% of our income in 2010 is denominated in
Renminbi, a currency not freely convertible into other currencies. Our cost of coal purchased, accounting for over
90% of our total cost of sales in 2010, and some of our operating expenses are denominated in US dollar. The
value of Renminbi against other foreign currencies is subject to changes in the PRC’s policies and international
economic and political developments. The PRC Government has, with effect from 21 July 2005, reformed the
exchange rate regime by moving into a managed floating exchange regime based on market supply and demand
with reference to a basket of currencies, pursuant to which the Renminbi is no longer pegged solely to the US
dollar. From 2005 to 2007, there were several instances where the PRC Government and the PBOC widened the
daily trading band for Renminbi against non-US dollar currencies and enlarged the floating band for the trading
prices in the inter-bank spot exchange market of the Renminbi against the US dollar around the central parity
rate. Since then, the PRC central bank has allowed the official Renminbi exchange rate to float against a basket
of foreign currencies. There can be no assurance that such exchange rate will not fluctuate widely against the US
dollar or any other foreign currency in the future.
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There has been pressure from foreign countries on the PRC Government to adopt a more flexible
currency system that could lead to appreciation of the Renminbi. The exchange rate may become volatile, the
Renminbi may be revalued further against the US dollar or other currencies, or the Renminbi may be permitted to
enter into a full or limited free float, which may result in an appreciation or depreciation in the value of the
Renminbi against the US dollar or other currencies.

If such reforms were implemented and resulted in devaluation of the Renminbi against the US dollar,
our financial condition and results of operations could be adversely affected because of our substantial US dollar
denominated indebtedness and other obligations. Such a devaluation could also adversely affect the value,
translated or converted into US dollars or otherwise, of our net assets, our earnings, any declared dividends in
Renminbi to be translated or converted into US dollars or Hong Kong dollars, and our ability to satisfy our
obligations under the Notes. Any unfavorable movement in the exchange rate may lead to an increase in our costs
or a decline in sales, which could materially affect our results of operations.

Our organization and operating structure may subject us to unintended tax liability

Recently we started to centralize our procurement activities and mainly utilize our subsidiary Winsway
Singapore together with our BVI incorporated entities to purchase coking coal from third party suppliers and
resell to other entities within our Group for further processing or selling to external customers directly. The
management team of Winsway Singapore and our BVI incorporated entities usually travel around Mongolia,
Australia, Canada, the United States and other jurisdictions to undertake and negotiate for the procurement of
coal from our overseas suppliers. Placing of the purchase orders and signing of procurement agreements are
effected after our trade agent in BVI or our team in Singapore affix the relevant company chop on the
agreements. Relevant shipping documents are processed by our agent in Macau and are endorsed by our
management team at the locality of our overseas supplier. We believe that the effective management of these
BVI-incorporated entities, Winsway Singapore and our Macau subsidiary are situated outside of the PRC and on
this basis they should not be treated as PRC tax resident. Please refer to the sections headed “Risk Factors—
Risks Related to Doing Business in the PRC—We may be deemed a PRC resident enterprise under the PRC EIT
Law and may be subject to PRC taxation on our worldwide income, and interest payable by us to our foreign
investors and gains on the sale of Notes may become subject to taxes under the current PRC tax laws” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Description of
Certain Income Statement Items—Income tax” in this Offering Memorandum for more information. With respect
to these BVI-incorporated entities, we have not made any income tax provision as, pursuant to relevant BVI rules
and regulations, we believe that our Group is not subject to any income tax in the BVI. However, as a result of
the activities of the management of our BVI-incorporated entitles, which consist of traveling, negotiating,
entering into supply contracts with our suppliers in a number of jurisdictions including Mongolia, Australia,
Canada, United States, there is no assurance that such activities will not be challenged or deemed by relevant tax
authorities to have triggered filing or tax obligations pursuant to relevant regulations. If any of our
BVI-incorporated entities, Winsway Singapore and our Macau subsidiary is challenged or deemed by relevant
tax authorities to have triggered any obligation to prepare tax filings or returns or even to pay tax or charges, our
business, operations and financial condition may be adversely affected.

In addition, from 2010 onwards, our subsidiary in Singapore, Winsway Singapore, is subject to
Singapore corporate income tax at a 10% concessionary tax rate under the Global Trader Program, a program
launched by Singapore’s Trade Development Board which encourages qualified products and commodities
trading companies to choose Singapore as their regional or global base of operations. There is, however, no
assurance that Winsway Singapore will continue to qualify under the Global Trader Program and enjoy such
concessionary tax rate as a result of future changes to Winsway Singapore or future changes to relevant

39



regulations relating to the Global Trader Program including the termination of the program itself. If any of this
happens, our business, operations and financial condition may be adversely affected.

We may be unable to retain or secure key qualified personnel, key senior management or other personnel
for our operations

We believe that the effective operation of our company depends, to a significant extent, upon the
experience and continued efforts of our key management personnel. In particular, we rely on the expertise and
experience of Mr. Wang, our founder, Chairman and Chief Executive Officer. Mr. Wang, with the co-operation
of the other members of our senior management team, has formulated our strategies and been fundamental to our
achievements to date. If we lose the service of Mr. Wang or any other key management personnel and are not
able to replace any such personnel with someone who has similar knowledge or experience, our business may be
disrupted and our results of operations may be materially and adversely affected. In addition, our ability to train
operating and maintenance personnel is a key factor for the success of our business activities. If we are not
successful in recruiting, training and retaining such personnel, our business and results of operations could be
materially and adversely affected.

Our future plans at the Sino-Russian border crossings and procurement of coal from Russia are subject to
uncertainty associated with the legal framework in Russia

Russia is still developing the legal framework required to support a market economy. The following risk
factors relating to the Russian legal system create uncertainty with respect to the legal and business decisions that
we make, many of which uncertainties do not exist in countries with more developed market economies:

* inconsistencies between and among the constitution, federal laws, presidential decrees and
governmental, ministerial and local orders, decisions, resolutions and other acts;

* conflicting local, regional and federal rules and regulations;

e the lack of judicial and administrative guidance on interpreting legislation;

* substantial gaps in the regulatory structure due to delay or absence of implementing legislation;
* the relative inexperience of judges and courts in interpreting legislation;

¢ lack of an independent judiciary;

e corruption within the judiciary;

 a high degree of discretion on the part of governmental authorities, which could result in arbitrary
actions such as suspension or termination of our licenses; and

* poorly developed bankruptcy procedures that are subject to abuse.

The nature of Russian legislation, the lack of consensus about the scope, content and pace of economic
and political reform and the rapid evolution of the Russian legal system in ways that may not always coincide
with market developments place the enforceability and underlying constitutionality of laws in doubt and results
in ambiguities, inconsistencies and anomalies. In addition, Russian legislation often contemplates implementing
regulations which have not yet been promulgated, leaving substantial gaps in the regulatory infrastructure. All of
these weaknesses could affect our ability in Russia to enforce our rights, or to defend ourselves against claims by
others.
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We are constructing a logistics park at the Manzhouli Sino-Russian border crossing and are in the
process of planning the construction of logistics parks at the Suifenhe and Hunchun Sino-Russian border
crossings. As a result of the uncertainty associated with the legal framework in Russia, the feasibility of
construction and development of our planned investments at the Sino-Russian border crossings, as well as our
procurement of coal from Russia in the manner currently contemplated may be materially and adversely affected.

The March 2011 earthquake and tsunami in Japan may reduce our current sales to Japan and limit our
ability to increase our future sales to Japan

In March 2011 northern Japan suffered a major earthquake and tsunami, the full effects of which on the
Japanese economy are not known. These natural disasters may cause our customers and potential customers in
Japan to limit or cease their manufacturing operations, which would result in a reduction of the amount of coking
coal purchased from us. As a result, our future financial performance may be adversely affected.

Risks related to doing business in the PRC
The PRC Government may request us to transfer title of rail cars to the government

Railways sector is a specially regulated sector in the PRC and railway-related matters, including owning
rail cars, are also subject to the close supervision and control of the PRC Government. Currently, subject to the
Ministry of Railways’ approval, a private entity which engages in the railway transportation business is allowed
to own rail cars, provided that it fulfills the relevant regulatory requirements and obtains a Railway
Transportation with Self-Owned Rail Cars License ({23 AMiEHMPEMFTIE) from the Ministry of
Railways. Such license is subject to annual inspection by the Ministry of Railways. In addition, after obtaining
the license, such entity needs to cooperate and enter into railway transportation agreement(s) with national
railway transportation operators in the PRC for the operation and management of its rail cars. Please refer to the
section headed “Regulations—Transportation and logistics in the PRC-Transportation by self-owned rail cars” in
this Offering Memorandum for further information.

It is part of our strategy to acquire rail cars through our subsidiaries and to make investments in joint
ventures with railway authorities in the PRC and/or entities in which we have a minority interest. We plan to use
a substantial portion of the proceeds of the Notes to make such investments in rail cars. However, it is possible
that the Ministry of Railways may change its policy and stop issuing or renewing licenses to allow private
entities to own rail cars or not permit private entities to participate in certain or any railway projects. In such
case, it is possible that the Ministry of Railways may request all or certain private entities to transfer the title of
rail cars owned by them to a government entity. In such event, we may not be able to continue to participate in
those projects and obtain the additional transportation capacity we anticipated. In addition, if we have secured
any additional coal supply or sales contracts based on the expected increased transportation capacity, we may
face the risk of not being able to transport the coal from the suppliers and/or to deliver the coal to the customers
on time. Furthermore, if we or the entities in which we invest are required to transfer title of rail cars to a
government entity, we may not receive compensation which we believe to be adequate or at fair market value.

Our results of operations are subject, to a significant extent, to economic, political and legal developments
in the PRC

Most of our business operations are conducted in the PRC and we anticipate continuing to supply all of
our coal products in China in the near future. Accordingly, our business, financial condition, results of operations
and prospects are significantly exposed to the economic, political and legal environment in the PRC. The PRC
economy differs from the economies of most developed countries in many respects, including the degree of
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government involvement, the level of development, the growth rate, the control of foreign exchange, access to
financing, and the allocation of resources.

The PRC’s economic growth over the past 30 years has been uneven, both geographically and among
various sectors of the economy. The PRC Government has implemented various measures to encourage
economic growth and guide the allocation of resources. These measures may have a negative effect on us. For
example, our financial condition and results of operations may be adversely affected by government control over
capital investments or changes in tax regulations that are applicable to us.

The PRC economy is in transition from a planned economy to a more market-oriented economy and a
substantial portion of the productive assets in the PRC is still owned by the PRC Government. The continued
control of these assets and other aspects of the national economy by the PRC Government could materially and
adversely affect our business. The PRC Government also exercises significant control over the PRC’s economic
growth through the allocation of resources, controlling payment of foreign currency-denominated obligations,
setting monetary policy and providing preferential treatment to particular industries or companies. In the past, the
PRC Government has implemented a number of measures, such as raising bank reserves against deposit rates to
place additional limitations on the ability of commercial banks to make loans and raise interest rates, in order to
decrease the growth rate of specific segments of the PRC’s economy which it believed to be overheating. These
actions, as well as future actions and policies of the PRC Government, could materially and adversely affect our
liquidity and access to capital and our ability to operate our business.

Our turnover is primarily denominated in Renminbi, which is not freely convertible for capital account
transactions and may be subject to exchange rate volatility

Our turnover is primarily denominated in Renminbi. The PRC Government imposes controls on the
convertibility of the Renminbi into foreign currencies and, in certain cases, the remittance of currency out of
China. Under the existing PRC foreign exchange regulations, payments of current account items, including profit
distributions, interest payments and expenditures from trade related transactions, can be made in foreign
currencies without prior approval from SAFE provided that we satisfy certain procedural requirements. However,
approval from SAFE or its local counterpart is required where Renminbi is to be converted into foreign currency
and remitted out of China to pay capital expenses such as the repayment of loans denominated in foreign
currencies.

Under our current corporate structure, our income is primarily derived from dividend payments from our
PRC subsidiaries. Shortages in the availability of foreign currency may restrict the ability of our PRC
subsidiaries to remit sufficient foreign currency to pay dividends or other payments to us, or otherwise satisfy
their foreign currency-denominated obligations. If the foreign exchange control system prevents us from
obtaining sufficient foreign currency to satisfy our currency demands, we may not be able to pay dividends in
foreign currencies to our shareholders.

In addition, since a significant amount of our future cash flow from operations will be denominated in
Renminbi, any existing and future restrictions on currency exchange may limit our ability to purchase goods and
services outside of the PRC or otherwise fund our business activities that are conducted in foreign currencies.
This could affect the ability of our subsidiaries in China to obtain foreign exchange through debt or equity
financing, including by means of loans or capital contributions from us.

Further, the value of the Renminbi against the US dollar and other currencies fluctuates and is affected
by, among other things, changes in the PRC and international political and economic conditions. Since 1994, the
conversion of Renminbi into foreign currencies, including the Hong Kong dollar and the US dollar, has been
based on rates set by the PBOC, which are set daily based on the previous business day’s inter-bank foreign
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exchange market rates and current exchange rates on the world financial markets. On 21 July 2005, the PRC
Government adopted a more flexible managed floating exchange rate system to allow the value of the Renminbi
to fluctuate within a regulated band that is based on market supply and demand and reference to a basket of
currencies. This change in policy has resulted in an approximately 25.9% appreciation of Renminbi against the
US dollar between 21 July 2005 and 18 March 2011. There remains significant international pressure on the PRC
government to adopt an even more flexible currency policy, which may result in a further and more significant
appreciation of the Renminbi against the US dollar.

Currently we have derivative financial instruments for the purpose of reducing our exposure to currency
risk. We may decide to enter into more hedging transactions or purchase more derivative financial instruments in
the future. In addition, following the offering of the Notes, we may enter into foreign exchange or interest rate
hedging agreements in respect of our US dollar-denominated liabilities under the Notes. However, the
availability and effectiveness of such instrument may be limited and it may not be able to cover our exposure
completely. Furthermore, these hedging agreements or derivative financial instruments may require us to pledge
or transfer cash and other collateral to secure our obligations under these agreements or derivative financial
instruments, and the amount of collateral required may increase as a result of mark-to-market adjustments. If we
were unable to provide such collateral, it could constitute a default under such agreements. Moreover, any
appreciation of the Renminbi against the Hong Kong dollar or the US dollar or any other foreign currencies may
result in the decrease in the value of the proceeds from the Offering. Conversely, any devaluation of the
Renminbi may adversely affect the value of, and any dividends payable on, our ordinary shares in foreign
currency terms. In addition, any devaluation in the value of Renminbi against foreign currencies may make our
products more expensive and thus less attractive to our customers in China. All of these factors could materially
and adversely affect our financial condition and results of operations.

In addition, any hedging obligation entered into or to be entered into by us or our subsidiaries, may
contain terms and conditions that may result in the early termination, in whole or in part, of such hedging
obligation upon the occurrence of certain termination or analogous events or conditions, including such events
relating to us and/or any of our subsidiaries, and the terms and conditions of such hedging obligations may
provide that, in respect of any such early termination, limited or no payments may be due and payable to, or that
certain payments may be due and payable by, us and/or any of our subsidiaries, as relevant, in respect of any such
early termination. Any such early termination, in whole or in part, of any such hedging obligations, and the
payment and any other consequences and effects of such early termination(s), may be material to our financial
condition and/or any of our subsidiaries and may be material in relation to the performance of our or their
respective obligations under or in relation to the Notes, if applicable, any indebtedness or any other present or
future obligations and commitments.

Our PRC Subsidiaries may be unable to obtain and remit funds in foreign currencies.

The Company’s ability to satisfy its obligations under the Notes depends primarily upon the ability of its
subsidiaries in the PRC to obtain and remit sufficient funds in foreign currencies to pay dividends to the
Company and to repay intercompany loans. As a substantial portion of our turnover is denominated in Renminbi,
the PRC subsidiaries receive substantially all of their revenue in Renminbi. The PRC subsidiaries must present
certain documents to SAFE, its authorized branch, or the designated foreign exchange bank, for approval before
they can obtain and remit foreign currencies out of the PRC (including, in the case of dividends, evidence that the
relevant PRC taxes have been paid and, in the case of intercompany loans, evidence of the registration of the loan
with SAFE). Pursuant to the PRC EIT Law, which became effective on 1 January 2008, if the Company is
deemed a “non-resident enterprise,” dividends distributed to the Company by its PRC subsidiaries and interest
payments made to the Company by its PRC subsidiaries, are subject to a 10% withholding tax. Prior to making
such interest payments, the relevant PRC subsidiary must also present evidence of payment of the 10%
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withholding tax. If any such PRC subsidiary for any reason fails to satisfy any of the PRC legal requirements for
remitting foreign currency, including the failure of SAFE to approve the foreign exchange for the payments of
dividends and the relevant intercompany loans, the PRC subsidiary will be unable to pay to the Company
dividends and interest and principal, when due, on such loans, which may affect the Company’s ability to satisfy
its obligations under the Notes.

Our operations are subject to uncertainty associated with the legal system in the PRC, which could limit
the legal protection available to us and potential investors

Almost all of our business are conducted in China through our PRC subsidiaries and are governed by the
PRC laws, regulations and legislative policies. Some of our PRC subsidiaries are generally subject to laws and
regulations applicable to foreign investment in the PRC and, in particular, laws applicable to foreign-invested
enterprises. The PRC legal system is based on written statutes, and prior court decisions may be cited for
reference but have limited precedential value. The interpretations of many PRC laws, regulations and rules are
not always consistent among different government authorities with judicial power, and enforcement of these
laws, regulations and rules involve uncertainties, which may limit legal protections available to us. Laws,
regulations and rules in the PRC and requirements of government authorities in the PRC may change over time
and new requirements may impose restrictions or limit the scope of our operation or substantially increase the
difficulty in our operation, or may impose additional licensing requirements on us. In addition, the PRC
administrative and judicial authorities have significant discretion in interpreting and implementing statutory and
contractual terms, it may be more difficult to assess the outcome of administrative and legal proceedings and the
level of legal protection we enjoy than in other well-developed legal systems. These uncertainties may impede
our ability to enforce the contracts we have entered into with our business partners and suppliers and could
adversely affect our business and results of operations.

There may be difficulties in seeking recognition and enforcement of foreign judgments

We conduct all of our operations in China and significantly all of our assets are located in China. In
addition, most of our Directors and executive officers reside within China or Hong Kong. As a result, it may not
be possible to effect service of process within the US or elsewhere outside of China or Hong Kong upon some of
our directors and senior executive officers, including with respect to matters arising under US federal securities
laws or applicable state securities laws. Moreover, our PRC legal counsel, King & Wood, has advised us that the
PRC does not have treaties with the US or many other countries providing for the reciprocal recognition and
enforcement of judgment of courts. Therefore, it may be difficult for you to enforce against us in the PRC any
judgments obtained from non-PRC courts.

On 14 July 2006, the Supreme People’s Court of the PRC and the Hong Kong government signed the
“Arrangement on Reciprocal Recognition and Enforcement of Judgments in Civil or Commercial Matters by the
Courts of the Mainland and of the Hong Kong Special Administrative Region Pursuant to Choice of Court
Agreements between Parties Concerned” (Ci =i A R B B Pyl B v A5 A T 18R e 0 g AR B8 P RNBUTT 5 55 A T
AR R SR E R MR ZPE)). Under this arrangement, which came into effect on 1 August 2008,
whenever a designated People’s Court of the Mainland or a designated Hong Kong court has made an
enforceable final judgment requiring payment of money in a civil or commercial case pursuant to any written
agreement between the parties on choice of forum for dispute resolution, the party concerned may apply to the
relevant People’s Court of the Mainland or Hong Kong court for recognition and enforcement of the judgment.
However, we understand that the rights under the arrangement may be limited and the interpretation of and cases
decided under the arrangement have not been fully developed, and, therefore, the outcome and effectiveness of
any action brought under the arrangement are unclear.
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We rely on dividends paid by our subsidiaries for our cash needs and our subsidiaries are subject to
restrictions on the payment of dividends, and the repayment of inter company loans or advances to us and
our subsidiaries

We are a holding company incorporated in the BVI and conduct substantially all of our operations
through our PRC subsidiaries. We will rely on dividends paid by and the interest and principal payments on
intercompany loans or advances from our PRC subsidiaries for our future cash needs that cannot be provided by
equity issuance or borrowings outside of the PRC, including the funds necessary to pay dividends and other cash
distributions to our shareholders, to pay our operating expenses, and to satisfy our obligations, including our
obligations under the Notes. The ability of our subsidiaries to pay dividends and make payments on
intercompany loans or advances to their shareholders is subject to, among other things, distributable earnings,
cash flow conditions, restrictions contained in the articles of association of our subsidiaries, applicable laws and
restrictions contained in the debt instruments of such subsidiaries. In addition, if any of our subsidiaries raises
capital by issuing equity securities to third parties, dividends declared and paid with respect to such shares would
not be available to us to make payments on the Notes. Further, certain loan agreements obtained by our PRC
subsidiaries from PRC lender banks contain provisions that restrict or prohibit the payment or declaration of
dividends or distributions without the banks’ written consent. Please refer to the section headed “Description of
other material indebtedness—PRC facilities agreements” in this Offering Memorandum for further information.
These restrictions could have a negative impact on the calculation of our EBITDA and could also reduce the
amounts that we receive from our subsidiaries, which would restrict our ability to meet our payment obligations
under the Notes and the ability of the Subsidiary Guarantors to satisfy their obligations under the Subsidiary
Guarantees.

Regulations in the PRC currently permit payment of dividends by the PRC subsidiaries only out of
accumulated profits as determined in accordance with the PRC generally accepted accounting principles.
According to applicable PRC laws and regulations, each of our PRC subsidiaries is required to set aside at least
10% of its after-tax profit based on the PRC generally accepted accounting principles each year for its statutory
reserves until the amount of such reserves reach 50% of its registered capital. These reserves are not distributable
as dividends. Contributions to such reserves are made from each of our PRC subsidiaries’ net profit after
taxation. In addition, if any of our PRC subsidiaries incurs debt in the future, the instruments governing the debt
may restrict its ability to pay dividends or make other distributions to us. As a result, each of our PRC
subsidiaries is restricted in its ability to transfer the net profit to us in the form of dividends. If our PRC
subsidiaries cannot pay dividends due to government policy and regulations, restrictions under their loan
agreements, or because they cannot generate the requisite cash flow, we may not be able to pay dividends,
service our debt or pay our expenses, which may have a material adverse effect on our business, prospects,
financial condition and results of operations.

In addition, dividends paid by our PRC subsidiaries to their non-PRC parent companies will be subject
to a 10% withholding tax, unless there is a tax treaty between the PRC and the jurisdiction in which the overseas
parent company is incorporated, which specifically exempts or reduces such withholding tax. Pursuant to a
double tax treaty between Hong Kong and the PRC, if the non-PRC parent company is a Hong Kong tax resident
and directly holds a 25% or more interest in the PRC enterprise, such withholding tax rate may be lowered to 5%.
However, according to a Circular of the PRC State Administration of Taxation dated 27 October 2009, tax treaty
benefits will be denied to “conduit” or shell companies who are not a “beneficial owner” of the dividend and who
do not carry out substantive business activities in HK. As a result of such limitations and the time required for
confirming the withholding tax rate applicable to us, there could be timing limitations on payments from our
PRC subsidiaries to meet payments required by the Notes or satisfy our obligations under the Subsidiary
Guarantees, and there could be restrictions on payments required to redeem the Notes at maturity or as required
for any early redemption.
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Furthermore, in practice, the market interest rate that our PRC subsidiaries can pay with respect to
offshore loans generally may not exceed comparable interest rates in the international finance markets. The
interest rates on shareholders’ loans paid by our subsidiaries, therefore, are likely to be lower than the interest
rate for the Notes. Our PRC subsidiaries are also required to pay a 10% (or 7% if the interest is paid to a Hong
Kong tax resident, subject to the same limitations described above with respect to dividends) withholding tax on
our behalf on the interest paid under any shareholders’ loans. PRC regulations require our non-PRC subsidiaries
making shareholder loans in foreign currencies to our PRC subsidiaries to be registered with the SAFE. Prior to
payment of interest and principal on any such shareholder loan, the PRC subsidiaries must present evidence of
payment of the withholding tax on the interest payable on any such shareholder loan and evidence of registration
with the SAFE, as well as any other documents that the SAFE or its local branch may require.

Furthermore, in accordance with PRC laws, any PRC resident who makes, or has previously made,
direct or indirect investments in offshore companies, is required to register, and provide updates with respect to,
such investments with the local branch of SAFE. The failure or inability of the Group’s PRC resident
shareholders to make any required SAFE registrations may subject such shareholder to fines and other legal
sanctions and may also limit our ability to contribute additional capital into or provide loans to (including using
the proceeds from the Offering) our PRC subsidiaries, limit our PRC subsidiaries’ ability to increase their
registered capital, pay dividends or otherwise distribute profits to our Group, or otherwise materially and
adversely affect the operations of our Group. As a result of the foregoing, no assurance can be given that we or
the Subsidiary Guarantors will have sufficient cash flow from dividends or repayment of intercompany loans or
advances to satisfy our obligations under the Notes or the obligations under the Subsidiary Guarantees.

As a result of the foregoing, we cannot assure you that we will have sufficient cash flow from dividends
or payments on intercompany loans or advances from our subsidiaries to satisfy our obligations under the Notes
or the obligations of the Subsidiary Guarantors under the Subsidiary Guarantees.

We may be deemed a PRC resident enterprise under the PRC EIT Law and may be subject to PRC
taxation on our worldwide income, and interest payable by us to our foreign investors and gains on the
sale of Notes may become subject to taxes under the current PRC tax laws

Under the current the PRC Enterprise Income Tax Law (1 # A RILFIE 3£ T 1381%)) (the “PRC EIT
Law”), an enterprise established outside of the PRC with “de facto management bodies” within the PRC may be
considered a resident enterprise and will normally be subject to enterprise income tax at the rate of 25% of its
global income. The Implementation Rules for the PRC Enterprise Income Tax Law
(e N RN A 3E BT 13 BLIL E i Wk 191)) (the “Implementation Rules for the PRC EIT Law”) provide that the
term “de facto management bodies” refers to management bodies that substantially carry out comprehensive
management and control of operations, personnel, finance and assets of the enterprise. In April 2009, the PRC
State Administration of Taxation (BZBLH54JA) promulgated a circular to clarify the definition of “de facto
management bodies” for enterprises incorporated overseas with controlling shareholders that are PRC
enterprises. However, there have been no official implementation rules regarding the determination of “de facto
management bodies” for enterprises that are not controlled by PRC enterprises, such as companies like us. Most
of our directors and senior management are currently based inside China. The above elements may be relevant
for the tax authorities to determine whether we are a PRC resident enterprise for tax purposes. However, there is
no clear standard published by the tax authorities for making such determination.

It is unclear under the PRC tax law whether we have a “de facto management body” located in China for
the PRC tax purposes. Our Company takes the position that we are not a PRC resident enterprise for tax purposes
because we are of the view that the effective management and control of our Group is situated outside of the
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PRC. However, there can be no assurance that the tax authorities will agree with our position. If our Company is
deemed a PRC resident enterprise for tax purposes, we would be subject to the PRC enterprise income tax at the
rate of 25% on our global income.

Under the PRC EIT Law and the Implementation Rules for the PRC EIT Law, withholding of PRC
income tax at the rate of 10% (or lower treaty rate) is applicable to interest payable to investors that are “non-
resident enterprises” to the extent such interest has its source within the PRC. Similarly, any gain realized on the
transfer of notes by such investors is also subject to a 10% PRC income tax if such gain is regarded as income
derived from sources within the PRC. If we are considered a PRC “resident enterprise”, it is unclear whether the
interest we pay with respect to the Notes, or the gain you may realize from the transfer of the Notes, would be
treated as income derived from sources within the PRC and be subject to the PRC taxation. If we are required
under the PRC EIT Law to withhold PRC income tax on interest payable to the foreign holders of the Notes, or if
you are required to pay PRC income tax on the transfer of your Notes, the value of your investment in the Notes
may be materially and adversely affected.

The PRC regulation of direct investment and loans by offshore holding companies to the PRC entities may
delay or limit us from using the proceeds of the Offering to make additional capital contributions or loans
to our PRC subsidiaries

Any capital contributions or loans that we, as an offshore entity, make to our PRC subsidiaries,
including from the proceeds of the Offering, are subject to the PRC regulations. For example, loans to each of
our PRC subsidiaries which is a foreign invested enterprise, cannot exceed the difference between the total
amount of investment it is approved to make under the relevant PRC laws and its registered capital, and must be
registered with the local branch of the SAFE as a procedural matter. In addition, our capital contributions to each
of our PRC subsidiaries must be approved by the Ministry of Commerce of the PRC or its local counterpart. We
cannot assure you that we will be able to obtain these approvals on a timely basis, or at all. If we fail to obtain
such approvals, our ability to make equity contributions or provide loans to our PRC subsidiaries or to fund their
operations may be negatively affected, which may adversely affect their liquidity and ability to fund their
working capital and expansion projects and meet their obligations and commitments.

Risks related to the offering and the Notes
United States securities laws restrict the circumstances under which you can transfer the Notes.

We are offering the Notes in reliance upon exemptions from registration under the U.S. Securities Act
and applicable state securities laws. Therefore, the Notes may be transferred or resold only in transactions
registered under, exempt from or not subject to the registration requirements of the U.S. Securities Act and all
applicable state securities laws. In addition, transfer restrictions with respect to the Notes which relate to
exceptions provided for under the U.S. Investment Company Act of 1940, as amended, prohibit transfer except as
provided by the transfer restrictions under “Plan of Distribution” and “Transfer Restrictions.” You should read
the discussions under “Plan of Distribution” and “Transfer Restrictions” for further information about these and
other transfer restrictions. It is your obligation to ensure that your offers and sales of Notes comply with
applicable law.
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We cannot assure you that an active trading market will develop for the Notes in which case your ability to
sell the Notes will be limited.

The Notes will be new securities for which there is no market. We cannot assure you as to:
e the liquidity of any market that may develop for the Notes;
e our ability to sell your Notes; or
* the prices at which you would be able to sell your Notes.

Future trading prices of the Notes will depend on many factors, including, among other things,
prevailing interest rates, our operating results, the prices of our shares and the market for similar securities.
Historically, the market for non-investment grade securities has been subject to disruptions that have caused
substantial volatility in the prices of securities similar to the Notes. The liquidity of a trading market for the
Notes may be adversely affected by a general decline in the market for similar securities and is subject to
disruptions that may cause volatility in prices. It is possible that the market for the Notes will be subject to
disruptions. Any such disruption may have a negative effect on you, as a holder of the Notes, regardless of our
prospects and financial performance. Fluctuation in the prices of our Shares may also affect the liquidity of the
Notes. Certain of our Shareholders undertook not to transfer any interest in their Shares acquired pursuant to the
conversion of their Convertible Bonds and/or Preference Shares for a six-month lock-up period after the IPO.
Such lock-up period will expire in April 2011 and, upon expiration of such lock-up period, those Shareholders
are free to transfer and trade their Shares. If a significant number of Shares are transferred and traded, such
transfer and trading may create certain selling pressure of our Shares and affect the prices of our Shares. In such
case, it may affect other investors’ interest in investing in the Notes and subsequently affect the prices and
liquidity of the Notes. The initial purchasers of the Notes have advised us that they currently intend to make a
market in the Notes. However, the initial purchasers are not obliged to do so, and they may discontinue any
market making activities at any time without notice. As a result, there is no assurance that an active trading
market will develop for the Notes. If no active trading market develops, you may not be able to resell your Notes
at a fair value, if at all.

Although we have received approval in-principle for the listing and quotation of the Notes on the
Official List of the SGX-ST, we cannot assure you that the Notes will become or remain listed, or that if listed, a
liquid market would develop. If we can no longer maintain the listing on the SGX-ST or it becomes unduly
burdensome to make or maintain such listing, we may cease to make or maintain such listing on the SGX-ST,
provided that we will use reasonable best efforts to obtain and maintain the listing of the Notes on another stock
exchange in accordance with the Indenture, although there can be no assurance that we will be able to do so.
Although no assurance is made as to the liquidity of the Notes as a result of listing on the SGX-ST or another
recognized listing in accordance with the Indenture, failure to be approved for listing or the delisting of the Notes
from the SGX-ST or another listing exchange in accordance with the Indenture may have a material adverse
effect on a holder’s ability to resell Notes in the secondary market.

The Company is a holding company and payments with respect to the Notes are structurally subordinated
to liabilities, contingent liabilities and obligations of the Company’s subsidiaries.

The Company is primarily a holding company that operates through its PRC subsidiaries. The Notes are
guaranteed by the Subsidiary Guarantors, which are also primarily holding companies that do not have
significant operations or assets. The Notes will not be guaranteed by any current or future PRC subsidiaries. As a
result, (i) the obligations of the Company under the Notes and the obligations of the Subsidiary Guarantors under
the Subsidiary Guarantees will be effectively subordinated to all existing and future obligations of the existing or
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future PRC subsidiaries and (ii) all claims of creditors of the existing or future PRC subsidiaries, such as trade
creditors and lenders, and rights of holders of preferred shares of such entities (if any) will have priority as to the
assets of such entities over the claims of the Company or the claims of the Subsidiary Guarantors and those of the
Company’s creditors or the creditors of the Subsidiary Guarantors, including the holders of the Notes. The
Company and its subsidiaries may incur significant additional secured or unsecured indebtedness in the future
subject to the terms of the Notes. The secured creditors of the Company or those of any Subsidiary Guarantor
would have priority as to the assets of the Company or those of the Subsidiary Guarantors securing the related
obligations over claims of the holders of the Notes in relation to the Notes. As of 31 December 2010, the
Company’s PRC subsidiaries had indebtedness to third parties and related parties in an aggregate amount of
approximately HKD1,013.3 million and capital commitments of HKD540.8 million.

Because our PRC subsidiaries may only pay dividends after completion of a financial year, we may not
have sufficient funds available to pay amounts due under the Notes.

We currently conduct, and expect to continue to conduct, our operations through our PRC subsidiaries.
Our PRC subsidiaries usually declare and distribute dividends after completion of a financial year. As a result,
we can give no assurance that our PRC subsidiaries will be able to make dividend payments in time to allow us to
make interest and principal payments due and payable under the Notes.

We may incur substantial indebtedness in the future, which could adversely affect our financial health and
our ability to generate sufficient cash to satisfy our outstanding and future debt obligations.

Subject to the Indenture, we may from time to time incur substantial indebtedness and contingent
liabilities. If we or our subsidiaries incur a substantial amount of debt, this could have important consequences to
you. For example, it could:

e limit our ability to satisfy our obligations under the Notes;
* increase our vulnerability to adverse general economic and industry conditions;

e require us to dedicate a substantial portion of our cash flow from operations to servicing and repaying
our indebtedness, thereby reducing the availability of our cash flow to fund working capital, capital
expenditures and for other general corporate purposes;

e limit our flexibility in planning for or reacting to changes in our businesses and the industry in which
we operate;

* place us at a competitive disadvantage compared to our competitors that have less debt;

e limit, along with the financial and other restrictive covenants of our indebtedness, among other things,
our ability to borrow additional funds; and

e increase the cost of additional financing.

Our ability to generate sufficient cash to satisfy our outstanding and future debt obligations will depend
upon our future operating performance, which will be affected by prevailing economic conditions and financial,
business and other factors, many of which are beyond our control. There is no assurance that we will be able to
generate sufficient cash flow to service the Notes or any other indebtedness. If we are unable to service our
indebtedness, we will be forced to adopt an alternative strategy that may include actions such as reducing or
delaying capital expenditures, selling assets, restructuring or refinancing our indebtedness or seeking equity
capital. These strategies may not be instituted on satisfactory terms, if at all.

In addition, the terms of the Indenture prohibit us from incurring additional indebtedness unless (i) we
are able to satisfy certain financial ratios or (ii) we are able to incur such additional indebtedness pursuant to any
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of the exceptions to the covenant requirements, and meet any other applicable restrictions. Our ability to meet
our financial ratios may be affected by events beyond our control. We cannot assure you that we will be able to
meet these ratios. Such restrictions in the Indenture may negatively affect our ability to react to changes in
market conditions, take advantage of business opportunities we believe to be desirable, obtain future financing,
fund required capital expenditures, or withstand a continuing or future downturn in our business or the general
economy. Any of these factors could materially and adversely affect our ability to satisfy our obligations under
the Notes and other debt.

Under PRC regulations, we may not be able to transfer to our PRC subsidiaries proceeds from this
offering in the form of a loan, which could impair our ability to make timely payments of interest, or even
principal, under the Notes.

According to the existing PRC rules and regulations relating to supervision of foreign debt, loans by
foreign companies to their subsidiaries in the PRC, such as our PRC subsidiaries established as foreign-invested
enterprises in the PRC, are considered foreign debt, and such loans must be registered with the relevant local
branches of SAFE. Such rules and regulations also provide that the total outstanding amount of such foreign debt
borrowed by any foreign invested enterprise may not exceed the difference between its total investment and its
registered capital, each as approved by the relevant PRC authorities. Without having the flexibility to transfer
funds to our PRC subsidiaries as loans, we cannot assure you that the dividend payments from our PRC
subsidiaries will be available on each interest payment date to pay the interest due and payable under the Notes,
or on the maturity date to pay the principal of the outstanding Notes.

We may not be able to repurchase the notes upon a change of control triggering event.

We must offer to purchase the Notes upon the occurrence of a Change of Control Triggering Event, at a
purchase price equal to 101% of the principal amount plus accrued and unpaid interest. See the section entitled
“Description of the Notes™.

The source of funds for any such purchase would be our available cash or third-party financing.
However, we may not have sufficient available funds at the time of the occurrence of any Change of Control
Triggering Event to make purchases of outstanding Notes. Our failure to make the offer to purchase or to
purchase the outstanding Notes would constitute an Event of Default under the Notes. The Event of Default may,
in turn, constitute an event of default under other indebtedness, any of which could cause the related debt to be
accelerated after any applicable notice or grace periods. If our other debt were to be accelerated, we may not have
sufficient funds to purchase the Notes and repay the debt.

In addition, the definition of Change of Control Triggering Event for purposes of the Indenture does not
necessarily afford protection for the holders of the Notes in the event of some highly leveraged transactions,
including certain acquisitions, mergers, refinancings, restructurings or other recapitalizations. These types of
transactions could, however, increase our indebtedness or otherwise affect our capital structure or credit ratings.
The definition of Change of Control Triggering Event for purposes of the Indenture also includes a phrase
relating to the sale of “all or substantially all” of our assets. Although there is a limited body of case law
interpreting the phrase “substantially all,” there is no precise established definition under applicable law.
Accordingly, our obligation to make an offer to purchase the Notes and the ability of a holder of the Notes to
require us to purchase its Notes pursuant to the offer as a result of a highly leveraged transaction or a sale of less
than all of our assets may be uncertain.
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If we are unable to comply with the restrictions and covenants in our debt agreements or the Indenture,
there could be a default under the terms of these agreements or the Indenture, which could cause
repayment of our debt to be accelerated.

The Indenture includes a number of significant restrictive covenants. These covenants restrict, among
other things, our ability to:

e incur or guarantee additional indebtedness and issue disqualified or preferred stock;
* declare dividends on capital stock or purchase or redeem capital stock;

¢ make investments or other specified restricted payments;

e issue or sell capital stock of Restricted Subsidiaries;

 guarantee indebtedness of Restricted Subsidiaries;

o sell assets;

e create liens;

* enter into sale and leaseback transactions;

e engage in any business other than permitted business;

e enter into agreements that restrict the Restricted Subsidiaries’ ability to pay dividends, transfer assets
or make intercompany loans;

e enter into transactions with shareholders or affiliates; and
* effect a consolidation or merger.

If we are unable to comply with the restrictions and covenants in the Indenture or our current or future
debt obligations and other agreements, there could be a default under the terms of these agreements. In the event
of a default under these agreements, the holders of the debt could terminate their commitments to lend to us,
accelerate repayment of the debt and declare all outstanding amounts due and payable or terminate the
agreements, as the case may be. In addition, covenants could limit our ability to plan for or react to market
conditions or to meet capital needs. The ability of the Company and the Restricted Subsidiaries to comply with
these covenants may be affected by events beyond their control, and the Company and the Restricted Subsidiaries
may have to curtail some of their operations and growth plans to maintain compliance. Furthermore, the
Indenture contains cross-acceleration or cross-default provisions. As a result, our default under a debt agreement
may cause the acceleration of repayment of not only such debt but also other debt, including the Notes, or result
in a default under our other debt agreements, including the Indenture. If any of these events occur, we cannot
assure you that our assets and cash flow would be sufficient to repay in full all of our indebtedness, or that we
would be able to find alternative financing. Even if we could obtain alternative financing, we cannot assure you
that it would be on terms that are favorable or acceptable to us.

The liquidity and price of the notes following the offering may be volatile.

The price and trading volume of the Notes may be highly volatile. Factors such as variations in our
revenues, earnings and cash flows and proposals of new investments, strategic alliances and/or acquisitions,
interest rates and fluctuations in prices for comparable companies could cause the price of the Notes to change.
Any such developments may result in large and sudden changes in the volume and price at which the Notes will
trade. We cannot assure you that these developments will not occur in the future.
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The ratings assigned to the notes may be lowered or withdrawn in the future.

The Notes are expected to be assigned a rating of “BB-" by Standard and Poor’s Rating Services, “BB”
by Fitch Ratings and “B1” by Moody’s Investor Service. The ratings reflect the opinions of the rating agencies
regarding our ability to perform our obligations under the terms of the Notes and credit risks in determining the
likelihood that payments will be made when due under the Notes. A rating is not a recommendation to buy, sell
or hold securities and may be subject to revision, suspension or withdrawal at any time. No assurances can be
given that a rating will remain for any given period of time or that a rating will not be lowered or withdrawn
entirely by the relevant rating agency if in its judgment circumstances in the future so warrant. We have no
obligation to inform holders of the Notes of any such revision, downgrade or withdrawal. A suspension,
reduction or withdrawal at any time of the rating assigned to the Notes may adversely affect the market price of
the Notes.

Certain facts and statistics contained in this Offering Memorandum have come from official government
sources or other industry publications, the reliability of which cannot be assumed or assured.

Certain facts and statistics in this Offering Memorandum related to the PRC, its economy and the
industries in which we operate are derived directly or indirectly from official government sources generally
believed to be reliable. While we have taken reasonable care to reproduce such information, we cannot guarantee
the quality and reliability of such source material. These facts and statistics have not been independently verified
by us, the initial purchasers or any of our or their respective affiliates or advisors or any other parties involved in
this offering of the Notes and, therefore, we make no representation as to the accuracy of such facts and statistics,
which may not be consistent with other information compiled within or outside the PRC and may not be
complete or up-to-date. Due to possibly flawed or ineffective collection methods or discrepancies between
published information and market practice, the facts and statistics in this Offering Memorandum may be
inaccurate and the statistics may not be comparable to statistics produced for other economies. Further, there can
be no assurance that they are stated or compiled on the same basis or with the same degree or accuracy as may be
the case elsewhere. In all cases, investors should give consideration as to how much weight or importance they
should attach to or place on all such facts and statistics.

We will follow the applicable corporate disclosure standards for debt securities listed on the SGX-ST,
which standards may be different from those applicable to companies in certain other countries.

We will be subject to reporting obligations in respect of the Notes to be listed on the SGX-ST. The
disclosure standards imposed by the SGX-ST may be different than those imposed by securities exchanges in
other countries or regions such as the US or Hong Kong. As a result, the level of information that is available
may not correspond to what investors in the Notes are accustomed.

You may experience difficulties in effecting service of legal process, enforcing foreign judgments or
bringing original actions in the PRC based on US or other foreign laws against us or our management.

We conduct most part of our operations in the PRC and most part of our assets are located in the PRC.
In addition, all of our Directors and executive officers reside within the PRC or Hong Kong. As a result, it may
not be possible to effect service of process within the United States or elsewhere outside the PRC upon us or
some of our directors and senior executive officers, including with respect to matters arising under US federal
securities laws or applicable state securities laws.

The PRC does not have treaties with the United States or many other countries providing for the
reciprocal recognition and enforcement of judgment of courts. In addition, there is doubt as to (i) whether a
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judgment of a United States court based solely upon the civil liability provisions of the United States federal
securities laws would be enforceable in the BVI against us or our directors and officer; and (ii) whether an
original action could be brought in the BVI against us or our directors and officers to enforce liabilities based
solely upon the United States federal securities laws. Therefore, it may be difficult for you to enforce judgments
obtained in United States courts against us or our directors and officers based upon the civil liability provisions
of the United States federal securities regulations.

Your rights as a creditor may not be the same under the insolvency laws in the BVI, Hong Kong,
Singapore or Australia as under US or other insolvency laws.

We are incorporated under the laws of the BVI. The insolvency laws of the BVI are likely to differ from
those of the United States or another jurisdiction with which you may be familiar. In the event that we experience
financial difficulty, it is not possible to predict with certainty the outcome of insolvency or similar proceedings.
In addition, the Subsidiary Guarantors are incorporated in the BVI, Hong Kong, Singapore or Australia and the
insolvency laws of these jurisdictions may also differ from the laws of the United States or other jurisdictions
with which the holders of the Notes are familiar.

You may be unable to recover in civil proceedings for US securities laws violations.

We are a company with limited liability incorporated under BVI law, and substantially all of our assets
are located outside the United States. In addition, a majority of our directors and executive officers reside outside
the United States, and a substantial portion of their assets is located outside of the United States. As a result, it
may be difficult for you to effect service of process within the United States upon our directors or executive
officers, or enforce judgments obtained in the United States courts against our directors or executive officers.

Our counsel as to BVI Law, has advised that that the United States and the BVI do not have a treaty
providing for reciprocal recognition and enforcement of judgments of courts of the United States in civil and
commercial matters and that a final judgment for the payment of money rendered by any general or state court in
the United States based on civil liability, whether or not predicated solely upon the US federal securities laws,
would not be automatically enforceable in the BVI. Our counsel has further advised us that a final and conclusive
judgment obtained in the federal or state courts of the United States under which a sum of money is payable as
compensatory damages (i.e., not being a sum claimed by a revenue authority for taxes or other charges of a
similar nature by a governmental authority, or in respect of a fine or penalty or multiple or punitive damages)
may be treated by the BVI courts as a cause of action in itself so that no retrial of the issues would be necessary
provided that (a) such federal or state courts of the United States had jurisdiction in the matter, (b) such judgment
was not obtained by fraud, (c) recognition or enforcement of the judgment in BVI would not be contrary to
public policy and (d) the proceedings pursuant to which the judgment was obtained were not contrary to natural
justice.

In addition, under federal bankruptcy law in the United States, courts typically have jurisdiction over a
debtor’s property, wherever located, including property situated in other countries. However, courts outside of
the United States may not recognize the United States bankruptcy court’s jurisdiction. Accordingly, difficulties
may arise in administering a United States bankruptcy case involving a BVI, Hong Kong, Australian or
Singaporean debtor with property located outside of the United States, and any orders or judgments obtained in
the United States may not be enforceable outside of the United States.

As a result, it may not be possible for investors to effect service of process within the United States
upon us or our respective directors and executive officers, to enforce any orders or judgments obtained in U.S.
courts predicated upon civil liability provisions of the US securities laws or the U.S. federal bankruptcy law. In
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addition, we cannot assure you that civil liabilities predicated upon the federal securities laws of the United
States will be enforceable in the BVI, Hong Kong, Singapore or Australia. See “Enforcement of Civil
Liabilities”.

Risks Related to the Subsidiary Guarantees and the Collateral
Certain of the initial Subsidiary Guarantors do not currently have significant operations.

None of the Company’s current PRC subsidiaries or Winsway Coking Coal Macao will provide a
Subsidiary Guarantee upon issuance of the Notes. Moreover, no future subsidiaries that may be organized under
the laws of the PRC will provide a Subsidiary Guarantee at any time in the future. As a result, the Notes will be
effectively subordinated to all the debt and other obligations, including contingent obligations and trade payables,
of such Non-Guarantor Subsidiaries. In addition, the Collateral will not include the capital stock of the
Company’s existing or future PRC subsidiaries or any subsidiary that is owned directly by a PRC subsidiary.

Certain of the initial Subsidiary Guarantors that will guarantee the Notes do not have significant
operations. The Company cannot assure you that the initial Subsidiary Guarantors or any subsidiaries that may
become Subsidiary Guarantors in the future would have the funds necessary to satisfy the Company’s financial
obligations under the Notes if the Company is unable to do so.

The Subsidiary Guarantees may be challenged under applicable insolvency or fraudulent transfer laws,
which could impair the enforceability of the Subsidiary Guarantees.

Under bankruptcy laws, fraudulent transfer laws, insolvency laws in the BVI or bankruptcy law,
fraudulent transfer laws, insolvency or unfair preference or similar laws in Hong Kong, Singapore, Australia or
other jurisdictions where future Subsidiary Guarantors may be established, a guarantee could be voided, or
claims in respect of a guarantee could be subordinated to all other debts of that guarantor if, among other things,
the guarantor, at the time it incurred the indebtedness evidenced by its guarantee, or when it gave its guarantee:

With respect to Subsidiary Guarantors incorporated in BVI:

i.  incurred such indebtedness with the intent to defraud creditors (whenever the transaction took place,
and irrespective of insolvency);

ii. put the beneficiary of the guarantee in a position which, in the event of the Subsidiary Guarantor’s
insolvency, would be better than the position the beneficiary would have been in had the guarantee not
been given; or

iii. received no consideration, or received consideration in money or money’s worth that is significantly
less than the consideration supplied by the Subsidiary Guarantor.

In the case of (ii) and (iii), a guarantee would only be voidable if it was entered into at a time when the
Subsidiary Guarantor was insolvent, or if it became insolvent as a consequence of doing so. Insolvent in this
context under BVI law meant that the Subsidiary Guarantor is unable to pay its debts as they fall due or the value
of the Subsidiary Guarantor’s liabilities exceeds its assets. Additionally, a guarantee will only be vulnerable if it
is given within the 6 month period preceding the commencement of liquidation, or, if the guarantee and
beneficiary are connected entities, within two years.
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With respect to any Subsidiary Guarantor incorporated in other jurisdictions:

e incurred the debt with the intent to hinder, delay or defraud creditors or was influenced by a desire to
put the beneficiary of the guarantee in a position which, in the event of the guarantor’s insolvency,
would be better than the position the beneficiary would have been in had the guarantee not been given;

 received less than reasonably equivalent value or fair consideration for the incurrence of such
guarantee;

e was insolvent or rendered insolvent by reason of such incurrence of guarantee;

e was engaged in a business or transaction for which the guarantor’s remaining assets constituted
unreasonably small capital;

e intended to incur, or believed that it would incur, debts beyond its ability to pay such debts as they
mature;

* the giving of the guarantee was not for the benefit of the Subsidiary Guarantor; or

 a reasonable person in the position of the Subsidiary Guarantor would not have given the guarantee
having regard to all the circumstances.

The measure of insolvency for purposes of the foregoing will vary depending on the laws of the
jurisdiction which are being applied. Generally, however, a guarantor would be considered insolvent at a
particular time if it were unable to pay its debts as they fell due or if the sum of its debts was then greater than all
of its property at a fair valuation or if the present fair saleable value of its assets was then less than the amount
that would be required to pay its probable liabilities in respect of its existing debt as it became absolute and
matured. We cannot assure you that such limitation will be effective in preserving the enforceability of any of the
Subsidiary Guarantees. In addition, a guarantee may be subject to review under applicable insolvency or
fraudulent transfer laws in certain jurisdictions or subject to a lawsuit by or on behalf of creditors of the
guarantors. In such case, the analysis set forth above would generally apply, except that the guarantee could also
be subject to the claim that, since the guarantee was not incurred for the benefit of the guarantor, the obligations
of the guarantor thereunder were incurred for less than reasonably equivalent value or fair consideration, and, as
a result, such guarantee would be rendered void.

In addition, a guarantee may be subject to review under applicable insolvency or fraudulent transfer
laws in certain jurisdictions or subject to a lawsuit by or on behalf of creditors of the guarantors. In such case, the
analysis set forth above would generally apply, except that the guarantee could also be subject to the claim that,
since the guarantee was not incurred for the benefit of the guarantor, the obligations of the guarantor thereunder
were incurred for less than reasonably equivalent value or fair consideration.

In an attempt to limit the applicability of insolvency and fraudulent transfer laws in certain jurisdictions,
the obligations of the Subsidiary Guarantors under the Subsidiary Guarantees will be limited to the maximum
amount that can be guaranteed by the applicable Subsidiary Guarantor without rendering the guarantee, as it
relates to such Subsidiary Guarantor, voidable under such applicable insolvency or fraudulent transfer laws.

If a court voided a Subsidiary Guarantee, subordinated such guarantee to other indebtedness of the
Subsidiary Guarantor, or held the Subsidiary Guarantee unenforceable for any other reason, holders of the Notes
would cease to have a claim against that Subsidiary Guarantor based upon such guarantee, would be subject to
the prior payment of all liabilities (including trade payables) of such Subsidiary Guarantor, and would solely be
creditors of us and any Subsidiary Guarantor whose guarantee was not voided or held unenforceable. We cannot
assure you that, in such an event, after providing for all prior claims, there would be sufficient assets to satisfy
the claims of the holders of the Notes.
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The value of the Collateral will likely not be sufficient to satisfy the Company’s obligations under the
Notes.

The Collateral will consist only of the capital stock of the initial Subsidiary Guarantors. In addition, the
security interest in respect of certain Collateral may be released upon the disposition of such Collateral, and any
proceeds from such disposition may be applied, prior to repaying any amounts due under the Notes, to repay
other debt or to make investments in properties and assets that will not be pledged as additional Collateral.

The ability of the Collateral Agent, on behalf of the holders of the Notes, to foreclose on such Collateral
upon the occurrence of an Event of Default or otherwise will be subject in certain instances to perfection and
priority issues. Although procedures will be undertaken to support the validity and enforceability of the security
interests, the Company cannot assure you that the Collateral Agent or holders of the Notes will be able to enforce
the security interest.

The value of the Collateral in the event of a liquidation will depend upon market and economic
conditions, the availability of buyers and similar factors. No independent appraisals of any of the Collateral have
been prepared by or on behalf of the Company in connection with the Offering. Accordingly, the Company
cannot assure you that the proceeds of any sale of the Collateral following an acceleration of the Notes would be
sufficient to satisfy, or would not be substantially less than, amounts due and payable on the Notes. By their
nature, some or all of the Collateral, in particular, the capital stock of the existing or any future Subsidiary
Guarantor, may be illiquid and may have no readily ascertainable market value. Likewise, the Company cannot
assure you that the Collateral will be saleable or, if saleable, that there will not be substantial delays in its
liquidation.

The Indenture will permit, under certain circumstances, the Company and Restricted Subsidiaries to also
incur additional debt secured by the Collateral as long as it is equally and rateably secured with the Notes. If the
proceeds of the sale of the Collateral were insufficient to repay the amounts due under the Notes and any
additional secured debt, holders of the Notes would have only an unsecured claim against the remaining assets of
the Company and the remaining assets of the Subsidiary Guarantors.

Security over the Collateral will not be granted directly to the holders of the Notes, and the Collateral will
generally be shared with creditors under certain other financings.

Security over the Collateral for the obligations of the Company under the Notes and the Indenture will
not be granted directly to the holders of the Notes but will be granted only in favor of the Collateral Agent on
behalf of the Trustee. As a consequence, holders of the Notes will not have direct security and will not be entitled
to take enforcement action in respect of the security for the Notes, except through the Collateral Agent, which
has agreed to apply any proceeds of enforcement on such security towards such obligations. The Indenture also
permits us to enter into certain future financings, and creditors under those future financings may share the
Collateral pari passu with the holders of the Notes. See “Description of the Notes—Security— Permitted Pari
Passu Secured Indebtedness” for a further discussion of the sharing of the Collateral with future financings. If
creditors under future financings opt to share the Collateral under the Intercreditor Agreement, a smaller portion
of the proceeds from the Collateral will be available to satisfy the claims of the holders of the Notes, which could
have a material adverse effect on their ability to recover sufficient proceeds to satisfy their claims under the
Notes.

Any Intercreditor Agreement entered into pursuant to the Indenture may limit the rights of the holders of
the Notes to enforce the Collateral

The Indenture contemplates entry into an Intercreditor Agreement by the Company, the Subsidiary
Guarantor Pledgors, the Collateral Agent, the Trustee and holders (or their representative or agent) of any
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Permitted Pari Passu Secured Indebtedness upon the incurrence of any Permitted Pari Passu Secured
Indebtedness after the Notes are issued. The ability of holders of the Notes to enforce the Collateral will be
restricted under the Intercreditor Agreement, as only the Collateral Agent will be permitted to take enforcement
actions. If an event of default occurs under the Notes, the holders of the Notes holding 25% of the outstanding
amount of the Notes and holders (or their representative or agent) of any Permitted Pari Passu Secured
Indebtedness must decide whether to take any enforcement action and thereafter, may instruct the Collateral
Agent to take such enforcement action. Enforcement actions may be taken in respect of the Collateral that may
be adverse to you. In the event that there is any disagreement or conflict among instructions from the secured
parties, the instruction from holders of a majority of the outstanding principal amount of indebtedness secured by
the Collateral will prevail or if no such instruction is given to the Collateral Agent, the Collateral Agent may in
its discretion refuse to take any action, either of which may be inconsistent with the instruction from the Trustee
or in your interest. In such event, the only remedy available to holders of the Notes would be to sue for payment
on the Notes, the Subsidiary Guarantees and the Collateral. For a description on the Intercreditor Agreement, see
“Description of the Notes— Security—Intercreditor Agreement”.

The pledge of certain Collateral may in some circumstances be voidable.

The pledge of the Collateral may be voidable as a preference under insolvency or fraudulent transfer or
similar laws of Hong Kong, Australia and the British Virgin Islands at any time within six months of the creation
of the pledge or, under some circumstances, within a longer period. Pledges of shares of future Subsidiary
Guarantors may also be voidable as a preference under relevant insolvency or fraudulent transfer or similar laws.
In addition, the pledge of certain Collateral may be voided based on the analysis set forth under “Risk Factors—
Risks Related to the Subsidiary Guarantees and the Collateral—The Subsidiary Guarantees may be challenged
under applicable insolvency or fraudulent transfer laws, which could impair the enforceability of the Subsidiary
Guarantees”.

If the pledges of the Collateral were to be voided for any reason, holders of the Notes would have only
an unsecured claim against us.
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USE OF PROCEEDS

We estimate that the net proceeds from the offering, after deducting the underwriting discount and
commission and other estimated expense payable in connection with the offering, will be approximately
USD488.0 million, which we presently plan to use as follows:

(1) approximately 60% of the net proceeds to finance our investments in our subsidiaries, joint ventures
and/or in entities which may not be Restricted Subsidiaries to purchase rolling stock and other
transportation-related vehicles and invest in railway-related infrastructure for the purpose of increasing
our transportation capacity. Please refer to sections headed “Summary—Our Business Strategies—
Further securing Chinese domestic railway track capacity by becoming a strategic partner with Chinese
railway bureau to invest in rail cars, railways and railway-related infrastructure”, “Risk Factors—Risks
Related to Our Business and Our Industry” and “Our Business—Transportation—Investment in rolling
stock and other transportation-related vehicles” in this Offering Memorandum for more details;

(2) approximately 25% of the net proceeds to finance investments in upstream resources through new
acquisitions and/or joint venture projects (which in each case may involve investments in entities which
are not Restricted Subsidiaries) and otherwise to secure upstream resources; and

(3) approximately 15% of the net proceeds for working capital and our other general corporate purposes.

We may adjust the forgoing plans in response to changing market conditions, circumstances such as a
failure to obtain requisite approvals, changes in government policies and other factors and, in these situations, we
may reallocate the use of proceeds. Pending application of the net proceeds of the Offering, we intend to invest
such net proceeds in “Temporary Cash Investments” as defined under “Description of the Notes”.
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EXCHANGE RATE INFORMATION
China

The PBOC sets and publishes daily a base exchange rate with reference primarily to the supply of and
demand for Renminbi against a basket of currencies in the market during the prior day. The PBOC also takes into
account other factors, such as the general conditions existing in the international foreign exchange markets. Since
1994, the conversion of Renminbi into foreign currencies, including Hong Kong dollars and US dollars, has been
based on rates set by the PBOC, which are set daily based on the previous day’s interbank foreign exchange
market rates and current exchange rates in the world financial markets. From 1994 to 20 July 2005, the official
exchange rate for the conversion of Renminbi to US dollars was generally stable. Although Chinese
governmental policies were introduced in 1996 to reduce restrictions on the convertibility of Renminbi into
foreign currency for current account items, conversion of Renminbi into foreign exchange for capital items, such
as foreign direct investment, loans or securities, requires the approval of the State Administration for Foreign
Exchange and other relevant authorities. On 21 July 2005, the PRC government introduced a managed floating
exchange rate system to allow the value of the Renminbi to fluctuate within a regulated band based on market
supply and demand and by reference to a basket of currencies. On the same day, the value of the Renminbi
appreciated by 2.0% against the US dollar. Since then, the PRC Government has made and may make further
adjustments to the exchange rate system in the future. The PBOC announces the closing price of a foreign
currency traded against the Renminbi in the inter-bank foreign exchange market after the closing of the market
on each working day, and makes it the central parity for the trading against the Renminbi on the following
working day.

The following table sets forth (1) the Noon Buying Rate for US dollars in New York City for cable
transfers payable in Renminbi for and as of the period ends indicated through 31 December 2010 and (2) the
Noon Buying Rate set forth in the H.10 statistical release of the Federal Reserve Board for and as of the period
ends indicated from and after 1 January 2011:

Noon Buying Rate
Period Period end Average® Low High
(RMB per US$1.00)
2004 . o e e 8.2765 8.2768 8.2764 8.2774
200 o e e 8.0702 8.1940 8.0702 8.2765
2000 ot e e 7.8041 7.9723 7.8041 8.0702
2007 o et e e 7.2946 7.6058 7.2946 7.8127
2008 . e e 6.8225 6.9477 6.7800 7.2946
2000 L e e 6.8259 6.8295 6.8176 6.8470
2000 ot e e 6.6000 6.7696 6.6000 6.8330
2011
JanUary ... e 6.6017 6.5964 6.5809 6.6364
February ... ... 6.5749 6.5764 6.5520 6.5965
March (through 18th) ... .. . 6.5689 6.5690 6.5540 6.5743
Note:

(1) Annual averages have been calculated from month-end rates. Monthly averages have been calculated using the average of the daily rates during the
relevant period.

Hong Kong

Under existing Hong Kong law, there are no foreign exchange controls or other laws, decrees or
regulations that affect the remittance of dividend payments to US residents and there are no limitations on the
rights of non-residents or foreign owners to hold the Notes offered in the Offering. The Basic Law of the Hong
Kong Special Administrative Region of the People’s Republic of China (the “Basic Law”), which came into
effect on 1 July 1997, provides that no foreign exchange control policies shall be applied in Hong Kong.
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The Hong Kong dollar is freely convertible into other currencies, including the US dollar. Since
17 October 1983, the Hong Kong dollar has been pegged to the US dollar at the rate of HK$7.80 to US$1.00. The
central element in the arrangements which gave effect to the peg is that by agreement between the Hong Kong
government and the three Hong Kong banknote issuing banks (i.e., The Hong Kong and Shanghai Banking
Corporation Limited, Standard Chartered Bank and the Bank of China), certificates of indebtedness, which are
issued by the Hong Kong Government Exchange Fund to the banknote issuing banks to be held as cover for their
banknote issues, are issued and redeemed only against payment in US dollars, at the fixed exchange rate of
HK$7.80 to US$1.00. When the banknotes are withdrawn from circulation, the banknote issuing banks surrender
the certificates of indebtedness to the Hong Kong Government Exchange Fund and are paid the equivalent US
dollars at the fixed rate.

The market exchange rate of the HK dollar against the US dollar continues to be determined by the
forces of supply and demand in the foreign exchange market. However, against the background of the fixed rate
which applies to the issue of the Hong Kong currency in the form of banknotes, as described above, the market
exchange rate has not deviated materially from the level of HK$7.80 to US$1.00 since the peg was first
established. The Hong Kong government has stated its intention to maintain the link at that rate, and it, acting
through the Hong Kong Monetary Authority, has a number of means by which it may act to maintain exchange
rate stability. Under the Basic Law, the HK dollar will continue to circulate and remain freely convertible. The
Hong Kong government has also stated that it has no intention of imposing exchange controls in Hong Kong and
that the HK dollar will remain freely convertible into other currencies, including the US dollar. However, no
assurance can be given that the Hong Kong government will maintain the link at HK$7.80 to US$1.00, or at all.

The following table sets forth (1) the Noon Buying Rate for US dollars in New York City for cable
transfers payable in HK dollars for and as of the period ends indicated through 31 December 2010 and (2) the
noon buying rate as set forth in the H.10 statistical release of the Federal Reserve Board for and as of the period
ends indicated from and after 1 January 2011:

Noon Buying Rate
Period Period end Average® Low  High
(HKD per US$1.00)
2004 e 7.7723 7.7891 7.7632 7.8010
2005 e 7.7755 77775 7.7523  7.7999
2000 .. 7.7771 7.7681 7.7506 7.7928
2007 o e 7.7984 7.8016 7.7497 7.8289
2008 . 7.7499 7.7862 7.7497 7.8159
2000 7.7536 7.7513  7.7495 7.7618
2000 7.7810 7.7687 7.7501 7.8040
2011
January . ... e 7.7926 7.7803 7.7683 7.7978
February ..... ... .. 7.7933 7.7896  7.71823  7.7957
March (through 18th) . ....... ... .. . 7.7999 7.7912  7.7858 7.8012
Note:

(1) Annual averages have been calculated from month-end rates. Monthly averages have been calculated using the average of the daily rates during the
relevant period.
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CAPITALIZATION

The following table sets forth our consolidated borrowings and capitalization as of 31 December 2010:

¢ on an actual basis; and

e as adjusted to give effect to the issuance of the Notes.

This table should be read in conjunction with “Use of Proceeds,” the “Selected Consolidated Financial
Data,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the
consolidated financial statements and related notes included elsewhere in this Offering Memorandum. Except as
otherwise disclosed in this Offering Memorandum, there has been no material adverse change in our

capitalization since 31 December 2010.

As of 31 December 2010
Actual As adjusted
HKD USD HKD USD
(in millions)
Short-term borrowings® ) )
Secured borrowings repayable withinoneyear . .................... 1,010.1 129.8 1,010.1 129.8
Unsecured borrowings repayable withinoneyear . . ................. -
Total short-term bOrrowings . . ... ... ... iueiiuen i 1,010.1 129.8 1,010.1 129.8
Long-term borrowings® @
Secured . ... 62.6 8.0 62.6 8.0
UNSECUTEA .+ v v v e e e e e e e e e e e e e e e e e e - - - -
Notes offered hereby™ . ... ... . e - - 3,890.5 500.0
Total long-term borrowings .. ........ ..ot 62.6 8.0 3,953.1 508.0
Total BOITOWINGS . . . ¢ v oottt e e e e e e e e e 1,072.7 137.8 4,963.2 637.8
Capital and reserves
Total share capital and reserves attributable to our shareholders ... ... .. 6,468.8 831.4 6,468.8 831.4
Total capitalization® . . . ... . ... 6,531.4 8394 104219 1,3394

(1) Short-term borrowings include the current portion of long-term bank borrowings.
(2) Long-term borrowings exclude the current portion of long-term bank borrowings.

(3) Our borrowings do not include any accrual for contracted capital commitments, which was approximately HKD 540.8 million as of 31 December

2010.

(4) The aggregate principal amount of the Notes to be issued has not taken into account the effect of transaction costs and expenses.
(5) Total capitalization represents total non-current borrowings plus total share capital and reserves attributable to our shareholders.

61



SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA

The selected consolidated financial data (other than US dollar amounts, which are provided for
convenience only) as of and for the years ended 31 December 2008, 2009 and 2010 has been derived from our
consolidated financial statements that have been audited by KPMG.

Selected Consolidated Income Statement Information

Year ended 31 December
2008 2009 2010 2010
HKD ’000 HKD’000 HKD’000 USD ’000

Continuing operations

TUrnover . .......... ...ttt ittt 1,113,858 5,283,216 9,271,665 1,191,578
Costofsales .............. it (619,786) (4,322,158) (7,154,115) (919,434)
Gross profit ... ..ot e 494,072 961,058 2,117,550 272,144
OtherreVenuUe . ... v ittt ettt ettt e i ene e n 6,913 8,902 25,972 3,338
Distributing costS ... ..ottt (122,825) (268,945) (471,487)  (60,595)
Administrative eXpenses . . . .. vvvvv v v it (69,817)  (103,974) (358,533) (46,078)
Other operating exXpenses, Nt . .. ... ...ovevuueennennn.. (11,224) (730) (11,166) (1,435)
Profit from operating activities ..................... 297,119 596,311 1,302,336 167,374
Finance InCome . . ..ot i ittt e ettt et 5,023 7,041 65,825 8,460
Finance costs . .....oi ittt (3,734) (42,034)  (179,928)  (23,124)
Net finance income/(COStS) ... v v vttt it i 1,289 (34,993) (114,103) (14,664)
Share of losses of jointly controlled entity ............... - - (8,080) (1,039)
Profit before taxation ............................. 298,408 561,318 1,180,153 151,671
Income taxX . ...ttt e e 11,927 (70,367)  (251,390)  (32,308)
Profit from continuing operations ................... 310,335 490,951 928,763 119,363
Profit attributable to:

Equity shareholders of our Company . .................. 274,228 515,255 928,826 119,371
Non-controlling interests . . . .. ... v v v i i (1,048) - (63) (8)
Profit for theyear: ............... ... ... ... .... 273,180 515,255 928,763 119,363
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Selected Consolidated Statement of Financial Position Information

As at 31 December
2008 2009 2010 2010
HKD 000 HKD ’000 HKD ’000 USD ’000

ASSETS

CUITENt ASSELS .+« v v vt vt ettt e ettt i e aaeeeee s 1,173,872 3,950,515 7,661,921 984,696
Non-current assetS . . ... v vt vttt ettt 424210 547,797 1,461,099 187,778
Total assets . ............. i, 1,598,082 4,498,312 9,123,020 1,172,474
LIABILITIES

Current liabilities . . . . ..t 989,490 3,354,203 2,418,185 310,781
Non-current liabilities .. ... .ot ittt e et 2,148 - 159,966 20,559
Total liabilities . . .. ....... ... ... . ... 991,638 3,354,203 2,578,151 331,340
Totalequity . .......... ... i 606,444 1,144,109 6,544,869 841,134
Total liabilities and equity . .......................... 1,598,082 4,498,312 9,123,020 1,172,475

Selected Cash Flow Information

For the year ended 31 December

2008 2009 2010 2010

HKD 000 HKD’000 HKD 000 USD ’000

Net Cash generated from/(used in) operating activities ......... 141,870 (352,623) 47,392 6,091
Net Cash used in investing activities . ...................... (585,425) (647,260) (1,056,369) (135,763)
Net Cash generated from financing activities .. ............... 511,495 1,164,500 3,568,917 458,671

Unaudited Other Financial Data

For the year ended 31 December

2008 2009 2010 2010

HKD HKD HKD USD

(in thousands, except for percentages and ratios)

EBIT DA e 287,674 682,678 1,352,861 173,867
EBITDA margin® ... ... .. et ie e e 25.8% 12.9% 14.6%
Total debt/EBITDA®) . ... . e e 2.4x 2.3x 0.8x
EBITDA/Gross interest expense® .. ...........ccuvuiuenn... 11.0x 13.6x 7.5x

(1 EBITDA for any period consists of profit for the year before net finance costs, amortization of intangible assets, amortization of lease prepayments,
income tax expense and depreciation. We have included EBITDA data because such data is commonly used by investors to measure a company's
ability to service debt. EBITDA is not, and should not be used as, an indicator or alternative to profit from operating activities, profit for the year or
cash flow as reflected in our consolidated financial statements, is not intended to represent funds available for debt service, dividends or other
discretionary uses, is not a measure of financial performance under IFRSs and should not be considered in isolation or as a substitute for measures of
performance prepared in accordance with IFRSs. Investors should not compare our EBITDA to EBITDA presented by other companies because not all
companies use the same definition. Investors should also note that the EBITDA as presented herein is calculated differently from Consolidated
EBITDA as defined and used in the Indenture governing the Notes. See “Description of the Notes—Definitions” for a description of the manner in
which Consolidated EBITDA is defined for purposes of the Indenture governing the Notes.

@ EBITDA margin is calculated by dividing EBITDA by turnover.

() Total debt consists of secured bank and other loans (both current and non-current).

@ Gross interest expense is calculated using the finance costs amounts in consolidated income statement. Finance costs in 2010 included interest
expense of HKD100.6 million resulting from the accounting treatment of the interest on liability component of Convertible Bonds and Preference
Shares. As at 31 December 2010, all the holders of the Convertible Bonds and Preference Shares had exercised their respective conversion right under
the Convertible Bonds or Preference Shares and the conversion took place on 24 September 2010.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

You should read the following discussion and analysis in conjunction with our consolidated financial
statements for the three years ended 31 December 2010 ( “Financial Information”) prepared in conformity with
IFRSs, which may differ in certain material aspects from generally accepted accounting principles in other
Jurisdictions, together with the accompanying notes, set forth in the audited consolidated financial statements
included in this Offering Memorandum. You should read the whole of the audited consolidated financial
statements included in this Offering Memorandum and not rely merely on the information contained in this
section.

The following discussion contains certain forward-looking statements that involve risks and
uncertainties. Our actual results reported in future periods could differ materially from those discussed below.
Factors that could cause or contribute to such differences include those discussed in the sections headed “Risk
Factors” and “Business” and elsewhere in this Offering Memorandum.

For the purpose of this section, unless the context otherwise requires, references to 2008, 2009 and
2010 refer to our financial year ended 31 December of such year. Unless the context otherwise requires,
financial information described in this section is described on a consolidated basis.

Overview

We are an integrated supplier of imported coking coal to China and provide services to our suppliers and
customers through our integrated platform comprising logistics parks, coal processing plants, and road and
railway transportation capacities. In 2010, we procured approximately 9.6 mt of coal produced outside China and
we believe we have established ourselves as one of the leading suppliers in China of imported coking coal.

We procured approximately 1.3 mt, 3.8 mt and 6.5 mt of Mongolian coal in 2008, 2009 and 2010,
respectively. We believe our procurement represented a significant portion of Mongolian coal exported into
China during such period, and we are a leading offtaker of Mongolian coal.

We believe we are one of the pioneers in the large-scale transportation of Mongolian coking coal into
China, and also one of the few companies which have made substantial investments in logistics and
transportation infrastructure at several key Sino-Mongolian border crossings and have access to a transportation
network through arrangements with third parties on both sides of the border. We also believe we are one of the
few companies which have built an integrated coking coal supply business model to supply Mongolian coking
coal into China, which is distinguishable through the considerable scale and profitability we have achieved.

The following table sets out our turnover and profit attributable to equity shareholders of our Company
for each of 2008, 2009 and 2010, respectively.

Years ended 31 December

2008 2009 2010 2010

HKD’000 HKD’000 HKD’000 USD’000

TUMNOVEL . . ettt e e e e e et 1,113,858 5,283,216 9,271,665 1,191,578
Gross profit . . ..o v i e 494,072 961,058 2,117,550 272,144
Profit attributable to equity shareholders of our Company . ... 274,228 515,255 928,826 119,371

We have financed our operations primarily through contributions from Shareholders, advances from our
Shareholders and other related parties, bank and other loans, proceeds from the issuance of the Convertible
Bonds and the Preference Shares as well as the IPO and internally generated cash flow. We typically follow a
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financing model under which our start-up cost is mainly financed by contributions and advances from our
Shareholders and investors. Our general working capital is mainly financed through bank facilities, trade credits
and internally generated cash flow.

e Contributions from Shareholders. We have relied to a certain extent on capital contributions from
our Shareholders to finance our start-up cost and other costs in respect of infrastructure and our
facilities, such as coal processing plants and logistics parks.

* Advances from Shareholders and other related parties. In the past, we have also relied to a certain
extent on advances from our Shareholders and other related parties to finance our capital expenditure
and expansion plans. Such advances were accounted as amounts due to related parties in our
consolidated statement of financial position. We confirm that all outstanding balances with Shareholders
and other related parties were settled in 2010.

* Bank and other loans. As at 31 December 2010, we had total bank and other borrowings of
HKD1,072.7 million. We have obtained bank facilities and trade credits and general bank and other
borrowings to finance our operation. As at 31 December 2010, our bank and other loans are secured by
our fixed deposits placed in banks with an aggregate carrying value of HKD261.6 million, HKD182.7
million of coking coal inventories with an aggregate carrying value and pledged trade and bills
receivables with an aggregate carrying value of HKD575.5 million. We usually repay such borrowings
using new bank and other borrowings and internally generated cash flow. For further details please refer
to the section headed “Description of other material indebtedness” in this Offering Memorandum.

e Proceeds from the issuance of the Convertible Bonds and the Preference Shares. With a view to
obtaining additional capital to fund our operations, infrastructure and coal processing facilities
construction, we and the Controlling Shareholders entered into a subscription agreements with a number
of investors, namely HOPU, China Minmetals Corporation, Silver Grant and ITOCHU, in March and
April 2010, pursuant to which the investors agreed to subscribe for the Convertible Bonds and the
Preference Shares amounting to an aggregate of US$120.0 million. For further details please refer to the
sections 24 and 25 of the audited consolidated financial statements included as Appendix 1 to this
Offering Memorandum.

¢ Proceeds from the IPO. The Company issued 990,000,000 Shares at the IPO and, after deducting the
underwriters’ fees and commissions and related expenses, we received net proceeds of approximately
HKD3.55 billion from the IPO. We have used part of the proceeds to fund some of our new projects and
the acquisition of 50% equity interest in Peabody-Winsway JV and we plan to further use the proceeds
to fund our investment in new infrastructure, including logistic parks, railway logistic centres, docking
facilitates, railways and coal processing facilities, our acquisition of upstream coal resources and our
working capital.

 Internally generated cash flow. In addition to the financing mentioned above, our daily operations
are also funded by our internally generated cash flow. Our profit attributable to equity shareholders of
our Company was HKD274.2 million, HKD515.3 million and HKD928.8 million for each of 2008, 2009
and 2010, respectively.

We funded our expansion by using a combination of sources, including internally generated cash flow,
bank and other loans and proceeds from the IPO. As at 31 December 2010, our total contracted capital
commitment amounted to HKD540.8 million.
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Factors affecting our results of operations

Our business, results of operations and financial condition are affected by a number of factors, many of
which are beyond our control, including those set forth below.

Average selling price of our coking coal products

We derive most of our turnover from sales of coking coal. Coal and coal-related products are
commodity products, the price of which is subject to supply and demand dynamics and other factors. The coal
markets tend to be cyclical and, historically, the PRC coal and coal-related product markets have at times
experienced alternating periods of increased demand and resulting price increases, followed by periods of excess
supply and resulting price declines.

The average selling price of our coal products was approximately HKD1,179 per tonne in 2010. The
average selling prices of our coal products are affected by a number of factors including (i) global and domestic
macro economic cycles, (ii) overall supply of raw coal globally and domestically, (iii) overall demand for
cleaned and raw coking coal and overall domestic consumption in the PRC, (iv) overall demand of coking coal
and performance of downstream industries, such as the steel making industry, (v) demand of our coal products in
our target markets or geographical regions and (vi) product characteristics and specifications. The average selling
price of our Mongolian coal products is generally less sensitive to price volatility in the global markets than our
seaborne coal products. The pricing of our Mongolian coal products has generally tracked market prices of the
PRC domestic market, while the pricing of our seaborne coal products has a greater exposure to price volatility in
the global markets. Please refer to the section headed “Industry Overview” in this Offering Memorandum for
more detailed information on the global, the PRC and Mongolian coking coal market and the coal transportation
network and infrastructure.

In addition, by developing our own coal processing facilities and expanding our coal processing
capacity to produce cleaned coking coal, we have been able to provide a variety of coal products from both
Mongolia and the rest of the world, to suit our customers’ needs and specification requirements. As a result, we
are able to capture market price premium of cleaned coking coal.

Sales volume

The sales volume of our coking coal increased substantially during the period comprising the three years
ended 31 December 2010. The sales volume of our coal products is largely dependent upon the market demand
of our products and our ability to meet such demand.

In the three years ended 31 December 2008, 2009 and 2010, we sold an aggregate of approximately, 1.0
tonnes, 5.1 tonnes and 7.8 tonnes of coking coal, respectively. We have sourced raw coking coal primarily from
Mongolian miners and seaborne coal from other countries such as Australia, the US, Canada and Russia. We
have established long-term commercial relationships and have strategic cooperation arrangements in place with a
number of these suppliers and hence are able to secure our coal supplies at a reasonable price. Our strategy to
invest in upstream mining assets will also enable us to secure long-term and stable supply of coking coal in order
to meet the increasing demand of our customers. Our plan to expand our existing coal processing facilities and to
invest in new coal processing plants will also facilitate future growth in our cleaned coking coal production
capabilities and sales volume.

Our future growth in sales volume is also dependant on the throughput capacities at the Sino-Mongolian
border crossings and at various seaports, as well as our ability to secure sufficient freight capacity on railway and
road in a cost efficient manner to transport our coal products to target customers and markets. We have
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established long-term and exclusive relationship with Moveday in respect of transportation of coal in Mongolia
and established relationships with third party transportation companies for transportation of coal in the PRC and
have strategically invested, or planned to strategically invest, in railway logistics centres, railways and railway
loading stations in the PRC, which will enable us to transport coal from our suppliers and to our customers.
Currently, our seaborne coal is usually delivered to Jingtang port, Rizhao port and Caofeidian port, and we
expect to include Bayuquan port and Longkou port as part of our procurement platform for our seaborne coal.
Upon arrival at the relevant port our seaborne coal will be transported to our customers by road or rail, delivered
to our customers at the port, or processed in our facilities before being delivered to our customers, depending on
the needs of our customers. For further details on our transportation arrangements, please refer to the section
headed “Business—Transportation” in this Offering Memorandum.

Cost of sales

Cost of sales mainly include the cost of coal purchased from our suppliers, coal transportation cost, coal
processing costs, depreciation, amortization and maintenance costs of our motor vehicles, machinery, coal
processing facilities, logistics park and other infrastructure and other costs.

The following factors have affected and will continue to affect our cost of sales:
e fluctuation in the purchase cost of coal;

e increase in the cost incurred for transporting our coal from the Sino-Mongolian border to our
distribution points through road transportation;

e increase in the costs incurred for coal processing, such as staff costs and cost of water, electricity,
power and other utilities; and

e increase in depreciation, amortization and maintenance costs of our motor vehicles, machinery, coal
processing facilities, logistics park and other infrastructure, due to our additional capital expenditures
for the purpose of our business expansion.

Distribution costs

Another important factor that affects our results of operations is our distribution costs. Our distribution
costs consist primarily of railway and road transportation costs associated with delivering our coking coal
products and other coal related products to our customers. For 2008, 2009 and 2010, we recorded distribution
costs of HKD122.8 million, HKD268.9 million and HKD471.5 million, respectively. Road transportation
services have primarily been provided by third party transportation companies and our self-owned trucks. We
have developed long-term relationship with third party transportation companies, which will enable us to control
road transportation charges at a reasonable level. We also rely on the national railway to transport coal to our
coal processing plants and customers. The cost of railway transportation through the national railway is relatively
stable and tracked national railway prices. During the period comprising the three years ended 31 December
2010, we had not experienced any material transport capacity shortage or delay which affected the sales or
delivery of our products.

Our target sales region will also affect our total distribution costs as road and railway transportation
costs are charged by third party transportation companies and the national railway based on volume of coal and
the distance being transported. During the period comprising the three years ended 31 December 2010, the
increase in our distribution costs was principally due to the increase in our sales volume as well as the extension
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of our sales network from Inner Mongolia to cover other target markets in Hebei, Shanxi, Shandong and other
provinces in China’s eastern coastal region and southern China.

Our ability to expand our throughput capacities and to secure sufficient freight capacities on the national
railway to transport our coal products to target markets will also affect our ability to control and manage our
transportation costs. However, any future congestion in the railway system in the PRC or increases in railway
transportation unit prices or increases in the transportation costs charged by third party transportation companies
or any future restriction imposed by the PRC Government in granting relevant transportation licenses will
increase our distribution costs and could adversely affect our results of operations.

Anticipated capital expenditures

We had total contracted commitments for capital expenditures of HKD540.8 million as at 31 December
2010 to construct new infrastructure, including logistics parks with coal transportation and storage facilities and
coal processing facilities. We intend to fund the expected capital expenditure with internally generated cash flow,
bank and other loans and proceeds from the IPO. Such capital expenditure and its associated increases in
amortization and depreciation expenses will increase our cost of sales and could have a significant impact on our
future consolidated results of operations.

Critical accounting policies and estimates

The discussion and analysis of our financial condition and results of operations are based upon our
consolidated financial statements for 2008, 2009, and 2010, which have been prepared in accordance with IFRSs.
The measurement basis used in the preparation of the Financial Information is the historical cost basis. Our
reported financial condition and results of operations are sensitive to accounting methods and assumptions and
estimates that underlie the preparation of the Financial Information. For more information on the basis of
preparation of the Financial Information included herein, see section 2 of the audited consolidated financial
statements included as Appendix 1 to this Offering Memorandum.

Critical accounting policies
Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Provided it is probable
that the economic benefits will flow to our Group and the revenue and costs, if applicable, can be measured
reliably, revenue is recognized in profit or loss as follows:

Revenue associated with the sale of coal is recognized when the risks and rewards of ownership of the
goods have been passed to the customer. Revenue excludes value added tax and other sales taxes and is after
deduction of any trade discounts.

We recognize revenue when the goods are received and accepted at the point of delivery, which
generally takes place (i) for goods sold to our overseas customers, when title passes to our customer on shipment;
or (ii) for goods sold within the PRC, when the risks and rewards of ownership passes to our customers, which
takes place upon receipt of our coal products by our customer or when our coal products leave our warehouse
pursuant to relevant terms of the contract of sales.

Interest income is recognized as it accrues using the effective interest method.

Government grants are recognized when there is reasonable assurance that they will be received and that
our Group will comply with the conditions attaching to them. Grants that compensate our Group for expenses
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incurred are recognized as revenue in profit or loss on a systematic basis in the same periods in which the
expenses are incurred. Grants that compensate our Group for the cost of an asset are recognized in profit or loss
on a systematic basis over the useful life of the assets.

Inventories
Inventories are carried at the lower of cost and net realizable value.

Cost is calculated using the weighted average cost formula and comprises all costs of purchase, costs of
conversion and other costs incurred in bringing the inventories to their present location and condition.

Net realizable value is the estimated selling price in the ordinary course of business less the estimated
costs of completion and the estimated costs necessary to make the sale.

When inventories are sold, the carrying amount of those inventories is recognized as an expense in the
period in which the related revenue is recognized. The amount of any write-down of inventories to net realizable
value and all losses of inventories are recognized as an expense in the period the write-down or loss occurs. The
amount of any reversal of any write-down of inventories is recognized as a reduction in the amount of inventories
recognized as an expense in the period in which the reversal occurs.

Property, plant and equipment

Property, plant and equipment are stated in the statement of financial position at cost less accumulated
depreciation and impairment losses.

Construction in progress represents property, plant and equipment under construction and equipment
pending installation, and is initially recognized in the statement of financial position at cost less impairment
losses. The construction in progress is transferred to property, plant and equipment when the asset is substantially
ready for its intended use.

The cost of self-constructed assets includes the cost of materials and direct labor, and the initial
estimate, where relevant, of the costs of dismantling and removing the items and restoring the site on which they
are located and an appropriate proportion of production overheads and borrowing costs.

Gains or losses arising from the retirement or disposal of an item of property, plant and equipment are
determined as the difference between the net disposal proceeds and the carrying amount of the item and are
recognized in profit or loss on the date of retirement or disposal.

Depreciation is calculated to write off the cost of items of property, plant and equipment, less their
estimated residual value, if any, using the straight-line method over their estimated useful lives. Where parts of
an item of property, plant and equipment have different useful lives, the cost of the item is allocated on a
reasonable basis between the parts and each part is depreciated separately. Both the useful life of an asset and its
residual value, if any, are reviewed annually.

Trade and other receivables

Trade and other receivables are initially recognized at fair value and thereafter stated at amortized cost
less allowance for impairment of doubtful debts, except where the receivables are interest-free loans made to
related parties without any fixed repayment terms or the effect of discounting would be immaterial. In such
cases, the receivables are stated at cost, less allowance for impairment of doubtful debts.
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Convertible notes

Convertible notes that contain an equity component and can be converted to equity share capital at the
option of the holder, where the number of shares that would be issued on conversion and the value of the
consideration that would be received at that time do not vary, are accounted for as compound financial
instruments which contain both a liability component and an equity component.

At initial recognition the liability component of the convertible notes is measured as the present value of
the future interest and principal payments, discounted at the market rate of interest applicable at the time of initial
recognition to similar liabilities that do not have a conversion option. Any excess of proceeds over the amount
initially recognized as the liability component is recognized as the equity component. Transaction costs that
relate to the issue of a compound financial instrument are allocated to the liability and equity components in
proportion to the allocation of proceeds.

The liability component is subsequently carried at amortized cost. The interest expense recognized in
profit or loss on the liability component is calculated using the effective interest method. The equity component
is recognized in the other reserve until either the note is converted or redeemed.

If the note is converted, the other reserve, together with the carrying amount of the liability component
at the time of conversion, is transferred to share capital as consideration for the shares issued. If the note is
redeemed, the other reserve is released directly to retained earnings.

Preferred shares

Preferred shares are classified as equity if they are non-redeemable, or redeemable only at the
Company’s option and any dividends are discretionary. Dividends on preferred shares classified as equity are
recognized as distributions within equity.

Preferred shares are classified as liabilities if they are redeemable on a specific date or at the option of
the preferred shareholders of the Company, or if dividend payments are not discretionary. The liabilities are
recognized in accordance with our Group’s policy for interest-bearing borrowings and accordingly dividends
thereon are recognized as interest expense in profit or loss on an accrual basis.

Share-based payments

The fair value of share options granted to employees is recognized as an employee cost with a
corresponding increase in the other reserve within equity. The fair value is measured at grant date using the
Binomial Tree option pricing model taking into account the terms and conditions upon which the options were
granted. Where the employees have to meet vesting conditions before becoming unconditionally entitled to the
options, the total estimated fair value of the options is spread over the vesting period, taking into account the
probability that the options will vest.

During the vesting period, the number of share options that is expected to vest is reviewed. Any
resulting adjustment to the cumulative fair value recognized in prior years is charged/credited to the profit or loss
for the period of the review, unless the original employee expenses qualify for recognition as an asset, with a
corresponding adjustment to the other reserve. On vesting date, the amount recognized as an expense is adjusted
to reflect the actual number of options that vest (with a corresponding adjustment to the other reserve) except
where forfeiture is only due to not achieving vesting conditions that relate to the market price of the Company’s
shares. The equity amount is recognized in the other reserve until either the option is exercised (when it is
transferred to the share capital account) or the option expires (when it is released directly to retained earnings).

70



Critical accounting judgments in applying our Group’s accounting policies

Our Group’s financial position and results of operations are sensitive to accounting methods,
assumptions and estimates that underlie the preparation of the Financial Information. Our Group bases the
assumptions and estimates on historical experience and on various other assumptions that our Group believes to
be reasonable and which form the basis for making judgments about matters that are not readily apparent from
other sources. On an on-going basis, our management evaluates its estimates. Actual results may differ from
those estimates as facts, circumstances and conditions change.

The selection of critical accounting policies, the judgments and other uncertainties affecting application
of those policies and the sensitivity of reported results to changes in condition and assumptions are factors to be
considered when reviewing the Financial Information. Our Group believes the following critical accounting
policies are among those that involve the most significant judgments and estimates used in the preparation of the
Financial Information.

Depreciation

Property, plant and equipment are depreciated on a straight-line basis over the estimated useful lives,
after taking into account the estimated residual value, if any. Our Group reviews the estimated useful lives of the
assets regularly in order to determine the amount of depreciation expense to be recorded during any reporting
period. The useful lives are based on our Group’s historical experience with similar assets and taking into
account anticipated technological changes. The depreciation expense for future periods is adjusted if there are
significant changes from previous estimates.

Impairment of assets

If circumstances indicate that the carrying amount of an asset may not be recoverable, this asset may be
considered “impaired”, and an impairment loss may be recognized in profit or loss. The carrying amounts of
assets are reviewed periodically in order to assess whether the recoverable amounts have declined below the
carrying amounts. These assets are tested for impairment whenever events or changes in circumstances indicate
that their recorded carrying amounts may not be recoverable. When such a decline has occurred, the carrying
amount is reduced to recoverable amount. The recoverable amount is the greater of the fair value less costs to sell
and the value in use. It is difficult to precisely estimate selling price because quoted market prices for our
Group’s assets are not readily available. In determining the value in use, expected cash flow generated by the
asset are discounted to their present value, which requires significant judgment relating to the level of sales
revenue and amount of operating costs. Our Group uses all readily available information in determining an
amount that is a reasonable approximation of recoverable amount, including estimates based on reasonable and
supportable assumptions and projections of sales revenue and amount of operating costs.

Income taxes

Our Group is subject to income taxes in various jurisdictions. Significant judgment is required in
determining the worldwide provision for income taxes. There are many transactions and calculations for which
the ultimate tax determination is uncertain during the ordinary course of business. Where the final tax outcome is
different from the amounts that were initially recorded, such differences will impact the income tax and deferred
tax provisions in the year in which such determination is made.
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Description of Certain Income Statement Items
Turnover

Turnover represents the sales value of our coking coal products supplied to our customers, net of value
added or other sales taxes, and the deduction of any trade discounts.

The following table sets forth our turnover by source for each of 2008, 2009 and 2010, respectively.

Years ended 31 December
2008 2009 2010 2010
HKD’000 HKD’000 HKD’000 USD’000

Turnover

Mongoliancoal ......... ... 1,101,960 1,994,845 5,073,434 652,029

Seaborne coal . ... ...t e e e - 3,215,877 4,155,712 534,085

OthETS .« vttt e e e 11,898 72,494 42,519 5,464
Total ........ ... . e 1,113,858 5,283,216 9,271,665 1,191,578

As we derive a substantial portion of our total turnover from the sale of coal, our results of operations
for a given period are dependent upon the type of coal we sell during that period, as well as the market demand
and the average selling price for each type of coal. In addition to our main coal products, Mongolian coal and
seaborne coal, we also sold other coal-related by-products such as middlings, waste rock and slime. Our business
focus is to supply imported coking coal, primarily Mongolian coal and to be supplemented by coal from other
origins. In 2008, our Group commenced the sale of Mongolian cleaned coking coal, which quickly became a
significant component of our turnover and accounted for 82.7% of our total turnover in 2008, as we established
our Urad Zhongqi coal processing plant in the same year. Based on favorable market conditions in 2009 and as a
natural expansion in addition to our supply of imported Mongolian coal to customers in the PRC, we commenced
the sale of seaborne coal sourced from countries such as Australia, the US, Canada and Russia, which accounted
for 60.9% of our turnover in 2009, with the purpose of meeting our customers’ demand for a variety of coking
coal for their coke blend. For the year ended 31 December 2010, we sold approximately 4.7 mt of Mongolian
coal and approximately 3.1 mt of seaborne coal, an increase of 120.5% and 5.9%, respectively, compared to the
year ended 31 December 2009, which contributed to our significant increase in turnover in 2010. Our significant
increase in turnover for the year ended 31 December 2010 as compared to that for the year ended 31 December
2009 was mainly due to the significant increase in our total sales volume attributable from (i) our increased coal
processing capacity at the Urad Zhongqi coal processing plant from 2.0 mtpa at the beginning of 2009 to 6.0
mtpa as at 31 December 2010, (ii) continued strong demand for coking coal from our customers in China,
(iii) our improved ability to offtake and transport more coal from around the world, and (iv) the higher price of
our coking coal products which reflected the trend of increasing of global coking coal prices in 2010.
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The table below sets forth, for the periods and the type of coal indicated, the total sales volume and the
average selling price per tonne for each type of coal, which is calculated by dividing the turnover attributable to
the coal sold by type by the total volume of that type sold:

2008 2009 2010

Average Average Average Average

selling selling selling  selling

Total price Total price Total price price

sales (per sales (per sales (per (per

volume tonne) volume tonne) volume tonne) tonne)

(Tonnes) (HKD) (Tonnes) (HKD) (Tonnes) (HKD) (USD)

Mongolian Coal ................. 1,008,155 1,093 2,140,892 932 4,720,952 1,075 138
Seaborne Coal . .................. - - 2,932,937 1,096 3,106,230 1,338 172
Total .......... ... ... ... .. ... 1,008,155 1,093 5,073,829 1,027 7,827,182 1,179 152

Our average selling prices slightly decreased 6.0% from HKD1,093 per tonne in 2008 to HKD1,027 per
tonne in 2009. Such decrease was mainly attributable to the decrease of our average selling price of Mongolian
coal, which decreased 14.7%, from HKD1,093 per tonne in 2008 to HKD932 per tonne in 2009 resulting from
the decline of the selling prices of Mongolian cleaned coking coal. However, such decrease was also partially
offset by the higher general selling price of seaborne coal, which we started to procure and include in our product
line in 2009. Our average selling price increased 14.8% from HKD1,027 per tonne in 2009 to HKD1,179 per
tonne in 2010. Such increase was mainly due to an increase of global coking coal prices.

Cost of sales

Cost of sales mainly comprises the costs we incur directly in relation to the processing and sale of
coking coal. The principal component of our cost of sales is the cost of coal purchased from our suppliers, cost
incurred for transporting our coal from the Sino-Mongolian border to our distribution points through road
transportation and rail, coal processing costs which include staff costs and cost of water, electricity, power and
other utilities, depreciation, amortization and maintenance costs of our motor vehicles, machinery, coal
processing facilities, logistics park and other infrastructure and other costs.

The overall increase in cost of sales over the period comprising the three years ended 31 December 2010
was mainly driven by the increase in sales volume of coal, which led to the increase of cost of coal purchased and
transportation cost, and the higher purchase price of seaborne coal, which we first sold in 2009 and which was
generally more expensive than Mongolian coal.

The table below sets forth, for the periods and the type of coal indicated, the total cost of sales for each
type of coal:

Years ended 31 December

2008 2009 2010 2010

Total cost of sales Total cost of sales Total cost of sales Total cost of sales

(HKD’000) (HKD’000) (HKD’000) (USD’000)

Mongolian Coal .............. 613,046 1,442,399 3,531,665 453,883
SeaborneCoal ............... - 2,816,690 3,596,204 462,178
Others ..................... 6,740 63,069 26,246 3,373
Total costofsales ............. 619,786 4,322,158 7,154,115 919,434
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We recognize the cost of sales of our coal for a given period to the extent that turnover from the sale of
coal has been recognized in that period. The components of our cost of sales may change in any given year based
on the type of coal we sell to our customers.

Gross profit

As a result of the factors affecting our turnover and cost of sales of Mongolian and seaborne coal as
mentioned above and taking into consideration the average selling prices and average cost of sales per tonne for
Mongolian and seaborne coal, the gross profit margin for Mongolian coal is generally higher than seaborne coal.
The decrease in gross profit margin in 2009 was attributable to the overall decline in global and domestic coal
prices, whilst the cost of cleaned coking coal increased and the contribution of seaborne coal, which has a
relatively lower margin than Mongolian coal, also increased. The increase in our gross profit margin for the year
of 2010 was mainly attributable to the increase in the average selling price of Mongolian coal.

Gross profit from our Mongolian business remained as the major contributor to our total gross profit
during the period comprising the three years ended 31 December 2010. The gross profit margin of our Mongolian
coal increased from 27.7% in 2009 to 30.4% in 2010 and such increase was mainly due to the increase of coking
coal prices in 2010. The gross profit margin of our seaborne coal increased from 12.4% in 2009 to 13.5% in 2010
and such increase was primarily attributable to the higher sales amount of our seaborne coal to our customers in
the eastern coastal provinces of China, where the average selling price of coal was generally higher than the
selling prices in other regions in China. The table below sets forth the breakdown of gross profit by Mongolian
coal, seaborne coal and others for each period during the period comprising the three years ended 31 December
2010.

Years ended 31 December

2008 2009 2010
Gross Gross Gross
Gross  Profit Gross  Profit Gross Gross  Profit
Profit Margin Profit Margin Profit Profit Margin
(HKD’000) (%) (HKD’000) (%) (HKD’000) (USD’000) (%)
Mongolian Coal . ...... 488,914 444 552,446 27.7 1,541,769 198,146 30.4
Seaborne Coal ........ - - 399,187 12.4 559,508 71,907 13.5
Others............... 5,158 434 9,425 13.0 16,273 2,091 38.3
Total gross profit ...... 494,072 44.4 961,058 18.2 2,117,550 272,144 22.8

Distribution costs

Distribution costs represent our costs of transporting and delivering our coking coal products and other
coal related products to our customers. Distribution costs include primarily railway and road transportation
expenses charged by local railway bureau and third-party transportation companies and incurred by our self-
owned trucks, which deliver our coal and other coal related products to our customers. It also includes other
sundry expenses including loading charges and handling charges paid to agencies incurred in relation to the
distribution of our coal products to our customers. We generally bear the costs for delivering products to the
locations designated by our customers.

The total distribution costs in 2008 mainly represented the costs for distribution of our Mongolian coal
to our customers located near the Sino-Mongolian border crossing or in Inner Mongolia as well as in Hebei and
Shanxi provinces. Our distribution cost increased substantially in 2009 and in 2010 principally due to the
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increase in our sales volume as well as the extension of our sales network from Inner Mongolia to cover other
target markets in Hebei, Shanxi, Shandong and other provinces in China’s eastern coastal region as well as
southern China.

Administrative expenses

Our administrative expenses primarily consists of staff costs for administrative staff, depreciation and
amortization of administration related assets, traveling and entertainment expenses, professional expenses,
insurance costs and other miscellaneous expenses. For 2010 we also had non-cash accounting expenses with
respect to the Pre-IPO Option Scheme as our administrative expenses of HKD71.2 million.

Finance income/(costs)

Our finance income primarily consists of interest income and net foreign exchange gain. Our finance
costs primarily consists of interest on bank and other loans and discounted bills, as well as the net foreign
exchange loss on such bank and other loans, other borrowings and trade facilities. In addition, for 2010, we had
interest expenses of HKD100.6 million resulting from the accounting treatment of the interest on liability
component of Convertible Bonds and Preference Shares.

Income tax

Income tax represents provisions for Hong Kong, the PRC, the BVI, Singapore and Australia corporate
income tax. No provision for Hong Kong profits tax has been made for the years during the period comprising
the three years ended 31 December 2010 as our Group did not generate any assessable profits arising in Hong
Kong. Whilst our BVI-incorporated entities contributed to most of our profits, they are not subject to any income
tax in the BVI as companies incorporated or registered under the Companies Act are currently exempt from
income and corporate tax. Our BVI-incorporated entities mainly engage in the procurement of coal from overseas
market for our Group, including the establishment of our procurement plan, identification of optimal suppliers
and negotiation of pricing terms; whilst our PRC subsidiaries, based on their respective geographic locations and
functions performed, are mainly in charge of importing coal, processing coal and distributing coal to customers.
Our PRC subsidiaries are subject to the PRC corporate income tax at the statutory rate of 25%. All of our PRC
tax provision is made with respect to assessable profits generated by our PRC subsidiaries and does not relate to
our non-PRC entities.

We believe that as the effective management of the BVI-incorporated entities is in the BVI and that
purchase contracts are substantially effected in the BVI, our BVI-incorporated entities should not be subject to
any significant tax exposure in the BVI, PRC, Macau, Mongolia, Japan, Russia, Canada or the United States.
However, there is a risk that part of the profits derived by our BVI-incorporated entities from the purchase and
sale of coal may be considered to be sourced in Australia. Please refer to the sections headed “Risk Factors—
Risks related to our business and our industry—Our organization and operating structure may subject us to
unintended tax liability” and “Risk Factors—Risks Related to Doing Business in the PRC—We may be deemed a
PRC resident enterprise under the PRC EIT Law and may be subject to PRC taxation on our worldwide income,
and interest payable by us to our foreign investors and gains on the sale of Notes may become subject to taxes
under the current PRC tax laws” in this Offering Memorandum for more information.

Taking into consideration that our management has not spent an extended period of time in Australia for
our coal procurement activities during the period comprising the three years ended 31 December 2010, our
management has assessed that it is unlikely that our Group’s coal procurement activities in Australia would
expose our Group to Australian income tax. In addition, our only presence in Australia is through our wholly-
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owned subsidiary, Winsway Australia, which engages in local industrial research activities for the Group and has
not carried out any purchase and sale of coal or other procurement activities in Australia during the period
comprising the three years ended 31 December 2010 since its establishment in November 2009 and has only
earned an insignificant amount of intra-group services income from us in Australia. As such, we have not made
any tax provision in Australia during the period comprising the three years ended 31 December 2010.

In respect of Macau Complementary Tax, as (i) our BVI-incorporated entities are incorporated as
offshore companies in Macau and did not maintain any office nor employ any staff in Macau during the period
comprising the three years ended 31 December 2010 and (ii) except for the accounting and payment functions
which were performed by our Macau agent on behalf of our BVI-incorporated entities, all business activities
were performed by senior management and our BVI trade agent entirely outside Macau, we believe that our such
BVlI-incorporated entities should not be considered as carrying out business activities in Macau and hence no
Macau Complementary Tax liability should arise. In addition, Mr. Wang has agreed to indemnify us for any
taxation liability which may arise in relation to the above. Please see the section headed “Related parties and
connected transactions—Relationship with Controlling Shareholders—Deed of indemnity” in this Offering
Memorandum.

From 2010 onwards, our subsidiary in Singapore, Winsway Singapore, is subject to Singapore corporate
income tax at a 10% concessionary tax rate under the Global Trader Program, a program launched by
Singapore’s Trade Development Board which encourages qualified products and commodities trading companies
to choose Singapore as their regional or global base of operations.

We had a credit balance of income tax of HKD11.9 million in 2008. For 2009 and 2010, our profit
before taxation was HKD561.3 million and HKD1,180.2 million, respectively, and our income tax expenses were
HKD70.4 million and HKD251.4 million, respectively, as a result of which, our effective tax rate was 12.5% and
21.3 %, respectively. For further details of the taxation of our Group, please refer to the section headed
“Taxation” in this Offering Memorandum.

Discontinued operations

During the period comprising the three years ended 31 December 2010, our Group disposed of or
liquidated several subsidiaries of our Group. Each of these subsidiaries previously carried out a separate line of
business or has a specific geographical area of operations, or is part of a single co-ordinated plan to dispose of a
separate line of business in a geographical area of operations. Classification as a discontinued operation occurs
upon disposal or when the operation is abandoned. The result from each of these subsidiaries is presented on the
consolidated income statements as discontinued operations. These disposed subsidiaries were mainly engaged in
the trading of petrochemicals and the provision of logistics services in Mongolia. The disposals of such
companies are consistent with the strategy of our Group, which is to focus on developing our coking coal
business, while developing long-term strategic cooperation relationship with our Mongolian suppliers and service
providers, which have a strong presence in Mongolia. Our Directors believe that the opportunities to improve our
operating efficiency through the economies of scale created by leveraging the competitive advantage of our
Mongolian suppliers and service providers is beneficial to our Group as a whole. We had also disposed of a loss-
making PRC subsidiary engaged in inactive business in 2009. All of these disposed subsidiaries were sold to
Independent Third Parties. The loss from the discontinued operations for 2008, 2009 and 2010 was HKD37.3
million, HKD9.2 million and Nil, respectively. The gain on sale of such discontinued operations recorded by our
Group for each of 2008, 2009 and 2010 was HKDO.1 million, HKD33.6 million and Nil, respectively.
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Exchange differences on translation of financial statements of overseas subsidiaries

During the year 2010, the Group changed its presentation currency for the preparation of the Financial
Information from RMB to HKD. Our Directors believe the change will result in a more appropriate presentation
of the Group’s transactions in the financial statements.

The functional currencies of certain of our overseas subsidiaries are currencies other than HKD. For
translation purpose, monetary assets and liabilities for the years of 2008, 2009 and 2010 are translated into HKD
at the foreign exchange rates in effect at 31 December 2008, 2009 and 2010, respectively. In addition,
non-monetary assets and liabilities for the years of 2008, 2009 and 2010 that are measured in terms of historical
cost in a foreign currency are translated into HKD using the foreign exchange rates in effect at the transaction
dates while non-monetary assets and liabilities for the same period denominated in foreign currencies that are
stated at fair value are translated into HKD using the foreign exchange rates in effect at the dates the fair value
was determined. The results of foreign operations for the years of 2008, 2009 and 2010 are translated into Hong
Kong dollars at the exchange rates approximating the foreign exchange rates in effect at the dates of the
transactions. The resulting exchange differences are recognized directly in other comprehensive income and
accumulated separately in equity in the exchange reserve. On disposal of a foreign operation, the cumulative
amount of the exchange differences recognized in equity which relate to that foreign operation is reclassified
from equity to profit or loss when the profit or loss on disposal is recognized.
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Consolidated Results of Operations

The following table shows the line items of our consolidated income statements and consolidated
statements of comprehensive income, expressed in absolute figures and as a percentage of turnover, for 2008,
2009 and 2010:

Years ended 31 December
2008 2009 2010

(Percentage (Percentage (Percentage
(HKD’000) of turnover) (HKD’000) of turnover) (HKD’000) (USD’000) of turnover)

Continuing operations

Turnover . ......... ... 1,113,858  100.00 5,283,216 100.0 9,271,665 1,191,578 100.0
Costofsales ........ouiiiiinennnnnnnan. (619,786) (55.6) (4,322,158)  (81.8) (7,154,115) (919,434) (77.2)
Gross profit ....... ... 494,072 44.4 961,058 18.2 2,117,550 272,144 22.8
Other revenue . .. ........veuvunennennnnns 6,913 0.6 8,902 0.2 25,972 3,338 0.3
Distribution COStS . ..o vvvvvei i (122,825) (11.0) (268,945) (5.1) (471,487)  (60,595) (5.1)
Administrative eXpenses . .. ............ ... (69,817) (6.3) (103,974) (2.0) (358,533)  (46,078) (3.9)
Other operating expenses, net . .............. (11,224) (1.0) (730) (0.0) (11,166) (1,435) (0.1)
Profit from operating activities ............ 297,119 26.7 596,311 11.3 1,302,336 167,374 14.0
Financeincome .. ...........oivuiennn.. 5,023 0.4 7,041 0.1 65,825 8,460 0.7
Finance costs .. .....oiiiiiiiiii (3,734) 0.3) (42,034) (0.8) (179,928) (23,124) (1.9)
Net finance income/ (COStS) .. ..o ovvvvennn.. 1,289 0.1 (34,993) 0.7) (114,103)  (14,664) (1.2)
Share of losses of jointly controlled entity . .. ... - - - - (8,080)  (1,039) (0.1)
Profit before taxation .................... 298,408 26.8 561,318 10.6 1,180,153 151,671 12.7
INCOME tAX vt vt e e e e 11,927 1.1 (70,367) (1.3) (251,390)  (32,308) 2.7
Profit from continuing operations .......... 310,335 27.9 490,951 9.3 928,763 119,363 10.0
Loss from discontinued operations (net of income

BAX) « et et (37,296) (3.3) (9,246) 0.2) - - -
Gain on sale of discontinued operations (net of

INCOME LAX) v v v v v v vttt e i i eaeee e nanns 141 0.0 33,550 0.6 - - -
Profit fortheyear ....................... 273,180 24.5 515,255 9.8 928,763 119,363 10.0

Other comprehensive income for the year
Exchange differences on translation of financial
statements of overseas subsidiaries and a

jointly controlled entity (net of income tax) . . . 4,665 0.4 167 0.0 45,164 5,804 0.5
Total comprehensive income for the year .. .. 277,845 24.9 515,422 9.8 973,927 125,167 10.5
Profit attributable to: Equity shareholders of the

COMPANY .+t vttt e e i 274,228 24.6 515,255 9.8 928,826 119,371 10.0
Non-controlling interests . . . ................ (1,048) (0.1) - (63) 8) -
Profit for theyear ....................... 273,180 24.5 515,255 9.8 928,763 119,363 10.0
Total comprehensive income attributable to:

Equity shareholders of the Company ........ 278,893 25 515,422 9.8 971,957 124914 10.5
Non-controlling interests . . .. ............... (1,048) (0.1) - - 1,970 253 -
Total comprehensive income for the year .. .. 277,845 24.9 515,422 9.8 973,927 125,167 10.5
2010 Compared to 2009
Turnover

Our turnover increased by HKD3,988.5 million, or 75.5%, to HKD9,271.7 million in 2010 from
HKD5,283.2 million in 2009. This increase was due to the increase in total sales volume of coal from
approximately 5.1 mt in 2009 to approximately 7.8 mt in 2010, resulting from (i) the continued strong demand
for coking coal from our customers in China, (ii) our increased coal processing capacity at the Urad Zhongqi coal
processing plant, and (iii) our improved ability to offtake more Mongolian and seaborne coal and to transport
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coal to our customers, particularly from Mongolia to our customers in the eastern coastal regions in China. In
addition, compared to the downturn in 2009, global coking coal prices experienced a significant increase in 2010.
As a result, the average selling prices of our coking coal products increased 14.8%, from HKD1,027 per tonne in
2009 to HKD1,179 per tonne in 2010, which also contributed to the increase of our turnover in 2010.

Cost of sales

Our cost of sales increased by HKD2,831.9 million, or 65.5%, to HKD7,154.1 million in 2010 from
HKD4,322.2 million in 2009. This increase was mainly driven by the increased sales volume of Mongolian coal
in 2010, which led to a higher purchase amount of Mongolian coal as well as increased transportation costs of
delivering the coal from the Sino-Mongolian border to our coal processing plants in China. The increase in the
average purchase price of Mongolian coal and seaborne coal as global coal prices rose in 2010 also contributed to
an increase our cost of coal.

Gross profit

As a result of the above, our gross profit increased by HKD1,156.5 million, or 120.3%, to HKD2,117.6
million in 2010 from HKD961.1 million in 2009. Our gross profit margin was 22.8% in 2010 as compared to
18.2% in 2009. The increase in gross profit margin was principally attributable to the increased contribution of
our Mongolian cleaned coking coal, which generally had a higher gross profit margin than our other coal
products. Such increase in gross profit is also attributable to the increase in gross profit margin of our seaborne
coal in 2010 as compared to the margin in 2009. This was principally driven by the increase in global coal prices
as well as the economies of scale derived from the acceleration of the sales and purchases of seaborne coal since
the second half of 2009.

Other revenue

Our other revenue increased by HKD17.1 million to HKD26.0 million in 2010 from HKDS8.9 million in
20009.

Distribution costs

Our distribution costs increased by HKD202.6 million, or 75.3%, to HKD471.5 million in 2010 from
HKD268.9 million in 2009. This increase was primarily due to the increased volume of coal sold and delivered to
our customers, which in turn increased the transportation costs for delivering our coal products to such customers
and the associated loading charges. However, distribution costs as a percentage of turnover was 5.1%, which
remained consistent with that of 2009.

Administrative expenses

Our administrative expenses increased by HKD254.5 million to HKD358.5 million in 2010 from
HKD104.0 million in 2009. This increase was primarily attributable to (i) the geographic expansion of our
business from our original main operational areas, including the two Sino-Mongolian border crossings and Inner
Mongolia, to multiple operational facilities throughout China; (ii) the establishment of additional overseas offices
in Australia, Singapore and Hong Kong for our increased sea-borne activities; and (iii) the increase in staff costs
resulting from the increase in the total number of our employees and despatched staff in 2010.

In addition, we incurred a total of HKD71.2 million of non-cash accounting expenses as a result of
issuing 107,945,000 options to our Directors and management pursuant to the Pre-IPO Option Scheme and a total
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of HKD32.3 million of expenses payable in connection with the IPO, which amounts also contributed to the
increase in administrative expenses in 2010.

Net other operating expenses

Our net other operating expenses increased by HKD10.5 million to HKD11.2 million in 2010 from
HKDO.7 million in 2009. This increase was primarily attributable to the loss on disposal of certain property, plant
and equipment.

Finance income

Our finance income increased by HKD58.8 million to HKD65.8 million in 2010 from HKD7.0 million
in 2009. The increase was primarily due to the increase in our interest income of HKD11.7 million and the net
foreign exchange gain of HKD47.1 million in 2010.

Finance costs

Our finance costs increased by HKD137.9 million to HKD179.9 million in 2010 from HKD42.0 million
in 2009. The increase was primarily attributable to expenses of HKD100.6 million resulting from the interest on
liability component related to the Convertible Bonds and Preference Shares under IFRS accounting treatment. As
at 31 December 2010, all the holders of the Convertible Bonds and Preference Shares had exercised their
respective conversion right under the Convertible Bonds or Preference Shares and the conversion took place on
24 September 2010.

Profit before taxation

As a result of the above, our profit before taxation increased by HKD618.9 million, or 110.3%, to
HKD1,180.2 million in 2010 from HKD561.3 million in 2009.

Income tax

Our income tax increased by HKD181.0 million, or 257.1%, to HKD251.4 million in 2010 from
HKD70.4 million in 2009. The increase in income tax in 2010 was primarily due to the increase in our profit
before tax. Based on our profit before taxation of HKD1,180.1 million for the year of 2010, our effective income
tax rate on the profit from continuing operations for 2010 was 21.3%, an increase of 70.4 %, compared to the
effective tax rate of 12.5% for 2009. The increase was due to the reallocation of certain parts of our operations
from jurisdictions with a lower tax regime, such as BVI, to jurisdictions with a relatively higher tax rate, such as
Singapore and the PRC, which led to an increase of tax rate applicable to the relocated parts of the our operation
and affected our effective income tax rate as a whole.

Profit from continuing operations

As a result of the above, our profit from our continuing operations increased by HKD437.8 million, or
89.2%, to HKD928.8 million in 2010 from HKD491.0 million in 2009. Net profit margin for 2010 was 10.0% as
compared to 9.3% in 2009.

Exchange differences on translation of financial statements of overseas subsidiaries

Our exchange gain on translation of financial statements of overseas subsidiaries increased to HKD45.2
million in 2010 from HKD 0.2 million in 2009. This increase was primarily due to the change of our presentation
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currency of the Financial Information from RMB to HKD and the RMB appreciation against HKD in 2010,
thereby creating an exchange gain from the translation of the financial statements from of our PRC subsidiaries
that use RMB as their functional currencies into HKD.

Non-controlling interests

Our income attributable to non-controlling interests was nil in 2009 and HKD0.06 million in 2010. Our
non-controlling interests for the year of 2010 represented our investment in the Peabody-Winsway JV and
Xixiaozhao Railway Co.

Profit for the year

Our profit for the year increased by HKD413.5 million, or 80.2%, to HKD928.8 million in 2010 from
HKDS515.3 million in 2009. This increase occurred even though during 2010, we incurred in total HKD204.1
million of non-recurring expenses, including HKD32.3 million for our IPO, interest expenses of HKD100.6
million with regard to Convertible Bonds and Preference Shares as well as HKD71.2 million non-cash
accounting expenses in relation to the implementation of the Pre-IPO Option Scheme.

2009 Compared to 2008
Turnover

Our turnover increased by HKD4,169.3 million, or 3.7 times, to HKD5,283.2 million in 2009 from
HKD1,113.9 million in 2008. This increase was due to our ability to source more raw coal from our Mongolian
suppliers and the commencement of our seaborne coal business to meet our customers’ demand, which led to an
increase in total sales volume of coal from approximately 1.0 mt in 2008 to approximately 5.1 mt in 2009. Such
increase was partially offset by the decrease in the overall average selling price from approximately HKD1,093
per tonne in 2008 to HKD1,027 per tonne in 2009, which was in line with the overall decline in global and
domestic coal prices in 2009, as well as the one-off export sales to Japan in 2008, which had a relatively higher
average selling price as compared to our coal products sold to customers in the PRC.

Cost of sales

Our cost of sales increased by HKD3,702.4 million, or 597.4%, to HKD4,322.2 million in 2009 from
HKD619.8 million in 2008. This increase was mainly driven by the increase in sales volume of coal in 2009. It
was also attributable to the commencement of our sales of seaborne coal, which were relatively more expensive
than Mongolian coal in 2009.

Gross profit

As a result of the above, our gross profit increased by HKD467.0 million, or 94.5%, to HKD961.1
million in 2009 from HKD494.1 million in 2008. Our gross profit margin was 18.2% in 2009 as compared to
44.4% in 2008. The decrease in gross profit margin was principally attributable to the commencement of the sale
of our seaborne coal products in 2009, which has a relatively lower margin than Mongolian coal. It was also
attributable to the decrease in the average selling prices for our Mongolian coal as a result of the overall decline
in global and domestic coal prices, whilst cost of sales on a per tonne basis increased.
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Other revenue

Our other revenue increased by HKD2.0 million to HKD8.9 million in 2009 from HKD6.9 million in
2008. Our other revenue for 2008 and 2009 mainly comprised government grants, which was increased as a
result of our increased tax contribution.

Distribution costs

Our distribution costs increased by HKD146.1 million, or 1.2 times, to HKD268.9 million in 2009 from
HKD122.8 million in 2008. This increase was primarily due to the increased volume of cleaned coking coal
delivered to our customers, which in turn increased the associated transportation costs for delivering our coal
products to such customers. Nevertheless, distribution costs as a percentage of turnover decreased from 11.0% to
5.1% due to the increased contribution from the sale of seaborne coal, which has a relatively lower distribution
cost as compared to Mongolian cleaned coking coal, as most of our seaborne coal are being delivered to our
customers at the seaports which entails higher distribution cost. The decrease as a percentage of turnover was
also due to the distribution costs associated with the one-off export sales to Japan in 2008. The total amount
associated with such one-off-export sales to Japan (including shipment costs, export and custom charges) in 2008
is HKD13.1 million.

Administrative expenses

Our administrative expenses increased by HKD34.2 million, or 49.0%, to HKD104.0 million in 2009
from HKD69.8 million in 2008. This increase was primarily attributable to (i) the increase in staff costs from
HKD20.1 million in 2008 to HKD33.1 million in 2009. The increase in staff cost was mainly attributable to the
increase in the total number of our employees and despatched staff in 2009; and (ii) the increase in business
traveling expenses from HKD2.6 million in 2008 to HKD14.1 million in 2009. Such increase in business
traveling expenses was mainly due to the geographic expansion of our Company’s business.

Other operating expenses

Our other operating expenses decreased by HKD10.5 million to HKDO.7 million in 2009 from
HKD11.2 million in 2008. This decrease was primarily attributable to a non-recurring loss on sale of chemical
materials and motor vehicles of HKD11.9 million in 2008.

Finance income
Our finance income increased by HKD2.0 million, or 40.0%, to HKD7.0 million in 2009 from HKD5.0
million in 2008. The increase was in line with the increase in our bank balances and restricted bank deposits.

Finance costs

Our finance costs increased by HKD38.3 million to HKD42.0 million in 2009 from HKD3.7 million in
2008. The increase was primarily due to the increase in our outstanding bank and other loans and the increase in
the interest on our discounted bills.

Profit before taxation

As a result of the above, our profit before taxation increased by HKD262.9 million, or 88.1%, to
HKD561.3 million in 2009 from HKD298.4 million in 2008.
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Income tax

Our income tax was HKD70.4 million for 2009, while our credit balance of income tax was HKD11.9
million for 2008. The credit balance of income tax in 2008 was primarily due to the tax effect of deferred tax
assets on unrealized profit on our inventory, while the income tax expenses in 2009 was primarily resulted from
the increase in our profit before tax. Based on our profit before taxation of HKD561.3 million in 2009, our
effective income tax rate on the profit from continuing operations for 2009 was 12.5%.

Profit from continuing operations

As a result of the above, our profit from our continuing operations increased by HKD180.7 million, or
58.2%, to HKD491.0 million in 2009 from HKD310.3 million in 2008. Our net profit margin for 2009 was 9.3%
as compared to 27.9% in 2008.

Exchange differences on translation of financial statements of overseas subsidiaries

Our exchange gain on translation of financial statements of overseas subsidiaries decreased by HKD4.5
million to HKDO0.2 million in 2009 from HKD4.7 million in 2008. This decrease was primarily due to the
slowdown of the pace of RMB appreciation against the HKD in 2009, thereby reducing the gain from the
translation of the financial statements of our PRC subsidiaries that use RMB as their functional currencies into
HKD. In 2009, RMB appreciated approximately 0.16% against HKD.

Non-controlling interests

Our income attributable to non-controlling interests were HKD1.0 million in 2008 and nil in 2009. The
nil balance in 2009 was primarily due to the disposal of all of our non-wholly-owned subsidiaries or the
acquisition of the remaining non-controlling interest in such subsidiaries in 2008. All of our subsidiaries were
wholly-owned as at 31 December 2009.

Profit for the year

Our profit for the year increased by HKD242.1 million, or 88.6%, to HKD515.3 million in 2009 from
HKD273.2 million in 2008.

Liquidity and Capital Resources
Overview

We have historically financed, and expect to continue to finance, our working capital, capital
expenditure and other capital requirements through internally generated cash flow, short-term bank and other
borrowings and capital contributions from our Shareholders. Our short-term liquidity requirements relate to
servicing our debt, funding our working capital requirements and our construction of coal processing facilities
and other infrastructure and repayment of our bank and other loans. Our sources of short-term liquidity include
cash and cash equivalents, payments received from our customers and new loans. Our long-term liquidity
requirements relate to funding of the development of our new coal processing assets, logistics parks, facilities
and infrastructure, and the potential acquisition of upstream resource assets, rolling stock, other transportation
related vehicles and railway-related infrastructure. Our sources of long-term liquidity include internally
generated cash flow, loans, capital contributions from shareholders and proceeds from the IPO and the Notes.
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Our Group’s primary objectives when managing capital are to safeguard our Group’s ability to continue
as a going concern, so that we can continue to provide returns for our Shareholders and benefits for other
stakeholders, and to maintain an optimal capital structure to reduce cost of capital. Our Group actively and
regularly reviews and manages its capital structure to maintain a balance between the higher shareholder returns
that might be possible with higher levels of borrowings and the advantages and security afforded by a sound
capital position, and makes adjustments to the capital structure in light of changes in economic conditions.

Cash flow

The table below summarizes our consolidated cash flow for the periods indicated:

Years ended 31 December
2008 2009 2010 2010
HKD’000 HKD’000 HKD’000 USD’000

Selected cash flow statement data

Net cash generated from/(used in) operating activities ... ..... 141,870  (352,623) 47,392 6,091
Net cash used in investing activities . .................... (585,425) (647,260) (1,056,369) (135,763)
Net cash generated from financing activities ............... 511,495 1,164,500 3,568,917 458,671
Net increase in cash and cash equivalents ................. 67,940 164,617 2,559,940 329,999

Cash flow from operating activities

Net cash flow from operating activities primarily consists of profit for the year adjusted for non-cash
items including depreciation and amortization and finance costs and the effect of changes in working capital. Our
cash from operations is generated principally from our turnover and supplemented by increases in trade and other
payables, which have been accrued but are not yet due. Our operation has experienced net operating cash outflow
during the period comprising the three years ended 31 December 2010, particularly when imbalances occurred
between the timing of our cash inflow relating to the settlement of trade and other receivables by our customers
and our cash outflow relating to the payment of trade and other payables for our purchases and other financing
costs as well as the increase in inventory levels.

In 2010, net cash generated from operating activities was HKD47.4 million, representing a substantial
increase of HKD400.0 million compared to cash used in operating activities of HKD352.6 million in 2009 and
compared to profit for the year of HKD928.8 million for 2010. The difference between profit for the year and net
cash generated from operating activities of HKD881.4 million is primarily due to (i) an increase in inventories in
the amount of HKD782.1 million, which increase was primarily attributable to increased sales volume, (ii) a
decrease in trade and other payables of HKD420.6 million and (ii) income taxes paid of HKD211.3 million,
which were partially offset by (i) income tax of HKD251.4 million, (ii) interest expense of HKD179.9 million,
(iii) equity based share transactions of HKD71.2 million and (iv) depreciation of HKD56.1 million.

In 2009, net cash used in operating activities was HKD352.6 million, compared to profit for the year of
HKD515.3 million. The difference of HKD867.9 million was primarily attributable to (i) an increase in trade and
other receivables of HKD1,752.4 million, (ii) an increase in inventories in the amount of HKD913.8 million,
which increase was primarily attributable to increased sales volume; and (iii) income tax paid of HKD39.3
million, which were partially offset by (i) an increase in trade and other payables of HKD1,703.4 million,
(ii) depreciation of property, plant and equipment of HKD56.8 million and (iii) interest expense of HKD48.8
million.
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In 2008, net cash generated from operating activities was HKD141.9 million, compared to profit for the
year of HKD273.2 million. The difference of HKD131.3 million was primarily attributable to an increase in
inventories in the amount of HKD167.1 million primarily due to increased sales volume.

Cash flow used in investing activities

Our cash flow used in investing activities primarily reflects the payment for acquisition of property,
plant and equipment and construction in progress, increase in restricted bank deposits which are required to be
placed in designated bank accounts as securities for our bank and other loans and payment for investment in
jointly controlled entities.

In 2010, net cash used in investing activities was HKD1,056.4 million, consisting primarily of
(i) payment for purchase of property, plant and equipment, construction in progress, lease prepayments and
intangible assets of HKD856.0 million, which were related to our development and construction of railway
logistics centers, construction of border crossing facilities and coal processing plants, (ii) loans of HKD311.3
million, equivalent to USD40.0 million, to Moveday and (iii) payment for investment in jointly controlled
entities of HKD293.4 million which was in connection with our investment in the Peabody-Winsway JV, and
partially offset by a decrease in restricted bank deposits of HKD298.5 million.

In 2009, net cash used in investing activities was HKD647.3 million, consisting primarily of (i) payment
for purchase of property, plant and equipment, construction in progress, lease prepayments and intangible assets
of HKD192.0 million. These payments were mainly in relation to the construction of our coal processing plants
and logistics parks; and (ii) increase in restricted bank deposits of HKD535.9 million.

In 2008, net cash used in investing activities was HKD585.4 million, consisting primarily of (i) payment
for purchase of property, plant and equipment, construction in progress, lease prepayments and intangible assets
of HKD285.2 million. These payments were mainly in relation to the purchase of trucks for the transportation of
our products; and (ii) increase in restricted bank deposits of HKD314.2 million.

Cash flow from financing activities

Our cash inflow from financing activities is mainly generated from new bank and other loans, capital
contribution from shareholders and proceeds from the issue of Convertible Bonds and Preference Shares as well
as the proceeds of the IPO. Our cash outflow from financing activities reflects repayment of bank and other
loans.

In 2010, net cash generated from financing activities was HKD3,568.9 million, primarily comprised of
funds raised through the private placement prior to the IPO as well as proceeds from the IPO.

In 2009, net cash generated from financing activities was HKD1,164.5 million, primarily as a result of
proceeds from bank and other loans of HKD?2,230.8 million in aggregate for general working capital purposes.
This was partially offset by the repayment of bank and other loans of HKD1,029.2 million.

In 2008, net cash generated from financing activities was HKD511.5 million, primarily as a result of
(i) additional bank and other loans mainly obtained or drawn down by us in the amount of HKD785.9 million in
aggregate. These loans were drawn down or obtained for general working capital purposes; and (ii) capital
injections from equity shareholders of the Company of HKD85.7 million. These proceeds were mainly received
from Sincere Hill, our previous holding company prior to our reorganization and which shares were subsequently
transferred to Winsway Resources Holdings in 2009 pursuant to our reorganization. These were partially offset
by (i) the repayment of bank and other loans of HKD252.4 million and (ii) dividends paid of HKD77.2 million.
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Indebtedness
Bank and other loans

As at 31 December 2008, 2009 and 2010, our outstanding bank and other loans amounted to HKD679.2
million, HKD1,589.5 million and HKD1,072.7 million, respectively. All of our bank and other loans are secured
and are repayable within one to five years. The proceeds of our bank and other loans were primarily used to fund
and finance our general working capital. Certain of our bank and other loans contained restrictive covenants and
our Group did not breach, nor were we in default of, any of our loan agreements during the period comprising the
three years ended 31 December 2010. For further details please refer to the section headed “Description of Other
Material Indebtedness” in the Offering Memorandum.

As at 31 December 2010, we had obtained credit facilities, certain of which are not on a committed
basis, from banks of approximately HKD5,950.0 million. As at 31 December 2010, our total secured bank and
other loans amounted to HKD1,072.7 million, comprising of (i) HKD533.6 million secured by pledged trade and
bills receivables, (ii)) HKD220.0 million secured by coking coal inventories of our Group and (iii) HKD435.4
million secured by fixed deposits placed in banks. We also have total outstanding trade and bills payable of
HKD748.3 million as at 31 December 2010. We do not anticipate any difficulties in renewing our existing loans
in the foreseeable future.

Save for HKD415.3 million, HKD1,160.7 million and HKD236.7 million of our bank and other loans as
at each of 31 December 2008, 2009 and 2010, respectively, which are denominated in USD, our bank and other
loans are primarily short-term loans denominated in RMB and bear interest at the range of 3.90% to 8.35% per
annum, 0.90% to 6.78% per annum and 1.42% to 7.23% per annum, respectively, for 2008, 2009 and 2010. As at
31 December 2010, we also had long-term loans of HKD62.6 million bearing interest of 7.46%. The carrying
amounts of our bank and other loans approximate to their fair values due to the short-term maturity of such loans.

The following table sets forth our debt by maturity as of the dates indicated:

As of 31 December
2008 2009 2010 2010

HKD HKD HKD USD
(in millions)

Repayable:

Within 0N Year . .. ..ottt e e e et 679.2 1,589.5 1,010.1 129.8
After two years but within five years .............. ... i, - - 62.6 8.0
Total DOITOWINGS . . v v v ot e e i et e e e e e e e e e e 679.2 1,589.5 1,072.7 137.8

As at 31 December 2009, HKD625.7 million of bank facilities utilized by certain of our Group entities
and our Company were guaranteed by Mr. Wang and certain related parties which are under common control of
Mr. Wang. All such guarantees were released in 2010, and as of 31 December 2010, no bank facilities utilized by
the Group were guaranteed by Mr. Wang or the related parties of the Group which are under common control of
Mr. Wang.

Convertible Bonds and Preference Shares

In March and April 2010, we and the Controlling Shareholders entered into various subscription
agreements with the Pre-IPO Investors, namely HOPU, China Minmetals Corporation, Silver Grant and
ITOCHU, pursuant to which the Pre-IPO Investors agreed to subscribe for the Convertible Bonds and the
Preference Shares amounting to an aggregate of US$120.0 million. Both the Convertible Bonds and the
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Preference Shares contain liability and equity components, and the fair value of the respective liability
component upon the issuance of the Convertible Bonds and the Preference Shares was valued by our Directors
with reference to a valuation report issued by Jones Lang LaSalle Sallmanns Limited using the discounted cash
flows method. As at 31 December 2010, all the holders of the Convertible Bonds and Preference Shares had
exercised their respective conversion right under the Convertible Bonds or Preference Shares and the conversion
took place on 24 September 2010.

Contingent liabilities

Prior to the TPO, we had granted certain guarantees and collateral pledge to banks in respect of bank
facilities granted to related parties and other third parties. All such grantees and collateral pledge were fully
settled or released in 2010, and we do not have contingent liabilities that will have an adverse effect on our
liquidity, results of operations or financial position.

Contractual Commitments and Capital Expenditures

For each of 2008, 2009 and 2010, we made payment for purchases of property, plant and equipment,
construction in progress, lease prepayments and intangible assets of HKD285.2 million, HKD192.0 million and
HKD856.0 million, respectively. Our capital expenditures are primarily related to our business expansion,
especially our plan of expanding our fixed asset investment, and mainly represent the acquisition of motor
vehicles and machinery, as well as the construction of coal processing plants, logistics parks, railway logistics
facilities and border crossing facilities. As part of our future growth strategy, we had total contracted
commitments for capital expenditures of HKD68.2 million as at 31 December 2009 which substantially increased
to HKD540.8 million as at 31 December 2010 to be used for construction of property, plant and equipment,
including logistics parks and coal processing facilities.

Set forth below is a summary of our capital commitments as at the dates indicated.

Years ended 31 December

2008 2009 2010 2010

HKD’000 HKD’000 HKD’000 USD’000

Contracted for .. .o vt it i e e 14,492 68,153 540,757 69,497
Authorized but not contracted for .. . ...... ..., 18,142 607,906 2,252,743 289,519

32,634 676,059 2,793,500 359,016

We intend to fund our planned capital expenditures with internally generated cash flow, bank and other
loans, proceeds from the IPO and the proceeds from the offering of the Notes. In line with our plan of using the
proceeds of our IPO and a portion of the proceeds from the offering of the Notes for fixed assets investment, we
expect our capital expenditure will continue to grow until the year of 2012.

87



Operating lease commitment

During the period comprising the three years ended 31 December 2010, we leased certain of our offices
and dormitories in the PRC, Hong Kong and Australia under operating lease arrangements. Leases for these
properties are negotiated for terms ranging from one to five years. The total future minimum lease payments
under non-cancellable operating leases of the Group in respect of buildings and others as at 31 December 2008,
2009 and 2010, are payable as follows:

Years ended 31 December

2008 2009 2010 2010

HKD’000 HKD’000 HKD’000 USD’000

Within L year ... ..o e 40 2,275 18,548 2,384
After 1 yearbut within S years ............ ..., 3 - 24,009 3,085

43 2,275 42,557 5,469

Off-balance sheet commitments and arrangements

Except for the contingent liabilities set forth above, we have not entered into any financial guarantees or
other commitments to guarantee the payment obligations of any third parties. We do not have a retained or
contingent interest in assets transferred to an unconsolidated entity or a similar arrangement that serves as credit,
liquidity or market risk support to such entity for such assets. We have not entered into any derivative contracts
that are indexed to our Shares and classified as shareholders’ equity. We do not have any variable interest in any
unconsolidated entity that provides financing, liquidity, market risk or credit support to us or engages in leasing
or hedging or research and development services with us.

Restricted bank deposits

As disclosed in the section headed “Indebtedness—Bank and other loans” above, pursuant to relevant
bank facility agreements entered into by a number of our subsidiaries with their banks, they are required to
pledge certain bank deposits in designated bank accounts as securities for bank and other loans and banking
facilities in respect of issuance of bills and letters of credit by the Group with original maturity of more than three
months. As at 31 December 2008, 2009 and 2010, such restricted bank deposits amounted to HKD336.7 million,
HKD642.5 million and HKD344.1 million, respectively. These represent our pledged bank deposits of maturity
more than three months of HKD344.1 million as at 31 December 2010 as collateral for our borrowings and
banking facilities in respect of issuance of bills and letters of credit by our Group.

Financial Risks Management
We are exposed to various types of financial risks, including credit risk and risks arising from the
changes in interest rates and foreign exchange rates, in the ordinary course of business.

Credit risk

Our Group’s credit risk is primarily attributable to trade and other receivables and over-the-counter
derivative financial instruments entered into for hedging purpose. We monitored the exposures to these credit
risks on an ongoing basis.

With respect to trade and other receivables, individual credit evaluations are performed on all customers
requiring credit over a certain amount. These evaluations focus on the customer’s past payment or settlement
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history and current ability to pay, and take into account information specific to the customer as well as pertaining
to the economic environment in which the customer operates. Trade receivables are due within 90 days from the
date of billing. Debtors with balances that are more than 90 days past due are normally requested to settle all
outstanding balances before any further credit will be granted. Our Group generally does not obtain collateral
from customers. No allowance of impairment loss was recorded in respect of our trade and other receivables.

With respect to receivables under finance lease, our Group manages credit risk throughout the entire
credit process including pre-lending evaluations, credit approval and post-lending monitoring. To mitigate risks,
where appropriate, our Group requests lessees to provide collateral and guarantees.

Our Group’s exposure to credit risk is mainly influenced by individual characteristics of each customers
rather than the industry or country in which the customers operate and therefore significant concentrations of
credit risk primarily arise when our Group has significant exposure to individual customers. As at 31 December
2008, 2009 and 2010, 53%, 5% and 1% of the trade and other receivables of our Group were due from our single
largest customer, and 56%, 11% and 16% of the trade and other receivables of our Group are due from our five
largest customers. Our senior management considers that each of our five largest customers has a high credit
standing and based on the good settlement history of such customers, our senior management does not consider
that there will be a significant credit risk exposure arising from our customer concentration.

The maximum exposure to credit risk without taking account of any collateral held by us is represented
by the carrying amount of each financial asset in the statement of financial position after deducting any
impairment allowance. Except for the financial guarantees given by our Group as disclosed in the section headed
“Contingent liabilities” above, our Group does not provide any other guarantees which would expose our Group
to credit risk.

Liquidity risk

Individual operating entities within our Group are responsible for their own cash management, including
short-term investment of cash surplus and the raising of loans to cover expected cash demand. The policy of our
Group is to regularly monitor our liquidity requirements and our compliance with lending covenants, to ensure
that we maintain sufficient cash reserves and adequate committed funding and facilities from major financial
institutions to meet both our short-term and long-term liquidity requirements. Our senior management considers
that our internally generated cash flow is sufficient for, and will be able to sustain, the expansion of our business
and operations. Our senior management also considers that we will be able to meet our liquidity requirements
through our internally generated cash flow.

Currency risk

Historically we maintained our accounting records and prepare our financial statements in RMB.
Starting in the year 2010, we commenced presenting our financial statements in HKD. However, our sales and
the associated trade receivables are principally denominated in RMB, while our purchases are mainly
denominated in USD. Our Group is exposed to currency risk primarily through sales, purchases and borrowings
which give rise to payables, cash and cash equivalents and bank and other loans that are denominated in a foreign
currency, which represents a currency other than the functional currency of the operations to which the
transactions relate. The currencies that give rise to this risk are primarily USD and RMB. In respect of our other
trade receivables and payables denominated in foreign currencies, our Group manages the currency risk by
buying or selling foreign currencies at spot rates where necessary to address short-term imbalances and to ensure
that the net exposure is kept to an acceptable level. Our net exposure to USD arising from recognized assets and
liabilities as at 31 December 2008, 2009 and 2010 were HKD418.2 million, HKD869.1 million and HKD403.7
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million, respectively and as at December 2010 our net exposure to RMB arising from recognized assets and
liabilities is HKD2,444.8 million.

Currently we have derivative financial instruments for the purpose of reducing our Group’s exposure to
currency risk. While our Group may decide to enter into more hedging transactions in the future, the availability
and effectiveness of these hedges may be limited and we may not be able to hedge our exposure successfully.

In addition, a substantial portion of our turnover and operating expenses are denominated in RMB. As at
31 December 2008, 2009 and 2010, cash and cash equivalents of HKD98.8 million, HKD201.7 million, and
HKD325.6 million, respectively, was held by our Group in RMB in the PRC. RMB is currently not a freely
convertible currency. The PRC Government imposes controls on the convertibility of RMB into foreign
currencies and, in certain cases, the remittance of currency out of China. Shortages in the availability of foreign
currencies may restrict the ability of our PRC subsidiaries to remit sufficient foreign currencies to pay dividends
or other amounts to us. For further details of the PRC laws and regulations concerning foreign exchange control,
please refer to the sections headed “Taxation—People’s Republic of China taxation” and “Risk Factors—Risks
related to doing business in the PRC” in this Offering Memorandum.

Dividends

In 2010 we declared and paid a total amount of HKD243.7 million of dividends to our equity
shareholders, equivalent to HKDO.12 per Share. In 2010 we also declared and paid dividends of HKDS50.3
million and HKD48.8 million to the holders of Preference Shares and Convertible Bonds, respectively. On
7 March 2011, our Board declared the payment of a dividend totalling HKD231.0 million, equivalent to
HKDO0.061 per Share and representing approximately 25% of the Group’s net profit for the year of 2010, to our
equity Shareholders. The distribution of such dividend will be submitted to the annual general meeting of our
shareholders, which will be held in May 2011, for its approval.
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CORPORATE STRUCTURE
Introduction

Our history can be traced back to 1995 when Mr. Wang founded the Winsway Group. Winsway Group
had a joint venture relationship and invested in companies with Harbin Railway Bureau Foreign Economic and
Technology Cooperation Company Halaer Branch Company (% T 18 8 = 3 SN IR -5 15 2 W] g H0 AT 2028 7))
and Diversified Business Corporation affiliated to the Hohhot Railway Bureau ("FF1if 45 8t Jm 2 MIAL 418 )
in 1995 and 2001, respectively, for building up the transshipping equipment and transshipping and importing of
crude oil and chemical products.

In November 2005, we set up Inner Mongolia Haotong to conduct our coal business in the PRC. In April
2006, Winsway Group acquired Yiteng to develop a platform for coking coal transportation from the PRC side of
the Sino-Mongolian border to customers in the PRC. In September 2007, as a result of the reorganization of the
coking coal business of our Group, our Company was established and began to independently engage in coking
coal business.

Under the leadership of Mr. Wang, our Group has developed into a major supplier of coking coal with
large-scale processing capacity and value-added services to major steel makers and coke plants in the PRC.

In March and April 2010, HOPU, China Minmetals Corporation, Silver Grant and ITOCHU became our
investors. In the same year, we acquired a 50% interest in the Peabody-Winsway JV which holds the entire
equity interest in Peabody-Winsway Mongolia, which is engaged in coal exploration and mining in Mongolia.

In October 2010, we sold 990 million Shares in an initial public offering in Hong Kong and the Shares
started to be listed and traded at the Main Board of the Hong Kong Stock Exchange.
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INDUSTRY OVERVIEW

We commissioned AME Mineral Economics (Hong Kong) Limited (“AME”), an industry consultant in
the mining sector, to provide a report (“AME Report”) for use, in whole or in part, in the section headed
“Industry Overview” in this Offering Memorandum. We also commissioned Frost & Sullivan, a business
research and consulting firm, to provide a report (“Frost & Sullivan Report”) for use in the section headed
“Industry Overview — Chinese Railway System Overview” in this Offering Memorandum. Unless otherwise
specified, all of the data presented in the section headed “Industry Overview — China Railway System
Overview” and the other parts of the section headed “Industry Overview” in this Offering Memorandum have
been based on or derived from the Frost & Sullivan Report and the AME Report, respectively.

AME and Frost & Sullivan prepared their reports based on their respective in-house databases,
independent third-party reports and publicly available data from reputable industry organizations. The
information derived from the AME Report and the Frost & Sullivan Report has been obtained from official
government and non-official sources believed by AME and Frost & Sullivan, respectively, to be reliable.
However, since such information is unavoidably subject to certain assumptions and estimates made by third
parties, there can be no assurance as to the accuracy or completeness of included information and it should not be
unduly relied upon. As certain economic data is collected on a sample basis or estimated by AME and Frost &
Sullivan, as appropriate, each table and figure should be assumed to include estimated information.

Forecasts and assumptions included in the AME Report and the Frost & Sullivan Report are inherently
uncertain because of events or combinations of events that cannot reasonably be foreseen, including, without
limitation, the actions of governments, individuals, third parties and competitors. Specific factors that could
cause actual results to differ materially include, among others, coal prices, risks inherent in the mining industry,
financing risks, labor risks, uncertainty of mineral reserve and resource estimates, equipment and supply risks,
regulatory risks and environmental concerns.

Investors should note that no independent verification has been carried out on any facts or statistics that
are directly or indirectly derived from official government and non-official sources. We believe that the sources
of the information in this section are appropriate sources for such information and have taken reasonable care in
extracting and reproducing such information. We have no reason to believe that such information is false,
inaccurate or misleading or that any part has been omitted that would render such information false, inaccurate or
misleading. The Company, the initial purchasers, their respective directors and advisors and other persons or
parties involved in the Offering make no representation as to the accuracy of the information from official
government and non-official sources, which may not be consistent with other information. Accordingly, the
official government and non-official sources contained herein may not be accurate and should not be unduly
relied upon.

AN INTRODUCTION TO COKING COAL

Coal is a common and widely distributed carbon-based energy natural resource, mined by both open-cut
and underground mining methods. Typically, there are two main types of coal produced, based on the end-use of
the coal, namely coking coal and thermal coal, both of which fall into the broad categories of Bituminous and
Sub-bituminous Coals. The markets for coking coal and thermal coal operate relatively independently of each
other.

Coking coal, also commonly referred to as metallurgical coal, is used to produce coke, which is used as
a reductant in the manufacturing of iron and steel. To a lesser extent, coke is also used in the casting and smelting
of base metals. Market participants typically refer to six types of coking coals based on specific characteristics of
the coal, including the ash content, volatile materials, coke strength and fluidity. Lower ranked coking coals such
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as Semi-soft Coking Coals are used as either a coking blend component or as PCI coal. PCI coal is generally
injected into a blast furnace to provide the required carbon in the iron-making process. However, there is no clear
definition of coking coal apart from use in steelmaking.

Thermal coal, also referred to as steaming coal, is primarily used as an energy source in the generation
of electricity. Thermal coal covers all black coals other than those which are specifically designated as coking
coal. In broad terms, all coals can be used as thermal coal, however, not all coals can be used for coking
purposes.

Coking Coal Classification

There is no global standard by which coking coals are graded and classified.

Table 1: Types of Coking Coals

Coke

Crucible Strength

Approximate Chinese Swelling after

Coal Type Equivalent Coal Type Ash Volatile Matter Number Reaction
e 90 T ATTED % air dried %
Premium hard coking Primary Coking Coal | <8.5 19-38 8-9 55-74
Standard hard coking and Fat Coal <9.7 19-38 6-9 >55
Semi-hard coking 1/3 Coking coal and 8.0-10.5 17-26 4-6 50-60
Semi-soft coking Lean Coal 8.0-11.0 25-41 3-8 45-55
‘Low-volatile PCI Gas Coal, Meagre, Leang 6.0-10.5 10-19 1-2 n/a
High-volatile PCI and Sticky Coal 4.0-10.0 26-42 1-5 n/a

Source: AME Report

Outside of China, references are typically made to six types of coking coal, broadly in accordance with
the parameters set forth in Table 1. Chinese classification of coal however is based on a different system. Chinese
coal classification developed in the late 1950s covering coal types from lignite to anthracite as set out in Table 2
below. This classification has been designated as one of China’s National Standards, GB5751-1986.

There is no direct correlation between the Chinese and other international classifications. Chinese coal
classifications have more classes of coal types. Generally, hard coking coals under typical international standards
are equivalent to Primary Coking Coals and Fat Coals in China, while semi-soft coking coals are similar to 1/3
Coking Coals and Lean Coals in China.
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Table 2: Chinese Coking Coal Classification (China National Standards—GB5751-1986)

Chinese

Caking  Chinese
Terminology in Volatile Matter index Plasticity
English Coal Class Type Terminology in Chinese (% air dried) (G) Index(Y)
Meagre Coal PM H M Pin Mei >10-20 <5 n/a
Meagre Lean Coal PS H M Pin Shou Mei >10-20  >5-20 n/a
Lean Coal SM A Shou Mei >10-20 >20-65 n/a
Primary Coking Coal M FEME Jiao Mei >10-28 >50-65 <25
Fat Coal FM JIEHE Fei Mei >10-37 >85 >25
1/3 Coking Coal 1/3 M 1/3 F1E 1/3 Jia Mei >28-37 >065 <25
Gas Fat Coal QF SJEHE Qi Fei Mei >37 >85 >25
Gas Coal oM %M Qi Mei >28-37 >35-65 <25
1/2 Middle Sticky Coal 172 454 1/2 Zhong

1/2ZN Nian Mei >20-37 >30-50 n/a

Weak-Sticky Coal RN S5 KM Ruo Nian Mei >20-37  >5-30 n/a

Source: AME Report

GLOBAL COKING COAL INDUSTRY OVERVIEW

AME believes prices for all coking coal types will remain robust for the short term. Supply shortages in

the globally traded coking coal market will continue to drive up prices over the next 18 to 24 months. Relatively
strong demand and tight supply conditions, especially in the case of hard coking coal, are reflected in increases in
price experienced in 2010 and early 2011. Upside risk to prices is attributed to the following factors:

o Shortage of coking coal supply, particularly premium coking coals, and scarcity of high quality
coking coal and acceptance of lower coking blends in blast furnaces may increase demand for lower
quality coking coals;

e Increased steel production targets supporting relatively strong demand growth in developing nations
such as China and India. China will continue to be a significant importer of coking coal;

 Traditional coking coal importers such as Europe, North America and Japan resuming contracted
off-takes following recovery from current financial and economic instabilities;

e Supply growth limited by port and rail infrastructure constraints, and challenges to accessing capital
funding given the changed financial climate;

» Adverse weather conditions during late 2010 have hampered the availability of seaborne coking coal
supply. Several Australian coal producers have declared force majeure and reported disruptions to
operations as a result of heavy rainfalls in the coking coal rich area of the Bowen Basin, North
Queensland;

* Reflective of tight supply conditions, spot price of premium hard coking coal rose significantly over
December 2010 and January 2011, peaking at US$380/t FOB and averaging $327/t FOB for the month
of January 2011. A short term scarcity of hard coking coal is expected to influence the negotiation of
contracts for the early part of Japanese Financial Year (JFY) 2011; and

e Greater pricing power of producers resulting from industry consolidation and increased use of
quarterly rather than annual pricing regimes during buoyant market conditions.
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Table 3: Benchmark Coking Coal Prices 2004 to 2012

Japan-Australia Benchmark Coal Contract Prices
(Japanese Fiscal Year, US$/t, FOB, Nominal 2004 to 09, Real 2010 to 2012)
2004 2005 2006 2007 2008 2009 2010E 2011F 2012F

Premium Hard Coking ............ 58 127 114 9 300 129 215 265 238
Standard Hard Coking . ............ 56 125 107 89 289 120 203 250 225
Semi-Hard Coking ............... 51 110 92 72265 115 195 240 216
Semi-Soft Coking ................ 43 80 58 64 240 83 167 172 166
High Volatile PCI ................ 44 81 60 66 215 80 163 166 171
Low Volatile PCI ................ 47 102 66 68 245 90 170 174 180

Source: AME Report

AME anticipates price growth may ease in the medium term, as infrastructure bottlenecks are alleviated
and new supply streams begin to be commissioned, especially with the expected emergence of coal producers in
Mozambique and Mongolia. Given the proximity to high demand nations such as India and China respectively
and relatively low cost base, Mozambique and Mongolia are likely to be well placed to meet the expected
increase in demand from the Indian and Chinese steel industries over the long term. In addition, bottlenecks that
are currently faced by land-borne and seaborne trade are expected to ease as greater rail and port capacities are
eventually commissioned.

Changes in Coking Coal Benchmark Pricing

Coking coal purchasers in Asia-Pacific have historically followed settlements in the dominant Japanese
market, with contracts based on the Japanese Financial Year (JFY), from 1 April to 31 March. Negotiations for
new contracts generally commence in December or January and are completed by March.

For the quarter ending June 2010, many coking coal producers moved to a quarterly pricing regime, in
line with contracts signed by iron ore companies. Under the previous annual contract pricing regime, coking coal
producers were generally required to wait at least one year before prices could be renegotiated to reflect changes
in market dynamics. Sensitive to market changes, during buoyant market conditions spot prices for coking coal
are generally higher than contract prices. As such coal producers have a preference to negotiate prices more
frequently to reflect spot price closer during bullish markets.

Recently, increased market consolidation through mergers and acquisitions, and supply shortages has
provided producers with greater pricing power. Given the current buoyant market conditions and relatively high
spot prices, major coking coal producers have opted for more frequent quarterly contract pricing. Although
quarterly contract pricing is more established, there are talks that suggest that coal producers are considering a
push for monthly pricing. Continuing market buoyancy and increased frequency in price adjustments may
support the rise in coking coal prices over the short term.

Demand

AME believes relatively stable demand growth and tight supply conditions in the global coking coal
market may persist in the short to medium term. Demand growth, mainly driven by developing countries such as
China and India, is expected to outstrip the rate of new supply entering the global coking coal market over the
short to medium term.

A scarcity of high-quality coking coal production and infrastructure issues constraining supply in
present and future export countries such as Australia, Russia, Mongolia and Mozambique is expected to
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contribute to the shortfall between demand and supply. In turn, AME considers there is considerable upside
potential for export coking coal prices in the shorter term.

AME expects solid coking coal demand growth from the developing world. Imported coking coal
demand growth in China and India is expected to account for a majority of the growth in global coking coal
imports over the longer term. Demand growth may remain at relatively high levels as China continues to
maintain a substantial share of the globally traded coking coal market and India aims to ramp up its steel
production.

China’s emergence as a significant importer of coking coal in 2009 has supported an increase in
globally traded coking coal demand and in turn strained traded coking coal supply. Expected growth in Chinese
and Indian crude steel production, together with the return of import demand from traditional coking coal
importers such as Japan, Europe and North America, may add to the pressure on supply and create competition
for available global coking coals.

Tight demand and supply conditions in the global coking coal market, especially in the case of hard
coking coal, are reflected in increases in price experienced in 2010 and early 2011.

Benchmark contract prices for premium hard coking coal increased from approximately US$96/t in the
beginning of 2008 to approximately US$300/t in April 2008. Contract prices decreased in April 2009 to
approximately US$129/t but increased by around 55% in April 2010 to approximately US$200/t. Benchmark
contract price again increased in June 2010 to around US$225/t for the quarter ending September 2010.
Similarly, the spot price for Australian hard coking coal reached US$248/t FOB in May 2010, a 136% increase
from the average spot price in May 2009 at US$105/t FOB.

However, in the quarter ending September 2010, both spot and quarterly contract prices fell. Benchmark
contract price for premium hard coking coal for the quarter ending December 2010 was settled at US$209/t FOB,
down approximately 7% from the previous quarter. Spot prices also fell in July and August. Average spot prices
for Australian premium hard coking coal was around US$203/t FOB in July. Despite a dip in the hard coking
coal benchmark contract price during the third quarter, the price for the fourth quarter ending March 2011 was
settled at US$225/t FOB; on par with the second quarter. Similarly, the spot price has also shown strong recovery
passing the US$230/t FOB in early December 2010.

Severe flooding in Queensland has reduced the availability of high quality coking coal in the December
and January quarters. This has exasperated tight supply conditions of global seaborne coking coal. Consequently,
spot price of premium hard coking coal rose significantly over December 2010 and January 2011, peaking at
US$380/t FOB and averaging $327/t FOB for the month of January. The short term scarcity of hard coking coal
is expected to influence the negotiation of contracts for the early quarters of 2011JFY. AME expects the
2011JFY benchmark hard coking coal price to average US$265/t FOB.
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In the long term, it is expected that the key market drivers may be China’s and India’s increasing
reliance on coking coals and the lack of domestic coking coal supply to meet the demand of these two countries.

Figure 1: Estimated Demand Growth between 2008  Figure 2: Global Traded Coking Coal Market
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Figure 1 and Figure 2 show where the growth in coking coal imports may come from over the period
from 2008 to 2012. China, India and, to a lesser extent, South Korea together comprise over 58 mt of growth in
global coking coal demand between 2008 and 2012 with greater market share over the same period.

Reasonable demand growth is expected for traded coking coal based upon an annual global growth rate
of approximately 4.5% as predicted by the International Monetary Fund. This is expected to be driven by long-
term sustainable increases in import demand in China and India. Given China’s gradual depletion of domestic
coking coal reserves and the lack of coking coal reserves in India, there may be a shortage of domestic coking
coal supply to meet demand from these two countries especially for high grade coking coals. In addition, AME
expects a steady demand recovery from traditional coking coal customers such as Japan, Europe and North
America. Factors considered in AME’s coking coal demand outlook include, amongst others, the following:

e China is expected to continue being a major factor in the internationally traded coking coal market.
China’s recent emergence as a net importer of coking coal has renewed optimism in the strength of
demand but has caused supply shortages. AME assumes that China’s coal industry may have
insufficient production capacity to meet demand from its steel industry in the medium term. This could
be driven by greater consolidation in the steel and coal mining industries. Ongoing coal mine safety
campaigns and government pressure to close smaller, inefficient and unsafe coal mines may result in a
lack of high-rank, high-quality coking coal supply;

e In 2010, over 1600 Chinese coal mines are estimated to have been closed, representing approximately
155mt of domestic production capacity. To counter a drop in domestic coal production, production at
the remaining coal mines have been ramped up. However, Chinese coal mines have already shown signs
of decreasing coal quality and greater difficulty in mining as existing high quality and easy to mine coal
reserves are being exhausted. This may lead to higher overburden ratio and operating cost for domestic
coals, making import coking coal more attractive;

e Demand in Indian is also expected to be important, driven by a lack of domestic hard coking coal
production and an ambitious steel industry expansion program. The Indian Government’s National Steel
Policy aims to increase annual steel production to over 100mtpa by 2020. Given that India lacks
domestic supply of high-quality coking coal, India is likely to be highly dependent on imported coking
coal.
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e Traditional coking coal customers such as those in Europe, Japan and North America have shown
signs of recovery from the global financial crisis and returning to the seaborne coking coal market.
Major coking coal producers have seen strengthening of re-stocking cycles in these countries, reflective
of market stability and increased consumption. However the expected long-term growth in these
developed countries is expected to be relatively flat, especially in the Europe region;

¢ Scarcity of premium hard coking coal is expected to have two implications. Firstly, the shortage may
place greater demand pressure on high-quality coking coals and widen the premium for hard coking coal
over coal with lower grades. Secondly, it may create a “flow-on” effect to other types of coking coals,
driving demand for semi-soft and semi-hard coking coals and PCI coals, as a greater proportion of softer
coals are used in coke blends; and

* Due to the scarcity of high-ranked coking coals, coupled with strong demand, steel makers have been
evaluating coke mixes with larger proportions of lower ranked coking coals. The evaluation of new coke
mixes is likely to be driven by potential cost-saving considerations. Increased acceptance of such new
coke mixes may support growth in demand for lower-ranked coking coals such as semi-soft and semi-
hard coking coals and high and low volatile PCI coals.

Global crude steel production is estimated to have increased by around 16% in 2010 as the world

economy emerges from recession and GDP reverts to trend. Figure 3 shows that crude steel production fell
around 8% in 2009 to 1.2 bt but recovered to approximately 1.4 bt in 2010. Crude steel production growth is
expected to steadily increase at approximately 5% during the period between 2011 and 2012. In 2010, an
estimated 240mt of coking coal was traded. AME estimates that global coking coal imports may grow at
approximate 5 to 6% over 2011 to 2012.

Figure 3: Global Steel Production 2000 to 2012 Figure 4: Global Steel Production and Growth
Rates 2000 to 2012
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Over the longer term, as shown in Figure 6, AME expects coking coal demand growth to stabilize at

lower and more sustainable levels. China is expected to maintain a significant position in the global seaborne
market. Beyond the short term, AME expects that Chinese demand for coking coal imports may be driven by a
fundamental shortage in domestic coking coal reserves, particularly of hard coking coal, beyond the short term.
The proportion of high-quality coking coal used in a typical Chinese coke blend is greater than the proportion of
high-quality coking coal that is estimated to comprise the Chinese coking coal reserve base. This potential lack of
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coking coal reserves increases the likelihood of China continuing to depend on coking coal imports. The
economic recovery of Europe and North America is also likely to add to stable long term demand growth.

Figure 5: World coking coal consumption 2004 to Figure 6: Internationally traded coking coal
2012 demand 2004 to 2012
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Reserves

The process of quantifying minable coal is based on the assessment of several criteria including factors
such as site geology and mining and economic viability. The quantity of coal deposited for a certain area and the
amount of mineable coal may vary depending on the resource measurement criteria applied. The basis of
resource and reserve assessment and classification applied varies from country to country.

References made to coal “resource” or “reserve” in this report refer to generally recognized definitions
stated below (unless stated otherwise);

* Resource: This refers to coal that may be present in a deposit or a coalfield. This does not take into
account the feasibility of mining the coal economically. Not all resources are recoverable using current
technology.

e Reserve: This represent a part of resources that are economically viable to mine at a given point in
time. Reserves can be defined in terms of proved (or measured) and probable (or indicated) reserves
based on exploration results and the degree of confidence in those results. Proved reserves are
considered to be highly confident of being recoverable economically, under current market conditions.

The data series for reserves and resources in this report does not necessarily meet the definitions,
guidelines and practices used for determining reserves and resources at company level, for example the JORC
Code (the Joint Ore Reserve Committee of the Australian Institute of Mining and Metallurgy) which has been
adopted by the Australian and New Zealand Stock Exchange; UK accounting rules contained in the Statement of
Recommended Practice, ‘Accounting for Oil and Gas Exploration, Development, Production and
Decommissioning Activities’ (UK SORP) or as published by the US Securities and Exchange Commission.
Rather, the data series has been developed by compiling a combination of third-party and country based data
sources, which do not necessarily identify the specific resource measurement method used. At the reserve or
resource stage (i.e. unmined coals), given the different classification of reserves between countries and different
levels of coal treatment chosen by mine operators, it is difficult to clearly distinguish and classify unmined coals
into coking and thermal coals. Such determinations are generally made at the production level, and even at this
point, a thermal coal may be used in steel making.

At the end of 2009, total proven (i.e. economically recoverable) reserves of coal for the world were
estimated to be approximately 826 bt, and of this total, global hard coal reserves accounted for approximately
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411 bt of reserves of the total. Hard coal consists of anthracite and bituminous coal which includes both coking
and bituminous thermal coals.

According to AME estimates for 2009, the hard coal reserve base for Russia and Australia was
approximately 49 bt and 37 bt respectively. Russia is considered to have the third largest reserve base of
anthracite and Bituminous Coals after the US and China, which have a reserve base of approximately 109 bt and
62 bt, respectively. Mongolia is estimated to have potential total coal reserves of approximately 100 bt. Most
reserves are reported to be economically recoverable. For example, Tavan Tolgoi coal deposit has a proven
reserve base of over 6 bt comprising coking and thermal coals. Despite a recent increase in exploration activity,
especially in Mongolia, Mozambique and Australia, total reserves of hard coals have decreased by approximately
21% from reserve levels in 2000. The greatest fall in reserves came from Europe (excluding CIS countries) while
reserves in Asia and Australia fell by approximately 18%.

Supply

The expected shortage of coking coals has spurred suppliers to attempt to expedite plans for new supply
through numerous brownfield expansions and new projects in Australia, Canada, the US, Russia, Mongolia and
Mozambique.

AME believes the buoyant global market and high prices have initiated various plans to restart idled or
closed mines over the next three years.

Despite the large numbers of potential coking coal projects, growth in export supply is subject to the
following two key limiting factors:

e Availability of rail and port infrastructure to support increases in production capacity. There are
however several upcoming infrastructure developments due to become operational in the medium term.
The scarcity of supply has led to a growing emphasis on accelerating the development of new rail and
port infrastructure to help ease the bottlenecks. This is especially evident along the east coast of
Australia.

* Accessibility of capital funding. Following the global financial crisis, the appetite for high-cost capital
investments (including mine and infrastructure developments) has changed. Additional requirements
and processes have made financing relatively less accessible. The relative challenge of securing
development funding has had a direct impact on some producers, who have delayed or cancelled
brownfield expansions and new projects over the last 24 months.

Seaborne coking coal supply on the seaborne market has generally been dominated by Australian coking
coals. Other major suppliers of internationally traded coking coals include Canada, the US and Russia. Growth in
seaborne coking coal supply from Canada and the US has been relatively flat compared to the increase in exports
from Australia since the 1990’s. Over the medium to long term, Australia is expected to maintain a significant
role in the supply of internationally traded coking coal with additional coking coal supply stemming from
Mongolia and Mozambique. Most of the Mongolian coal supply is expected to be absorbed by China, while
Mozambique is likely to be a key supplier to India.

In the medium term, coking coal exports from Russia is likely to maintain its importance to steel
producers in Eastern Europe and the CIS while it tries to increase export volumes to Asia. This is evidenced by
continued coal trading between Russian coking coal suppliers and Japanese steel producers, recently settling
quarterly contract price for low-volatile PCI at around US$170/t FOB for the quarter ending September 2010.

However, due to a government crackdown on mine safety (following the explosions at the Radpadskaya
mine in 2010) and the remoteness and infrastructure constraints (which are aggravated by the remoteness of
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eastern coal mines), Russia is not expected to be a significant supplier to the seaborne coking coal market in the
short term.

The US has long been regarded as a swing-supplier. The shortage of seaborne coking coal as a result of
flooding in Australia has seen the increase in the demand for the US coking coal in the 2010 December quarter.
In turn, some companies in North America have revised their 2011 coking coal sales forecast to reflect the
expected benefit of the strengthened seaborne coking coal market. In the medium to long term, US may gradually
reduce its coking coal exports as producers in Mozambique and Mongolia emerge in the export market. The
severe short term shortage of export coking coal will mean American exporters will remain important, at least
until new Mozambican and Mongolian supply is established in the seaborne market.

Canada’s market share will remain relatively flat given its exposure to Europe, where steel production
growth is likely to be slower and less pronounced than in developing Asia. However, like all suppliers, Canadian
producers are benefiting from increased Chinese demand and relatively lower freight rates. Given a
comparatively higher cost of production, exporting from Canada is typically economical only during strong
market conditions or when freight costs are low.

Australia has historically been the largest coking coal supplier to the seaborne market. In 2009,
Australia exported approximately 125mt coking coal, accounting for approximately 56% of global coking coal
exports. We expect that Australia is likely to remain as a major coking coal supplier in the short to medium term.
Despite the availability of potential coking coal supply streams in the country growth in export coking coal
supply is limited by issues of port and rail access and accessibility of financing.

Coal producers from Asia and Oceania are expected to have contributed significantly to supply growth
in 2010. Combined, the two regions are expected to account for over 65% of total global coking coal supply.
Australia, the largest supplier of seaborne coking coals is estimated to have increased its output in 2010 by
around 12% to meet demand growth from Asian countries.

As shown in Figure 7 below, Mongolia is emerging as a new supplier in the world coking coal market.
If sufficient infrastructure is developed to alleviate transportation bottlenecks, the volume of Mongolian coking
coal exports is expected to increase.

Figure 7: Coking Coal Exports by Key Countries 2000 to 2012
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Transportation

The majority of coking coal traded is conducted via seaborne trade routes. Australia is the largest
exporter of coking coal in the seaborne market, accounting for over 50% of global coking coal export supply.
Australia supplies coking coal mainly across the Pacific region.

As shown in Figure 8 below, key global seaborne trade routes include the route from Eastern Australia
to Northeast Asia, including China, Japan and South Korea, the route from Indonesia to Northeast and the
Atlantic region, the route from South Africa to Europe and Asia, the route from the US to Northeast Asia via the
Pacific ocean, the route from Canada to Europe and Asia, and the route from China to Northeast Asia.

Land-based coking coal routes are typically used amongst countries of the CIS, Europe and Northern
Asia, principally Mongolia and China.

Figure 8: Key World Coking Coal Trade Routes
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CHINESE COKING COAL INDUSTRY OVERVIEW
Pricing

In China, there are two types of pricing for coking coal: term contracts and spot sales. Large coal mining
companies usually sign long-term contracts, typically for one year, with coke plants or steel makers. Generally,
the term prices are lower than spot prices, but prices are adjusted through negotiation if there are significant
market changes.

Spot prices in China may differ between regions. Numerous grades and differing properties of coking
coals between regions contribute to price variations. On a general basis, coal produced in Northeast China are
priced higher. Generally, coking coals in the North and Northeast China are better in quality and have more
consistent seam lines, while coals sourced from the southwest, near the Tibetan border, and southeast are
typically lower quality coals.
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Table 4: Estimated Spot Price®—by Region and by Coal Type

Clean Clean
Province/City 1/3 Coking Coal Province/City Coking Coal
Hebei .......... .o it 1,380 Hebei ............ccoiieiia... 1,469@
Inner Mongolia .................. 1,084 Inner Mongolia................. 1,260
Liaoning ............. ... .. ... 1,300 Linfen ....................... 1,550
Linfen ......................... 1,400 Taiyuan ...........c.c.viiunn... 1,445
Shandong . ...................... 1,394

Source: AME Report
Note: Prices are provided on a FOR basis (RMB per tonne including VAT, as at July 2011).
(1) An estimate of average spot prices by region and by coal type has been provided.

(2) Ex-works price basis.

In the seaborne market, recent coking coal price increases and tight supply conditions have affected the
Australian spot market. Annual average spot prices for Australian hard coking coals exports increased by
approximately 54%, from US$144/t in 2009 to around US$222/t in 2010 (excluding VAT). These price increases
have affected China to a lesser extent where average annual spot prices increased by around 20% in 2010 from
the previous year. This is reflective of the scarcity of hard coking coals and China’s appetite for coking coal
imports. Notwithstanding relatively higher prices, China has continued to import Australian hard coking coals.

After peaking in May 2010, Australian hard coking coal spot prices fell during June and July, reaching
an average of around US$237 per tonne (inclusive of VAT) in July. However, the spot priced strong recovery in
the later part of 2010. More recently, following the impacts of heavy rainfalls in North Queensland, spot price for
Australian premium hard coking coals reached highs of around US$380/t during January 2011.

Spot price of Chinese hard coking coal equivalent spot price fell from June 2010, reaching an average of
around US$213 per tonne FOB (inclusive of VAT) in July 2010. Chinese hard coking coal prices remained
relatively stable at the US$210/t to US$214/t range in the second half of 2010. Prices have shown an increase in
January 2011 reaching around US$223/t (inclusive of VAT).

Figure 9: Historical Spot Price—Australian Hard Coking Coal vs China Hard Coking Coal Equivalent
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Demand

China’s recent emergence as a net importer of coking coal has renewed optimism in the strength of
demand but has caused supply shortages in the medium term. Chinese demand, combined with the economic
recovery of traditional coking coal importers such as Europe, North America and Japan, have amplified the
shortage of high-quality coking coal. AME predicts China may continue to be a major player in the
internationally traded coking coal market as demand from Chinese steel production is expected to exceed
domestic coking coal production.

By producing approximately 627 mt of crude steel in 2010, China accounted for approximately 44% of
the world’s total crude steel output, a sharp increase from 2008, when China produced approximately 38% of
global crude steel. Significant increase in market share was experienced in 2009 as China continued to increase
its crude steel production by around 14% while crude steel production in the rest of the world decreased by
estimated 20%. Despite a robust increase of over 10%, China’s share of global crude steel production decreased
in 2010 as steel producers in the rest of the world showed signs of recovery.

Over the next five years, the global steel market is expected to witness increases in steel output to meet
recovering steel demand. As shown in Figure 10, Chinese crude steel production may reach an estimated 696 mt
in 2012. In AME’s view, China’s steel industry has matured and although future growth may continue, it is likely
to be at a slower pace than the rapid growth experienced between 2000 and 2007. Future increases in new steel
production capacity are expected to be heavily regulated by the Chinese government.

Figure 10: Global Crude Steel Production 2000 to 2012
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Table 5: Top 10 Steel Producing Provinces

Crude Steel Production (mt) 2010 Domestic
Provinces / City 2005 2006 2007 2008 2009 2010E Production Share
Hebei ......... ... . . i, 74 91 107 116 138 145 23%
Jlangsu .. ... 33 42 47 49 55 62 10%
Shandong . ......... ... ... i, 32 38 44 45 50 53 8%
Liaoning . ... 31 38 41 41 49 52 8%
ShanXi . ..vvv i e 17 20 25 23 26 30 5%
Hubei ......... ... ... . 16 17 18 20 20 25 4%
Henan .......... ... . . . ... . .. 12 18 23 22 23 23 4%
Shanghai ............ .. ... ... ... .. ... 19 19 21 20 20 22 4%
Tianjin .. .ovv v 10 13 16 17 19 22 3%
Anhui . ... 11 13 17 18 18 19 3%
Top-STotal ........................... 186 229 265 273 319 342 55%
Top-10Total .......................... 254 307 359 369 419 453 72%
China ............. .. i 356 423 489 500 568 626

Source: AME Report

Increasing Chinese demand may exert significant influence on the global hard coking coal export
market, with the potential displacement of hard coking coal demand towards lower-quality coking coals. In
addition to China’s lack of high-quality coking coal reserves, there are two other key drivers AME considers

pertinent:

* Industry consolidation in Chinese coal sector: Increased consolidation in the coal mining industry is
also occurring. For instance, Shanxi province, China’s largest coal-producing province, is planning
measures to expedite the closure of smaller and unsafe coal mines and consolidation within the coal
mining industry, which could lead to an estimated 30% reduction in raw coal output from Shanxi

province; and

e Increased competitiveness of hard coking coal seaborne imports due to relatively lower freight rates:
China’s new steel production capacity is under continuing expansion in the eastern coastal regions,
closer to ports, and utilities. This is likely to increase the competitiveness of Australian coking coal
producers compared to local suppliers from Shanxi and Inner Mongolia. Similarly, the emergence of
Mongolia as a significant producer of coking coal is supporting the competitiveness of coking coal

imports.
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Table 6 and Table 7 below provide an estimated outlook on estimated life of reserves remaining and the
amount of coking and hard coking coals required by China, respectively.

Table 6: Chinese production of low-volatile coking coal and fat coal 2008 to 2012

Estimated Primary
coking coal Estimated fat coal Estimated growth in Estimated hard coking Estimated life of

production (mt) production (mt) coking coal industry coal reserves (mt) reserves® (yr)
2008 ......... 95 40 2% 3,216 17
2009 ......... 101 43 7% 3,030 17
2010 ......... 108 46 6% 2,802 13
20011 ... ..., 113 48 5% 2,564 11
2012 ... ..., 117 50 4% 2,308 10

Source: AME Report
Note:

(1) For simplicity in this piece of analysis, AME assumes the proportion of low-volatile coking coal and fat coal remains constant to 2012. Growth
rates are based on of AME’s forecast for the production of all types of coking coal. “Life of reserves” calculated based on previous year’s
consumption.

Table 7: Chinese steelmaking coal requirements 2008 to 2012

Estimated pig iron Estimated coking coal  Estimated hard coking

production (mt) requirement® (mt) coal requirements (mt)
2008 . .. 469 366 183
2000 . .. e 544 424 212
2010 . .. e 586 457 228
2011 .. e 610 476 238
2012 . e 655 511 256

Source: AME Report
Note:

(1) Coking coal requirement based on 1.3 tonnes of coking coal required to produce 1 tonne of coke and 0.6 tonnes of coke to produce one tonnes of
pig iron. Pig iron production refers to AME’s forecasts.

Similar to the growth in steel production, Chinese consumption of coking coal is expected to increase
over the next one to two years. In the longer term, Chinese coking coal consumption growth is expected
relatively subdued as the Chinese economy matures and steel production slows.
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Reserves

Classification and estimation of reserves may vary country-to-country due to different quality standards.
According to Chinese-based data, Chinese coking coal reserves totalled approximately 62 bt in 2008. An
estimated breakdown of China coking coal reserves by regions is provided in Table 8 below.

Similar to general international standards, the China Solid Mineral Resource or Reserve classification
system is based on economic viability, geological knowledge and relative confidence in the feasibility or
exploration results. China generally classifies mineral resources or reserves into three classes, reserves, basic
reserves and resource reserves.

Table 8: Estimated China Coal and Coking Coal Reserves (bt)

Coking Coal Total Coking Total Coal

Coking Coal Coking Coal Resource Coal Identified Identified
Region Reserves® Basic Reserves® Reserves® Reserves® Reserves®
Beijing .......... i - - 0.1 0.1 23
Tianjin . .......... ... - 0.3 0.1 0.3 0.4
Hebei ............ ... ........ 1.3 3.5 5.1 8.6 14.6
Shanxi ............ ... .. 33.2 60.7 92.9 153.6 263.4
Inner Mongolia ............... 2.1 39 33 7.1 289.3
Liaoning .................... 1.1 1.9 0.5 24 7.1
Jlin ... 0.2 0.3 0.2 0.6 2.9
Heilongjiang . ................ 0.9 4.8 4.7 9.5 22.0
Jlangsu ....... ... .. 1.0 1.8 1.8 3.6 3.7
Zhejiang .. ........ ... 0.0 0.0 0.0 0.1 0.1
Anhui....................... 4.1 10.1 9.9 20.0 25.2
Fujian ............ ... ... ... 0.0 0.0 0.0 0.0 1.2
Jlangxi ....... ... i 0.3 0.5 0.3 0.8 1.4
Shandong .................... 4.2 9.2 9.8 18.9 24.7
Henan ...................... 2.4 3.8 5.5 9.3 26.0
Hubei ............ ... .. ..., 0.0 0.1 0.1 0.2 0.7
Hunan ...................... 0.2 0.4 0.3 0.7 3.1
Guangdong .................. 0.0 0.0 0.0 0.0 0.6
GUuangxi ... 0.0 0.1 0.1 0.1 2.3
Sichuan ..................... 0.9 1.5 1.3 2.8 10.8
Chongqing ................... 0.3 0.6 0.6 1.2 3.0
Guizhou ..................... 3.9 6.2 3.7 9.9 514
Yunnan ............ ... 1.9 2.9 2.4 5.3 26.8
Tibet . ... ... - 0.0 0.0 0.0 0.1
Shaanxi ..................... 1.2 2.0 33 5.3 165.8
Gansu ... 0.3 0.5 0.7 1.2 10.7
Qinghai ..................... 0.3 1.1 2.5 3.6 4.9
Ningxiad ...ovvvvinnnennnn.. 0.7 1.7 2.2 3.9 31.2
Xinjlang . . ...ovviie e 1.0 2.7 6.7 9.4 161.0
Hainan ...................... - - - - 0.2
Shanghai .................... - - - - -
TOTAL ....... ... . ... 62 121 158 279 1,157
Source: AME Report
Notes:

(1) “Reserves” means the actual recoverable quantity of coking coal.
(2) “Basic Reserves” means resource reserves that have been indicated or proven (reserve is a subset of basic reserves).
(3) “Resource Reserves” means reserves of lower confidence and marginal economic viability.

(4) “Total Identified Reserves” is the sum of Basic Reserves and Resource Reserves.
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Considering the depletion of coking coal reserves and the relatively high use of coking coal in Chinese
blast furnaces there is a growing concern that there may be a lack of domestic coking coal supply in the long
term. As a result, the Chinese Government over its five-year plans has been driving towards further resources
exploration in western regions of China and further consolidation and elimination of small and inefficient mining
and steel operations. Such move is expected to achieve economies of scale through centralization in production
and demand of raw materials. In the long term, consolidation of steel producing capacity will translate to larger
blast furnaces which requires higher percentage of high quality coking coals.

China’s domestic coking coal resources lacks low-to-medium volatility, high-fluidity hard coking coal.
This may be an issue as the Chinese steel sector moves towards increased consolidation and larger blast furnace
sizes. Larger blast furnaces require the use of higher-quality coking coals to maintain the burden strength.
Proportionally, China generally uses more high-quality coking coal in the production of its typical coke blend
than it has as reserves. This potential lack of hard coking coal reserves indicates the likelihood of China’s
continued dependence on coking coal imports.

Figure 11 and Figure 12 below represent the estimated Chinese coking coal reserves by type and the
estimated typical Chinese coke blend, respectively. The primary coking coal and Fat Coal are Chinese termed
names and are relatively equivalent to hard coking coals. While these coals represent only one third of Chinese
reserves, they represent approximately half of the coke blend. This raises concerns over the long-term availability
of domestic premium coking coal supply. In addition, the typical Chinese coke blend could increase its hard
coking coal proportion as the Chinese steel industry modernizes with the addition of larger blast furnaces, which
may add to the pressure on the long-term supply of domestic premium coking coal. Larger blast furnaces require
the use of higher-quality coking coals to maintain the burden strength.

Figure 11: Estimated Chinese Coking Coal Reserves Figurel2: Estimated Typical Chinese Coke Blend
by Type
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Supply

Insufficiencies in Chinese domestic coking coal production may be driven by greater consolidation in
the coal mining industry. Ongoing coal mine safety campaigns and growing government pressure to close
smaller, inefficient and unsafe coal mines are expected to add to the lack of high-rank, high-quality coking coals.
Over the longer term, the depletion of Chinese hard coking coal reserves could add to China’s dependence on
coking coal imports. This is particularly the case for premium hard coking coals, as they account for around 40%
to 50% of the coke blend.

Figure 13: Chinese Coking Coal Figure 14: Chinese Coking Coal Exports
Production 2004 to 2012 2004 to 2012
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Figure 15: Estimated Percentage of Chinese Coking Figure 16: Estimated Percentage of Chinese
Coal Production by Region Coking Coal Production by Coal Type
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Given China’s crude steel production targets, growth in China’s demand for coking coal is expected to
exceed potential increases in domestic coking coal supply. This is reflected in the expectation that China is likely
to continue to be a net importer of coking coal.

Growth in China’s domestic supply of coking coal is expected to be limited. In the short term, the
consolidation of the coal industry is likely to restrict the growth potential of China’s domestic coking coal
supply. However, the expansion of larger and more productive mines that remain post-consolidation will likely
be easier to implement and may lead to relatively higher yields. In the longer term, the availability of coking coal
reserves is likely to be a limiting factor on supply growth.
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Imports

Chinese demand for coking coal imports is estimated to increase by over 20% to over 44 mt in 2010. As
shown in Figure 17 below, coking coal imports have grown by over four times since 2008 when China had less
than a 3% share of the global coking coal trade market. This increase is due to the shift in purchases by Chinese
steel plants away from the tight domestic coal market and towards the overseas market in 2009.

AME forecasts China’s share of the global coking coal trade may grow to approximately 19% in the
medium term and rise over 24% in the long-term. AME expects long-term demand for coking coal may be
supported by shortages in domestic reserves and supply, particularly of premium hard coking coal. Factors
considered in AME’s coking coal China imports outlook include, amongst others, the following:

e As growth in domestic coking coal production gradually slows, growth in coking coal imports is
likely to consequently increase to satisfy the growing demand. By 2012, China may import around 55
mt of coking coal,

e In the long run, it is expected that China may maintain its position as a key importer of coking coal.
This is not only because China lacks high-quality hard coking coal, but also because much of China’s
new steel production is expected to be located on the east coast, closer to ports, energy and water
sources. With sea freight rates expected to remain depressed for some time, the competitiveness of
Australian producers compared to mines in Shanxi and Inner Mongolia is likely to increase; and

* The emergence of Mongolia as a significant coking coal supplier to China may displace relatively less
competitive countries such as Canada and the US, which have generally been swing suppliers of coking
coal in the seaborne market, particularly in the Asia-Pacific region.

Figure 17: China Coking Coal Imports 2003 to 2012
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Cost Benchmarking

Figure 18 below represents a preliminary operating cost analysis performed by AME in which
Mongolian operating costs are compared to other hard coking coal export countries along a “cost curve”.

Based on a preliminary operating cost analysis of hard coking coal export countries, Mongolian hard
coking coal cost, at approximately US$88/t CIF to Hebei area in China, is relatively less expensive when
compared to other major coking coal exporters on a per tonne CIF basis to China. Assuming delivery to the
Hebei area in China, coking coals from United States is estimated to be slightly less expensive than Australia at
around US$91/t. Australian hard coking coal cash cost is estimated to be in the order of around US$95/t CIF, the
cost is impacted by disruptions in production during the December quarter of 2010 due to adverse weather
conditions. Russian hard coking coal cash cost is also relatively high at around US$103/t CIF as increasing health
and safety regulations hindered production during the year. The Canadian CIF cash cost to China is estimated to
be approximately US$112/t including port handling and rail within China.

Figure 18: Estimated Export Hard Coking Coal Mine Cash Costs by Country
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Notes:

(1) Figure 18 illustrates the global hard coking coal industry cash costs based on estimated company operating cost breakdowns, including labor,
mining and processing, royalties, haulage, freight and port handling. The estimated cost position of Mongolia is shown as a grey strip along the cost
curve. The cost curve is based on 2010 calibrated and benchmarked cash costs and subsequent updates.

(2) Mongolian hard coking coal CIF cash costs are estimated to be approximately US$80-90 per tonne based on available relevant information.

(3) To construct cost curves and undertake industry analysis, AME analysts compile information from a variety of sources, including reports made
available by producers, direct contact and trade publications. Consequently, AME makes no warranty or representation regarding this cost curve or
metallurgical coal industry information, and it should not be relied upon. In addition, the time required to produce cost curves means that even the
most recent available examples will be unable to take account of recent developments. In some cases, the most recent available cost curve may be
based on data that is several years old. Cost data for specific producers may be based on costs incurred by the producers over their respective
accounting years; to the extent these differ, the direct comparability of their costs may be limited. Moreover, all cost curves embody a number of
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significant assumptions with respect to exchange rates and other variables. Thus, the manner in which cost curves are constructed means that they have
a number of significant inherent limitations.

(4) Cost curves are based upon a set of assumptions and limited data, and as such are estimates of actual costs. Mongolian hard coking coal production
costs are estimated to be around US$80-90/t based on available relevant information. AME’s work uses a wide range of public domain and industry
data sources. AME then compiles, interprets and analyses this data to make estimates of mines in production which may contain inconsistencies or be
otherwise unreliable.

MONGOLIAN COKING COAL INDUSTRY OVERVIEW

Mongolia is considered by some market observers to be one of the last untouched frontiers in terms of
potential coking coal supply. Recent surveys suggest that there are approximately 300 coal deposits identified
across 15 coal basins stretching throughout Mongolia. Most of the coal resources are situated in the eastern and
southern portions of Mongolia in proximity to China.

Given the insufficient supply of oil and natural gas, coal is considered to be Mongolia’s main energy
source. As a country of an estimated 2.7 million people with relatively little industrial activity outside of
agriculture and mining, growth in domestic consumption of coal, especially coking coal, is likely to be limited.

It is only since 2004 that Mongolia began expanding coal production to cater to the export coal market.
Approximately 162.3 bt of coal resources have been recognized. Preliminary and detailed exploration activities
in 2008 show a coal reserves base of approximately 23 bt. Proved coal reserves account for approximately
12.2 bt, comprising of approximately 2 bt of coking coal.

Most of the Mongolian coal mines, including Tavan Tolgoi, are open-cut mines, where the majority of
the coal deposits are close to the surface. Favorable mining conditions at open-cut mines allow miners to
generally extract raw coals more economically than unground mines. Mongolian open-cut coal mines may also
potentially expand production capacity relatively easily while keeping lower production costs.

Given the lack of infrastructure in the immediate term, including but not limited to established water
and electricity sources, the development and commissioning of a coal processing facility in Mongolia may be
challenging. However, given the premium for processed coals, a company has begun construction of a coal-
handling facility which is expected to be commissioned in early 2011. At this stage, Mongolian coal producers
typically supply raw coking coal directly to their customers.

Mongolian Coal Trade

The key driver behind Mongolia’s future production expansion is likely to be demand from China, and,
to a lesser extent, demand from Russia, South Korea and Japan. Mongolian coal exports have been, and will
likely continue to be, predominantly driven by Chinese import demand. As a landlocked country, the cost
advantage of transportation and the relatively high premium coking coal demands from China have driven a
robust growth in exports of coking coals from Mongolia.

According to the Mineral Resource Authority of Mongolia, exports of Mongolian coal commenced in
2003. For the period 2003 to 2008 coal exports from Mongolia have grown by approximately 52% CAGR. Total
production of Mongolian coal in 2009 is estimated at approximately 13.2 mt, with exports accounting for
approximately 7.0 mt or approximately 53% of the total production.
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In 2003 and 2004 most or all of the Mongolian coal exported was earmarked for China. Other countries
such as Russia began importing coal from Mongolia in 2005. Figure 19 shows that between 2005 and 2010,
China accounted for an average of approximately 94% of total Mongolian coking coal exports. Approximately
85% of Mongolian coal was exported to China in 2010. Mongolian thermal coal export into China was
approximately 1.5 mt in 2010.

Figure 19: Mongolian Coal Exports 2005 to 2010  Figure 20: Mongolian Coking Coal Production and
Export to China 2005 to 2012
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There has been a continuous increase in Mongolian production and exports to China. In 2010,
Mongolian coking coal export into China reached over 15 mt, representing a growth over 250% year over year.
Robust growth relative to previously conservative export growth rates are expected to continue in the short to
medium term due to increased demand. In the long term, Mongolian premium coking coal supply at a
competitive cost, may replace supply from other producing countries such as Russia and Australia.

In the short to medium run, robust growth is expected to continue amid increasing foreign and domestic
investment in the Mongolia coal industry. Such investments are aimed at developing and expanding new and
existing mines to complement high Chinese demand.

Mongolian Export Coking Coal Production

Given the buoyant market conditions, proximity to China and high demand growth from China aided by
the possibility of exporting coking coal to Japan and South Korea, coal production in Mongolia is expected to
accelerate in the future. However, AME believes the future production growth rate of Mongolian coal is subject
to a number of limiting factors such as infrastructure and associated political factors.

Mongolia’s total coal exports could potentially grow to over 30 mtpa over the next three to four years,
subject to the outcome of privatization programs, other governmental policies and the extent of foreign
investment.

In the long-term, Mongolian output could potentially ramp up to above 50 mtpa, subject to a range of
issues, such as transportation infrastructure capacity.
Transport Infrastructure

Mongolia is landlocked by Russia to the north and China to the south. Neither rail system in the
neighboring countries has sufficient additional capacity to cope with a large-scale expansion of Mongolian coal
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exports. The Mongolian Government is currently examining its railway policy to seek greater control over its
assets. Investment in rail is believed to be premature as the Mongolian Government continues to debate over
issues such as rail routes, gauge of lines and ownership of future links.

A high proportion of Mongolia’s reserves have not been developed due to the lack of infrastructure.
Most of the country’s current small mines are limited by lack of infrastructure. According to the Ministry of Fuel
and Energy of Mongolia, approximately US$1 billion of infrastructure investment is expected to be injected by
2012 or 2013. The development of the infrastructure projects will increase the volume of coking coal that
Mongolia will be able to export.

RUSSIAN COKING COAL INDUSTRY OVERVIEW

Russia has some of the largest coal reserves in the world, second only to the US, with a total coal
reserve base of approximately 157 bt, of which 49 bt are hard coal reserves. In 2009, Russia is estimated to have
produced 56 mt of coking coal. Approximately 82% of Russia’s production of coking coal is consumed
domestically, with the remaining being less than 10 mt being exported mainly to Europe and Northern Asia.
Historically, Japan has been the largest importer of Russian coal, followed by European countries such as
Romania, Bulgaria, Finland, Spain and Greece. Russia is also reported to supply coking coal to North Korea.

There are close to 300 mines in Russia, three quarters of which are underground mines. Nearly 75% of
Russia’s proven coal reserves lie in the coal basins east of the Urals in the Siberian Region. Major coal producing
basins in this region include the Kuznetski, Kansk-Achinsk and Irkutsk, in the south-central part of Russia, and
the South Yakutsk coal basin, in the far-east. With the exception of Kansk-Achinsk, the remaining coal basins
produce Bituminous or Anthracite Coal.

In addition, the two most significant and predominately undeveloped basins are the Tunguski and
Lenski, both of which lie in the north-central and north-eastern portions of Russia in Western Siberia and the
Russian Far East, respectively. These basins are considered to be the two largest in Russia in terms of both area
and coal resource potential.

Russian Coal Trade

Russian coking coal exports fell by an estimated 5% in 2010 due to government’s limitation on export
volume and increasing scrutiny on mine health and safety after the explosion at the Raspadskaya operation.

For the first time, Japanese fiscal year 2009, Russian producers started to negotiate long-term coking
coal contracts with Japanese steel makers. Hard coking coal prices were settled at mid-US$90s, while
low-volatile PCI prices yielded US$80 to 85 per tonne. In order to maintain operational ratios, Russian hard
coking coal needed an outlet and given the downturn in European demand, Asian steel makers became the
desired destination. In further signs that Russian producers are targeting Asian steel makers, Russian suppliers
had settled on a quarterly contract price for low-volatile PCI coal for the March quarter of 2011 with Japanese
steel makers.

115



Russian Export Coking Coal Production

mt

As shown on Figure 21, by 2012, AME forecasts Russia’s coking coal exports to reach approximately
15 mt, approximately 48% of which is expected to hard coking coal. AME believes Russia’s coking coal may be
required to a greater extent if demand is stronger than expected.

Figure 21: Russian Coking Coal Exports
2000 to 2012
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Figure 22: China Coking Coal Imports
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Russian coking coal exports are expected to grow at around 4% to 5% CAGR between 2009 and 2012.

At this time, exports is likely to be approximately 15 mt. In addition to concerns about the abundance of high-
quality coal reserves, the growth of Russia’s coking coal exports may be limited by the following factors:

* Russian’s primary rail transportation is the Trans-Siberian Railway which extends from west to east
across the southern portion of the country and several railways which serve the coal producing regions
of south-central Siberia. The railways operate at close to capacity which may have an impact on Russian
producers’ ability to expand exports of coking coal;

e Currently there are around 40 seaports in Russia, among which approximately 20 can be used for coal
transportation. Most of the 20 seaports are not ice-free year-around and only have the potential to handle
panamax vessels;

e Transportation of coking coal through the Russian Far-East to Asia faces higher transport cost
constraints due to longer haulage distances and limited availability of rolling stock such as wagons.
These may constrain the ability of producers to transport coal to the Chinese market through rail and
ports; and

* The winter season may have an impact on Russian coal exports. The severe weather conditions at
times may pose certain challenges for Russian coal exports by disrupting normal operations of the port
and railway systems. This may result in delays in coal shipments. In addition, freezing weather in Russia
can adversely impact quality of delivered coal.

In the long-term, Russia output is likely to increase in the event that the above issues are resolved.
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CHINESE RAILWAY SYSTEM OVERVIEW
China’s Railway Infrastructure

According to Frost & Sullivan, as of 31 December 2010, China’s railway network was the largest in
Asia and the second largest in the world in terms of length, with 91,000 km of rail lines, or approximately 6.0%
of the total length in the world. In 2011, China has budgeted RMB700 billion for investments into railway
infrastructure, including 7,935 km of new lines. In addition, according to the Ministry of Railways, it is expected
that China will complete electrification upgrade of approximately 8,800 km of existing lines and double-track
upgrade of 6,816 km of existing lines and to bring 4,715 km of High Speed Railway (“HSR”) lines into operation
in 2011. Notwithstanding these expected additions and the sustained growth since the 1980s, China’s railway
length per capita was only approximately 12.2% of that in the US and 88.2% of that in India at the end of 2009.
As such, Frost & Sullivan expects additional railway development driven by strong economic growth and
increasing demand for freight and passenger transportation. Figure 23 shows railways in operation, the double-
track railway ratio and the electrified railway ratio in China during the years from 2000 to 2010.

Figure 23: Railways in operation, double-track ratio and electrification ratio in China from 2000 to 2010
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HSR is a key area that is expected to drive the growth of China’s railways in the next five years. The
first HSR line in China began operation in 2003 and, as of the end of 2010, China had 8,358 km of HSR lines in
operation, which was the largest HSR network in the world. According to the Mid/Long-term Railway Network
Construction Plan (2003-2020), as modified in 2008, (=8 AR #]) published by the Ministry of Railways,
China plans to have 12,000 km of HSR lines by 2015 and 16,000 km of HSR lines by 2020.

China’s total railway length grew at a CAGR of approximately 2.9% from 2000 to 2010. In addition,
investments in railway infrastructure increased at a CAGR of approximately 45.7% from 2006 to 2010. During
this period, approximately RMB1,970.6 billion was invested into China’s railways and approximately 16,000 km
of new lines were commissioned, representing approximately 6.5 times and 2.3 times the investments in China’s
railways and new lines commissioned from 2001 to 2005, respectively. In addition, approximately 11,000 km of
railways completed double-track upgrades and approximately 19,000 km of railways completed electrification
upgrades in the period from 2006 to 2010, representing 2.3 times and 3.0 times of similar upgrades in the period
from 2001 to 2005, respectively. Notwithstanding the investments in railways during the period from 2006 to
2010, Frost & Sullivan expects significant investments in railway construction to continue for the 2011 to 2015
five-year period. Figure 24 shows China railway infrastructure investment from 2000 to 2010.
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Figure 24: China railway infrastructure investment from 2000 to 2010
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China has also experienced an increase in rolling stock in the past decade. Locomotives, passenger cars
and freight cars increased at a CAGR of approximately 2.3%, 3.1% and 3.4%, respectively, from 2000 to 2009.
As of 31 December 2009, China had 17,825 locomotives, 47,436 passenger cars and 594,388 freight cars.
Notwithstanding the increase, the number of rolling stock has not been able to fulfill the need for rolling stock
driven by the rapid growth in the railway transportation volume.

China’s Railway Transportation Capacity

In 2010, China’s total freight transportation throughout by railway was approximately 3.6 bt, ranking
second with an approximately 11.5% share among all transportation modes in China, which includes roadways,
inland waterways and domestic aviation. In terms of passenger throughput, China’s railways recorded a turnover
of approximately 1.7 billion passengers in 2010, ranking second with a 5.1% share among all transportation
modes including roadways, inland waterways and domestic aviation. Table 9 shows freight and passenger
throughput by transportation mode from 2000 to 2010.

Table 9: Freight and passenger throughput by transport mode from 2000 to 2010

Year 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 CAGR
Unit (bt) ’00-10
FREIGHT
Turnover . ..... 13.17 1355 1433 15.08 1642 17.82 1949 21.76 25.00 27.29 3153 9.1%
Railways . . . .. 1.79 193 205 224 249 269 288 314 330 333 363 79%
% Total ... ... 13.6% 14.3% 14.3% 14.9% 152% 15.1% 14.8% 14.4% 13.2% 12.2% 11.5%
Roadway ... .. 10.39 1056 11.16 11.60 1245 1342 14.66 1639 19.17 21.28 24.25 8.8%
Waterway .... 0.99 1.05 1.12 1.24 1.48 1.71 194 222 252 267 3.64 13.9%
Aviation . .... 0.002 0.002 0.002 0.002 0.003 0.003 0.003 0.004 0.004 0.004 0.006 11.6%
Unit (billion people)
PASSENGER
Turnover . ..... 1479 1534 16.08 15.87 17.67 18.47 20.24 2228 28.68 29.77 3280 8.3%
Railways . . . .. 1.05 105 106 097 112 116 126 136 146 152 168 4.8%
% Total .. .... 71% 69% 6.6% 6.1% 63% 63% 62% 6.1% 51% 51% 5.1%
Roadway . .... 13.47 14.03 1475 14.64 1625 1697 18.60 20.51 26.82 27.79 30.63 8.6%
Waterway .... 0.19 019 019 0.17 019 020 022 023 020 022 022 1.5%
Aviation . .... 0.067 0.075 0.086 0.088 0.121 0.138 0.160 0.186 0.193 0.231 0.270 15.0%

Source: Frost & Sullivan Report
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The Role of Railways for Commodity Transportation in China

Railway is ideal for transporting commodities such as coal, iron ore and food stuffs in bulk cargo on a
large-volume, long-distance, cost efficient basis, but in a less time-sensitive manner as compared to roadway. In
addition, railway offers more predictability and is less vulnerable to weather conditions than roadway. Given the
geographical imbalance of China’s natural resources production areas and consumption centers, railway has been
the primary bulk cargo transportation option in China. For example, railway shouldered an annual average of
around 70% of coal transportation volume in China in the past three years.

A large portion of railway capacity is allocated to coal transportation, which accounted for
approximately 55.0% of China’s total railway throughput in 2010. Railway coal transportation volume grew at a
CAGR of approximately 10.5% from 2000 to 2010, representing the second highest growth among all
commodity categories. Table 10 shows railway freight volume by commodity categories from 2000 to 2010.

Table 10: Railway freight volume by commodity categories from 2000 to 2010

Year 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 CAGR
(mt) (mt) (mt) (mt) (mt) (mt) (mt) (@mt) (mt) (mt) (mt) ’00-°10

TOTAL ....... 1,785.8 1,931.9 2,049.6 2,242.5 2,490.2 2,693.0 2,882.2 3,142.4 3,303.5 3,333.5 3,633.5 7.4%
Coal .......... 739.6 8289 897.6 992.8 1,138.7 1,248.8 1,321.3 1,468.5 1,619.9 1,601.4 1,999.0 10.5%

% Total . .. ... 41.4% 42.9% 43.8% 44.3% 457% 46.4% 45.8% 46.7% 49.0% 48.0% 55.0%
Petroleum ...... 101.3  106.6 1129 121.3 137.1 1477 1503 1528 1528 151.2 150.8 4.1%
Steel, Iron, &
Non-ferrous

Metal ........ 1245 139.5 1549 172.1 184.6 2045 236.6 259.7 2498 259.7 263.3 7.8%
Metal .......... 140.5 162.1 184.0 203.7 221.7 258.7 301.5 331.7 359.3 430.5 447.1 123%
Mineral
Construction

Materials .. ... 104.4 106.0 94.3 86.3 89.4 91.2 94.5 96.6 1148 1296 1474 3.5%
Food Stuffs ..... 85.6 76.7 90.8 1142 1252 1292 1192 1260 1383 119.8 113.8 2.9%
Others® . ....... 4899 512.1 5150 552.1 5935 6128 6588 707.1 6685 6413 5122 0.4%

Source: Frost & Sullivan Report

Note: (1) Others include non-metal ore, cement, timber, fertilizer and pesticide, cotton, salt and other cargos

China Railway Development Outlook

According to the PRC’s National 12th Five-Year Plan covering 2011 to 2015, the PRC Government has
set out certain guidelines for future railway construction, which Frost & Sullivan summarized as follows:

* Passenger railway—continue to construct HSRs, increase total mileage and expand network coverage
to provide more convenient and efficient intercity traffic; and

e Freight railway—heavy haulage! and interconnectivity with other transportation systems
(i.e. roadways and waterways); focus on key cargos including coal, oil and iron ore.

! Heavy haulage refers to large-volume freight transportation through heavy-duty railways accommodating trains with large overall weight, wheel load
and high overall traffic density and throughput volume. Compared with general trains with 20,000 to 30,000 tons hauling capacity, heavy-duty trains
may provide up to 100,000 tons hauling capacity. For a heavy-duty railway with over 5,000 tons capacity per train, its annual throughput could be as
large as over 400 million tons.
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Table 11: China railway development projections by 2020

Railway in Electrified Double-Track Freight Passenger

Operation Railway Ratio Railway Ratio Turnover Turnover

(Km) (%) (%) (mt) (Million People)

2010 ... 91,000 46.2% 44.6% 3,634 1,680
2020F ...... ... Above 120,000 Above 60% Above 50% 6,100 4,000

Source: Frost & Sullivan Report.

Notes: The benchmark year is 2010

Overview of Railway Coal Transportation in China
Current flows of coal transportation

As one of the most important energy sources, coal is consumed throughout China in both coastal areas
and inland provinces. However, most of China’s coal resources are found in northern and northwestern China.
Among all the provinces and regions in China, Inner Mongolia, Shanxi and Shaanxi produce the most coal (by
volume), which in aggregate account for approximately half of the total coal production in China.

In order to demonstrate the flows of China’s coal resources, Frost & Sullivan calculated the gap between
the coal production and consumption of Chinese provinces by subtracting local consumption from local
production. The resulting figure serves as an approximation of the net coal production/consumption in each
province.
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Figure 25: Net Coal Production/Consumption (mt) of Chinese Provinces in 2010
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As set forth in Figure 25, most of the provinces with net coal consumption are located in eastern and
southern China, in particular, Shandong, Jiangsu, Hebei, Guangdong and Zhejiang provinces. On the other hand,
Inner Mongolia, Shanxi and Shaanxi provinces have significant coal production in excess of their needs. The
geographic imbalance between production and consumption in China requires coal transportation within China
from west to east and from north to south. Coal resources are usually first transported by railway to major ports
including Qinhuangdao, Caofeidian and Huanghua in northern China and then brought to coastal areas in the
south by small and medium-sized freighters. This cost-effective route is a central part of China’s coal
transportation network.

Current Main Railway Lines for Coal Transportation

China’s coal transportation system mainly consists of three corridors, namely the north corridor, central
corridor and south corridor. The north corridor mainly consists of the Datong-Qinhuangdao (“Daqin”) line, the
Jining-Tongliao (“Jitong”) line, the Shenmu-Shuozhou-Huanghua (“Shenshuohuang”) line and the Beijing-
Baotou (“Jingbao”) line, which runs from Baotou to Beijing and passes through Hohhot, Datong and
Zhangjiakou. The central corridor mainly consists of the Taiyuan-Shijiazhuang (“Shitai”’) line and the south
corridor mainly consists of the Lanzhou-Xi’an-Huashan-Zhengzhou-Lianyungang (“Longhai) line and the
Houyue line.
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Overall, the Daqin, Shenshuohuang and Houyue lines are the key lines among a large number of coal
transportation lines. Since the 1980°s, China’s railway freight transportation capacity, particularly the capacity
available for coal transportation, has not been able to meet the fast growing demand, leading to a coal supply
shortage in eastern and southern China from time to time. In 1984, the PRC’s State Council decided to build an
electrified railway—the Dagqin line-dedicated to coal transportation, which was the first heavy-haulage railway in
China. Since then, two other coal-dedicated electrified heavy-duty railways, the Shenshuohuang line and the
Houma-Yueshan (“Houyue”) line, have been built.

In 2010, Dagqin, Shenshuohuang and Houyue lines contribute approximately 38.0% of China’s railway
coal transportation volume. These three lines are described in Table 12. The Dagqin line ranked first in 2010
among the three key lines, with a coal transportation volume of approximately 410 mt. Certain of these railways
is continuing to add its capacity by upgrading equipment.

Table 12: Three major coal transportation lines in China

Origination/Terminal 2010 Actual Connection with main
Name Station Length Volume railway lines
Dagqin line Datong/Qinhuangdao 653 km 410 mt  Jingbao line, Datong-Junggar

line, Qian’an-Caofeidian line

Profile: Among the three major railway lines set forth in this table, the Daqin line is the closest to Inner
Mongolia, Shanxi and Shaanxi, and is directly connected with Qinhuangdao, a major coal port. As a result, many
of the coal transportation lines in Inner Mongolia, Shanxi and Shaanxi are connected with the Daqin line to
transport coal out of the region. In addition, the Qian’an-Caofeidian line built in 2006 is one of the spare lines of
the Daqin line, which is used to transport coal to the Caofeidian port.

Origination/Terminal 2010 Actual Connection with main
Name Station Length Volume railway lines
Shenshuohuang line Shenmu/Huanghua 815 km 160 mt Baotou-Xi’an line

Profile: The Shenshuohuang line consists of the Shenmu-Shuozhou line and the Shuozhou-Huanghua line, which
serves the Huanghua port in Hebei Province. The Shenshuohuang line is primarily used to transport coal from
Shaanxi and Shanxi and is also used to transport coal from Inner Mongolia. This line is to be used mainly for
transporting coal produced by the group of China Shenhua Energy Company Limited, due to its investment in
this line.

Origination/Terminal 2010 Actual Connection with main
Name Station Length Volume railway lines
Houyue line Houma/Yueshan 252 km 180 mt Houma-Xi’an line and

Yueshan-Rizhao line

Profile: Built in 1994, the Houyue line is a major line transporting coal from Shanxi to China’s southern regions.
The Houyue line is parallel to the Longhai line. Compared with Longhai line, the Houyue line is closer to Inner
Mongolia, Shanxi and Shaanxi and can shorten the distance to travel from such provinces to ports in Shandong.

Source: Frost & Sullivan Report
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In addition to the above three major lines, as set forth in Table 12, there are other lines playing
significant roles in the system of transporting coals within China from west to east China and north to south
China.

Table 13: Other major coal transportation lines

Origination/Terminal Connection with main
Name Station Length railway lines
Jitong line Jining/Tongliao 995 km Jingbao line, Jining-

Erlianhaote (“Ji’er”)
line and Jizhang line

Profile: This line is a major route used to transport coal from Inner Mongolia to Tongliao located near the
boundary of Inner Mongolia and Liaoning and is used to supply coal to Heilongjiang, Jilin and Liaoning
provinces.

Origination/Terminal Connection with main
Name Station Length railway lines
Jingbao line Baotou/Beijing 808 km Dagin line, Jitong, and

Baotou-Xi’an line

Profile: The west section of this line is the Baotou-Hohhot-Datong line, and the east section is the Datong-
Zhangjiakou-Beijing line. The west section is used to transport coal from Inner Mongolia for further
transportation via the Daqin line and the east section of this line.

Origination/Terminal Connection with main

Name Station Length railway lines
Shitai line Shijiazhuang/ 240 km Taiyuan-Jiaozuo line,
Taiyuan Taiyuan-Zhongwei-

Yinchuan line

Profile: This line is used to transport coal from Shanxi to Qingdao port and is also used for non-coal commodity
and passenger transportation.

Origination/Terminal Connection with main

Name Station Length railway lines

Longhai line Lanzhou/ 1,759 km Baotou-Xi’an line
Lianyungang

Profile: The Longhai line is the main trunk line linking coastal areas in eastern China with northwestern regions
in China.

Source: Frost & Sullivan Report

Despite the many coal transportation lines in China, the total coal transportation capacity remains
limited. Many of the existing lines are used for both passenger and non-coal goods transportation and the overall
transportation capacity utilization is already very high. In addition, newly-built railway lines will typically
experience a ramp-up period prior to achieving full capacity.
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Recent Developments and Capacity Constraints for Coal Transportation

The following railway lines have been newly built or recently expanded.

Table 14: Newly-built or expanded major lines in recent years

Origination/
Name Year Operational Terminal Station Length Capacity
Qian’an-Caofeidian
line 2006 Qian’an/Caofeidian 223 km 200 mt

Profile: The Qian’an-Caofeidian line is a major spare line of the Daqin line, and also an important railway link
for the Caofeidian port.

Origination/
Name Year Operational Terminal Station Length Capacity
Jizhang line 2010 Jining/Zhangjiakou 179 km 60 mt

Profile: This line is part of the Jining-Zhangjiakou-Caofeidian (“Jicao”) line i.e., the third main west-to-east line
in the north corridor for coal transportation. Upon completion, this line should shorten the distance of coal
transportation from Inner Mongolia to Beijing and increase the coal transportation capacity out of Inner
Mongolia.

Source: Frost & Sullivan Report

These newly built lines have provided an incremental increase in capacity and enhanced the route
flexibility of coal transportation within the railway network. However, capacity constraints in the railway
network limiting railway coal transportation remain. The main reasons for this are (1) the limited capacity for
growth of major west-to-east coal transportation lines, (2) rapidly increasing coal production in Inner Mongolia
and Mongolia to be transported out of the region and (3) the impact of rolling stock limitations on railway coal
transportation.

Most of the major coal transportation railway lines have limited room for capacity expansion. For
example, the Dagqin line, which has the largest coal transportation volume in China, increased its capacity to
almost four times its capacity in 2002. In order to improve transportation capacity, the Dagin line became the
first to deploy heavy haul technology in China, and also made various other upgrades to improve its
transportation efficiency. However, maintaining high-speed operations while at the same time increasing loads
creates risks and, therefore, there is limited room to significantly improve the Daqin line’s future railway
capacity. In addition, lines such as the Shitai line in central China, are often used for non-coal commodity and
passenger transportation and, as a result, have limited capacity available for coal transportation. Moreover, many
of China’s other existing railway lines were initially built with lower technical standards and therefore have
limited room to improve their capacity.

Coal production in Inner Mongolia, Shaanxi and Shanxi has increased significantly in recent years.
Furthermore, the volume of imported coal has been increasing in recent years, with a significant portion being
imported from Mongolia via Inner Mongolia. A significant portion of the coal either produced in Inner Mongolia
or imported from Mongolia is transported to eastern and southern China. Far from any port, Inner Mongolia
relies heavily on railways to transport coal. Although the railway network within Inner Mongolia has been
improving over recent years, the outbound railway transportation capacity for coal is constrained by the capacity
of the main railway lines. At present, Inner Mongolia mainly uses the Daqgin and Shenshuohuang lines for its coal
transportation to other provinces. Both lines are also used to transport coal from Shaanxi and Shanxi, as well as
Inner Mongolia. As Shaanxi and Shanxi are closer to the coal consumption destinations, they are better
positioned in competing for railway capacity compared to Inner Mongolia.
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In addition to railway network constraints, rail car availability is another key factor that impacts coal
transportation. The number of rail cars used to transport coal and other commodities is limited. To apply for
allocation of rail car usage, companies engaged in the coal business need to submit requests to local railway
authorities, which in turn redirect those requests to the Ministry of Railways through various levels of
administration for final approval. Large state-owned enterprises are usually given preference in the allocation of
rail cars. In terms of coal types, thermal coal is typically given transportation priority due to the importance of
thermal coal to electricity generation. Therefore, in peak times of coal transportation, companies engaged in the
coal business may have to pay a premium over standard transportation rates to acquire rail car capacity and the
availability of rail cars plays a crucial role for certain coal users to secure transportation capacity and save
transportation costs.

Future new railway construction and capacity expansion plans and their impacts

In order to overcome these capacity constraints in coal transportation, plans to build new railway lines
for coal and expand the capacity of existing railways have been made and in a number of cases construction has
already commenced. Table 15 below shows the railway lines to be constructed or expanded in the next few years.

Table 15: Railway lines to be constructed or expanded in the next few years

Origination/Terminal
Name Year Operational Station Length Capacity
Jicao line 2013 to 2014 Jining/Caofeidian 1,000 km Near term: 120 mt

Long term: 200 mt

Profile: This project is expected to be the third major west-to-east line in the north corridor for coal
transportation in addition to Daqin line and Shenshuohuang line, which is comprised of two parts: i.e.
Jizhang line (completed in 2010), and Zhangjiakou-Caofeidian line. This line links with the Jining-Baotou line
and related lines and acts as an important access to the coal resources in west Inner Mongolia. Caofeidian is
the key coal port in the railway network.

Origination/Terminal
Name Year Operational Station Length Capacity
Central/South Shanxi line 2014 Watang/Rizhao 1,260 km 200 mt

Profile: This line starts from Watang Town in Shanxi, passing through Henan Province and Shandong
Province, and ends at Rizhao Port, Shandong. Construction of this line commenced in 2010. This project will
facilitate the outbound transportation of coal from the central-south part of Shanxi province, and ease the
pressure on existing coal transportation lines.

Origination/Terminal
Name Year Operational Station Length Capacity
Expansion project of Jitong line 2014 Jining/Tongliao 924 km 80 mt

Profile: This project is a double-track and electrification upgrade of the existing Jitong line for the purpose of
expanding capacity. The project commenced in 2010 and will increase the Jitong line capacity from its existing
24 mt to 80 mt after completion.
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Origination/Terminal

Name Station Length

226 km

Capacity
N/A

Year Operational

2012 Zhenglanqgi/Zhangjiakou

Lan-Zhang line

Profile: This freight-orientated railway line is designed for coal transportation. Upon the completion, this line
will establish a south-north corridor connecting the Jitong, Xilan and Jingbao lines.

Origination/Terminal
Name Year Operational Station Length Capacity
Expansion project of Shuohuang 2012 Shuozhou/Huanghua 600 km 350 to 400 mt

line

Profile: This line will provide additional railway coal transportation capacity needed for transportation of the
coal output that is rapidly increasing in west Inner Mongolia.

Source: Frost & Sullivan Report

Over the next three to four years, two additional major coal transportation lines, namely the Jicao line
and the Central/South Shanxi line will be completed. Providing a new option to transport local coal, the former
project will enhance the access to seaborne transportation for coal products in Inner Mongolia, and mitigate the
coal transportation capacity constraints in northern China. The Central/South Shanxi line will connect coal mines
in Shanxi with Rizhao Port in Shandong, and serve as another major line for coal transportation in Shanxi.

However, these two projects are not expected to be completed and put into operation for at least three to
four years. Therefore, capacity constraints in coal transportation capacity in western China will persist in the near
future.

China’s Domestic Railway Lines Relevant to Coal Import from Mongolia

Mongolia is a major coal exporter to China. In 2010, substantially all Mongolian coal imported into
China passed through the Ceke, Gants Mod and Erlianhaote border crossings in Inner Mongolia, with Ceke and
Gants Mod accounting for over 95% of total volume. Currently, Erlianhaote is the only border crossing with both
road and railway connections.

Table 16: Railway Links for Erlianhaote, Ceke and Gants Mod

Year Originating/Terminal Length Connection with
Name Operational Station  (km) Capacity main railway lines
Lince line 19.5mt (Near term)
2009 Linhe/Ceke 768 29mt (Long term) Baotou-Lanzhou line
Jiace line 5.1mt (Near term)
2007 Jiayuguan/Ceke = 452 7.8mt (Long term) Lanzhou-Xinjiang line
1955
Ji’er line (double-
track under 17mt (Near term)
construction)  JiningSouth/Erlianhaote 331 30mt (Long term) Jingbao line
Xigan line 26mt (Near term)
2011 Xixiaozhao/Gants Mod 225 40mt (Long term) Baotou-Lanzhou line
Xiver line 24mt (Near term)
2011-2012 Xilinhot/Erlianhaote 376 60mt (Long term) Jitong line
Ganquan line Wanshuiquan (Baotou)/ 25mt (Near term)
2011 Gants Mod 354 60mt (Long term) Baotou-Lanzhou line

Source: Frost & Sullivan Report
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As of the end of 2010, three railway links connecting Ceke and Erlianhaote border crossings with
China’s main coal transportation railways are operational with one under construction, and three new projects
were under way.

The projects listed in Table 16, in particular the Xigan Line, the Ganquan line and the Lince line, will
facilitate China’s Mongolian coal imports. Before completion of these railway lines, coal imports from Mongolia
were mainly transported through the Jiace line and the Ceke-Wusitai coal transportation road. Completion of
these three lines is expected to increase the near term transportation capacity in Inner Mongolia by 70 mtpa, and
enhance the coal trade between Mongolia and China, as well as China’s domestic coal transportation.

Connecting the Xixiaozhao Station along the Baotou-Lanzhou line with Gants Mod border crossing
along the Sino-Mongolia border, the Xigan line is an approximately 225 km long single-track electrified railway
with a designed annual transportation capacity of approximately 26 mt in the near term and approximately 40 mt
in the long term. The line is expected to be operational in 2011.

The Ganquan line is a 354 km long electrified railway with designed annual transportation capacity of
approximately 25 mt in the near term and approximately 60 mt in the long term. This line is expected to be
operational by the end of 2011.
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OUR BUSINESS
Overview

We are an integrated supplier of imported coking coal to China and provide services to our suppliers and
customers through our integrated platform, comprising logistics parks, coal processing plants, and road and
railway transportation capacities. In 2010, we procured approximately 9.6 mt of coal produced outside China and
we believe we have established ourselves as one of the leading suppliers in China of imported coking coal.

We procured approximately 1.3 mt, 3.8 mt and 6.5 mt of Mongolian coal in 2008, 2009 and 2010,
respectively. We believe our procurement represented a significant portion of Mongolian coal to China exported
during such period, and we are a leading offtaker of Mongolian coal. We believe we are one of the pioneers in
the large-scale transportation of Mongolian coking coal into China, and also one of the few companies which
have made substantial investments in logistics and transportation infrastructure at several key Sino-Mongolian
border crossings and have access to a transportation network through arrangements with third parties on both
sides of the border. We also believe we are one of the few companies which have built an integrated coking coal
supply business model to supply Mongolian coking coal into China, which is distinguishable through the
considerable scale and profitability we have achieved.

We commenced our procurement of seaborne coal in 2009 and the amount of seaborne coal we procured
amounted to approximately 3.4 mt and 3.1 mt in 2009 and 2010, respectively.

For the three years ended 31 December 2008, 2009 and 2010, we sold approximately 1.0 mt, 2.1 mt and
4.7 mt of Mongolian coal, respectively, and our total turnover from the sale of Mongolian coal was HKD1,102.0
million, HKD1,994.8 million and HKDS5,073.4 million, respectively. For the two years ended 31 December 2009
and 2010, we sold approximately 2.9 mt and 3.1 mt of seaborne coal, respectively, and our turnover from the sale
of seaborne coal was HKD3,215.9 million and HKD4,155.7 million, respectively.
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Set forth below is the coking coal supply value chain which we participate in:
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We plan to further strengthen our market position in the coking coal supply chain by adopting the
following strategies. In respect of our supply, we plan to further develop the relationships and secure long-term
supply agreements with our suppliers, selectively acquire upstream resources and develop coal tenements in
Mongolia together with Peabody—Winsway JV, and explore upstream joint venture and acquisition
opportunities in other regions. In respect of our logistics infrastructure, we plan to expand our existing operations
at Ceke and Gants Mod logistics parks and replicate our proven operational model to the Erlianhaote border
crossing, which has been constructed and is in a start-up stage, as well as the Manzhouli, Suifenhe and Hunchun
border crossings. We also plan to cooperate with Hohhot Railway Bureau and Harbin Railway Bureau to
construct railway logistics centres and railway-related infrastructure at border crossings and along major coal
transportation railways and to enter into joint ventures with railway bureaus to invest in rail cars, other
transportation-related vehicles and railway-related infrastructure to increase transportation capacity. We plan to
increase our coal processing capacity by expanding the existing plant at Urad Zhongqi and constructing
processing plants at Bayuquan and Longkou ports, Jining, and the Manzhouli and Suifenhe border crossings. We
also plan to invest in docking facilities in Longkou port. In respect of our sales, we plan to develop new clients
and increase the penetration level of our products with existing customers by leveraging our strong position in
supplying imported coking coal to China’s steel producing eastern coastal provinces.
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We have established strong relationships with a number of Mongolia-based and other coal mining
companies and operators globally. We started our cooperation with our Mongolia-based suppliers in 2006, being
one of the first to do so on a large scale. We source coal from four leading Mongolia-based suppliers and have
entered into strategic alliance agreements with three of these suppliers. Please refer to the section headed
“Business—Procurement and Suppliers—Suppliers in Mongolia” in this Offering Memorandum for more details.

In the three years ended 31 December 2008, 2009 and 2010, we procured approximately 1.3 mt, 3.8 mt
and 6.5 mt of Mongolian coal, respectively. All Mongolian coal we procured was raw coal and a majority portion
of our Mongolian coal was processed and sold as cleaned coking coal.

We have also procured seaborne coal from countries such as Australia, the US, Canada and Russia since
20009. In the years ended 31 December 2009 and 2010, we procured approximately 3.4 mt and 3.1 mt of seaborne
coal, respectively.

We have built a stable and growing customer base including many significant steel makers and coke
plants in China. Our customers include Baosteel in Shanghai, Wuhan Iron and Steel, Baotou Steel, Hebei Steel
and Jiujiang Qian’an Coke. We have also entered into long-term strategic alliance agreements and memoranda of
understanding with a number of our customers, where we have agreed with such customers to supply different
types of coal possessing specific characteristics required by such customers.

For the three years ended 31 December 2008, 2009 and 2010, our total turnover was HKD1,113.9
million, HKD5,283.2 million and HKD9,271.7 million, respectively, and our profit attributable to equity
shareholders of our Company was HKD274.2 million, HKD515.3 million and HKD928.8 million, respectively.

Border crossings

The map below shows the approximate locations of our current and planned logistics parks at border

crossings.
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Recognizing the strategic importance of border crossings for the supply of coking coal into China, the
development and expansion of our infrastructure and capacity at border crossings has been one of our core
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focuses. In 2007 and 2008, we started building strategic infrastructure at two major Sino-Mongolian border
crossings, Gants Mod (HE#K) and Ceke (58 ¢), respectively, which are close to our Mongolia-based suppliers’
resources, including Tavan Tolgoi, one of the world’s largest coking coal deposits. Our infrastructure on the
China side of the Gants Mod and Ceke border crossings currently includes logistics parks with border-crossing
facilities, stockpile areas, and additionally at Ceke, a coal processing plant. We have also constructed a logistics
park with border-crossing facilities and a stockpile area in Erlianhaote, which is currently in the start-up stage
and which we expect to be fully operational by the end of the first half of 2011. In addition, we are constructing
logistics park at the Manzhouli Sino-Russian border crossing, are in the process of planning the construction of
logistics parks at the Suifenhe and Hunchun Sino-Russian border crossings and are exploring the development of
additional logistics parks at Sino-Mongolian border crossings in western China.

Railway logistics and transportation

The map below shows the approximate locations of existing and planned railways relevant to our
infrastructure.
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We believe railways are and will remain an integral part of the logistical solution for coal transportation.
As part of our development strategy, we have invested and plan to invest in infrastructure to facilitate coal
transportation to the eastern coastal area and other major coal-consuming regions in China, including railway,
rail cars, railway logistics centres and other railway-related infrastructure. We have built or are building railway
logistics centres in Jining and at the Ceke and Erlianhaote Sino-Mongolian border crossings. These newly built
railway logistics centres are in the start-up stage and we expect them to be fully operational by the end of the first
half of 2011. In addition, we are at the planning stage of other various railway logistics centres and related
infrastructure, including the railway logistics centres at Gants Mod and Urad Zhongqi, which will be located
along Xixiaozhao—Gants Mod railway line in which we own a 5% equity interest. We also hold a 5% equity
interest in Shenhua Ganquan, which is the owner and operator of Ganquan Railway connecting Baotou and
Grants Mod. Furthermore, in June 2010, we were granted “registered user” status by the Hohhot Railway Bureau
(FFANY 58 JR)) for carriage of coal by rail, which allows us to submit our transportation requirements and plans
to Hohhot Railway Bureau for its consideration, and if accepted, for inclusion in its railway transportation
capacity allocation plan. We also plan to invest in rail cars, other transportation-related vehicles and railway-
related infrastructure, which we believe will increase our transportation capacity and the volume of coking coal
supplied to our customers.
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Coal processing

The map below shows the approximate locations of our current and planned coal processing plants.
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To enable us to provide a broad range of coking coal and more value-added services to our customers,
we have built or are building coal processing plants located at Urad Zhongqi, Ceke, Jining, Bayuquan port and
Longkou port, and are also exploring the possibility of constructing a coal processing plant at Yangkou port. The
processing plants at Urad Zhongqi and Ceke commenced operation in 2008 and 2009, respectively, and we are
currently constructing a new processing line in the plant at Urad Zhongqi. The processing plants at Jining and
Bayuquan port are in the start-up stage, while the plant at Longkou port is under construction. As of
31 December 2010, our coal processing plants in Urad Zhongqi and Ceke had an aggregate processing capacity
of 7.2 mtpa. We expect our newly constructed coal processing plants to become fully operational by the end of
2011, at which point we expect to have an aggregate capacity of 23 mtpa.

Our integrated end-to-end service platform, comprising logistics parks, coal processing plants and road
and railway transportation capabilities through our arrangements with third-party transportation companies,
enables us to secure stable and cost-effective supplies and maintain our position as a long-term supplier to steel
makers and coke plants in various parts of China, with particular strength in eastern coastal provinces where a
majority of China’s steel production occurs. Our logistical expertise also enables us to extend our reach from
Inner Mongolia to the eastern coastal provinces where demand and the average selling price for coking coal is
generally higher, and through our coal processing services, we are able to enhance our profitability. Given our
first-mover advantage in establishing a land-borne coking coal route to China in the scale we have achieved thus
far, we believe our business model is difficult to replicate and creates a high entry barrier for potential
competitors.
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Our competitive strengths

We believe the following competitive strengths contribute to our success in the China coking coal
industry and distinguish us from our competitors:

We are a major gateway for global coking coal into China and we believe we are one of the few companies
which have built an integrated coking coal supply business model to supply Mongolian coking coal into
China, with considerable scale and profitability

We believe we have established ourselves as one of the leading suppliers in China of imported coking
coal in terms of the amount of coal we procured from suppliers outside China for importation into China. We
also believe that we are a leading offtaker of Mongolian coal and our procurement represented a significant
portion of Mongolian coal exported.

Offtaking Mongolian coal on a large scale requires significant infrastructure and logistical capability,
which creates barriers to entry. We believe that our capability to secure coal supplies combined with our
integrated end-to-end service platform will further enhance our position as a major gateway for global coking
coal entering China.

Our integrated service platform provides us with a competitive advantage in providing a stable supply of
high-quality coking coal to end customers in China

Our infrastructure investment at border crossings, our significant coal processing capacity and our
investment in railway related infrastructure and transportation capacity are the three cornerstones of our
integrated service platform.

Our strategic infrastructure investment at border crossings

Our main Mongolia-based suppliers are operating at Tavan Tolgoi and Nariin Sukhait deposits, all
located in the southern regions of Mongolia. The Sino-Mongolian border crossing closest to the Tavan Tolgoi
deposit is the Gants Mod border crossing, which is approximately 270 km away and the Sino-Mongolian crossing
closest to the Nariin Sukhait deposit is the Ceke border crossing, which is approximately 40 km away.

Our strength lies in the strategic location of our logistics parks at the Gants Mod and Ceke border
crossings. As the respective mines of our main suppliers in Mongolia are only connected to these border
crossings by road, transportation of coal on a large scale can only be carried out by trucks. However, trucks from
Mongolia and China cannot operate in each other’s territory beyond the immediate border crossing areas.
Therefore, an efficient logistics hub at the relevant Sino-Mongolian border crossing becomes critical in
transporting Mongolian coking coal into China. As a result of the location of our logistics parks at the border
crossings, Mongolian trucks carrying coal can travel directly from the loading points in Mongolia and unload the
same at our logistics parks. This allows us to arrange for onward transportation of coal in China to our coal
processing plants or to our customers expediently.

In addition, as Erlianhaote is the only Sino-Mongolian border crossing serviced by railway and as China
and Mongolia use different railway gauges, it is currently not possible to have through rail travel at Sino-
Mongolian border crossings. We expect this to continue for the foreseeable future and believe that having
strategically placed logistics infrastructure at border crossings will be a significant competitive strength for us.
Accordingly, we have built a logistics park with border-crossing facilities at the China side of the Erlianhaote
crossing. The logistics park at Erlianhaote is currently in the start-up stage and we expect that, upon it becoming
fully operational, it will enhance our transportation network along the Sino-Mongolian border and grant us more
access to the Mongolian coal and other natural resources.
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We believe our logistics parks, which were among the first ones developed in the area and at a relatively
low land cost, have the potential to further expand and continue to be a critical part of the infrastructure in
facilitating large-scale transportation at the Gants Mod, Ceke and Erlianhaote border crossings.

Our strategically located significant coal processing capacity

We believe the strategic location of our coal processing plants and our large-scale coal processing
capacity are among our critical strengths. We have two coal processing plants, one in Urad Zhongqi along the
transportation route connecting the Gants Mod border crossing and Baotou, and another one in Ceke, which
commenced operation in 2008 and 2009, respectively, and as of 31 December 2010 had an aggregate coal
processing capacity of 7.2 mt. In addition, we are currently constructing a new processing line to expand our
capacity in the coal processing plant at Urad Zhongqi and developing coal processing facilities at Jining,
Bayuquan port and Longkou port, and expect that after our newly constructed coal processing plants become
fully operational, which is expected to be by the end of 2011, we will have an aggregate capacity of 23 mtpa.

We believe our ability to process raw coking coal sourced from various mines and offer our customers a
variety of coking coal products to suit their distinctive needs differentiate us from other coal suppliers in China.
Through expansion of our coal proce