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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549-4561

“DIVISION OF
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Robert G. Jones o 11005695 ,
Senior Vice President Act: j ‘? 4
- Law, General Counsel and Secretary ‘ Seetion: )
Arch Coal, Inc. o Rule: [%4q-9-
1 City Place Dr., Suite 300 Derrived SR Public
$t. Louis, MO 63141 S Availability: 2-4-11

Re: Arch Coal, Inc.

Dear Mr. Jones:

This is in regard to your letter dated February 2, 2011 concerning the shareholder
proposal submitted by the New York State Common Retirement Fund for inclusion in
Axch’s proxy materials for its upcoming annual meeting of security holders, Your letter
indicates that the proponent has withdrawn the proposal and that Arch therefore
withdraws its December 28, 2010 request for a no-action letter from the Division.
‘Because the matter is now moot, we will have no further comment.

Sincerely,

Carmen Moncada-Terry
Special Counsel

cc:  Patrick Doherty
State of New York Office of the State Comptroller
Pension Investments & Cash Management
633 Third Avenue-31st Floor
New York, NY 10017
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ROBERT G. JONES

Senior Yice Presidént

ARCH COAL 'NC Low & General Counsel
February 2, 2011

Office of Chiet Counsel

Division of Corporation Finance
Securities and Exchange Commission
100 F Street, N.E. v
Washington, D.C. 20549-2000

Re: Arch Coal, Inc. ~ Withdrawal of No-Action Request Dated December 28, 2010
Ladies and Gentlemen:

Reference is made to the no-action request letter, dated December 28, 2010 (the “Request Letter”),
sent to you on behalf of Arch Coal, Inc., a Delaware corporation (the “Company™), relating to the
Company’s proposed omission of the shareholder proposal (the “Proposal”™) submitted to it by the
Comptroller of the State of New York on behalf of the New York State Common Retirement Fund
(collectively, the “Proponent”) from the Company’s proxy materials to be distributed in connection with its
2011 annual meeting of shareholders. By letter to the Company dated February 2, 2011, a copy of which is
attached as Exhibit A hereto, the Proponent withdrew the Proposal. Accordingly, the Company hereby
withdraws the Request Letter.. A copy of this submission is being sent simultaneously to the Proponent.

If you have any questions or require any additional information, please do not hesitate to contact me
at (314) 994-2716.
Sincerely,
Robert G. Jones
Senior Vice President — Law, General Counsel and Secretary

Enclosures

cc: The Honorable Thomas P. DiNapoli
The Office of the Comptroller of the State of New York

1 City Place Dr., Svite 300 1. Louis, Missouri 63141 (314) 994-2700
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 STATE OF NEW YORK , Tel: (212) 6314489
OFFICE OF THE STATE COMPTROLLER Fax: (212) 681-4468
February 2, 2011
Mr. Jon'S. Ploetz
Assistant General Counsel
& Assistant Secretary
Arch Coal, Inc.
1 CityPlace Dr., Suite 300
"St.Louis, MO 63141
Dear Mt.Ploetz:

On the basis of the commitments contained in your letter to me of Febtuary 2, 1 hereby
withdraw the resolution filed with your company by the Office of the State Comptroller
on behalf of the New York State Common Retirement Fund.

¥ Doherty

Enclosures



v A I ROBERT G. JONES
. \ I Senior Vice President

ARCH COAL, INC. Law & General Counsel
December 28, 2010

Office of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission
100 F Street, N.E.

Washington, D.C. 20549-2000

Re: Securities Exchange Act of 1934 — Section 14(a), Rule 14a-8; Omission of Shareholder Proposal

Ladies and Gentlemen:

I'am writing on behalf of Arch Coal, Inc. (“Arch”) to inform you, pursuant to Rule 14a-8(j) under
the Securities Exchange Act of 1934, as amended (the “Exchange Act”), that Arch intends to omit from its
proxy solicitation materials for its 2011 annual meeting of shareholders a shareholder proposal (the
“Proposal”) submitted by the Comptroller of the State of New York on behalf of the New York State
Common Retirement Fund (collectively, the “Proponent”). In accordance with Rule 14a-8(j), Arch hereby
respectfully requests that the staff (the “Staff”) of the Division of Corporation Finance of the Securities and
Exchange Commission (the “Commission”) confirm that it will not recommend enforcement action against
Arch if the Proposal is omitted from Arch’s proxy solicitation materials for its 2011 annual meeting of
shareholders in reliance on Rules 14a-8(i)(7) and 14a-8(1)(5). Copies of the Proposal and accompanying
materials are attached as Exhibit A.

Arch expects to file its proxy solicitation materials for the 2011 annual meeting of shareholders on
or about March 18, 2011. Accordingly, as contemplated by Rule 14a-8(j), this letter is being filed with the
Commission no later than 80 calendar days before the date upon which Arch expects to file the definitive
proxy solicitation materials for the 2011 annual meeting of shareholders.

Pursuant to Staff Legal Bulletin No. 14D (“SLB 14D”), I am submitting this request for no-action
relief to the Commission under Rule 14a-8 by use of the Commission’s email address,
shareholderproposals@sec.gov, and have included my name and telephone number both in this letter and
the cover email accompanying this letter. In accordance with the Staff’s instruction in Section E of SLB
14D, I am simultaneously forwarding by email and/or facsimile a copy of this letter to the Proponent. The
Proponent is requested to copy the undersigned on any response he/she may choose to make to the Staff.

THE PROPOSAL

The Proposal requests that Arch issue a report reviewed by a board committee of independent
directors on how Arch is “responding to increasing regulatory and public pressure to significantly reduce
pollution from the company’s operations and use of its primary products.” The requested report would omit
proprietary information, be prepared at reasonable cost and be made available to shareholders by September
1, 2011. The Proposal includes supporting statements suggesting that total demand for energy will decrease
in the future, and that coal will be “substantially replaced by natural gas” as a source of energy generation.

1 City Place Dr., Suite 300 St. Lovis, Missouri 63141 (314) 994-2700
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DISCUSSION

As set forth more fully below, Arch believes that it may properly omit the Proposal from its proxy
solicitation materials pursuant to Rules 14a-8(i)(7) and 14a-8(i)(5), both because the Proposal deals with a
matter relating to the conduct of Arch’s ordinary business operations and because the Proposal is not
relevant to Arch’s operations.

A. The Proposal Involves Ordinary Business Matters

Rule 14a-8(1)(7) under the Exchange Act permits the exclusion of a shareholder proposal that deals
with matters relating to a company’s “ordinary business operations.” The Commission has stated that the
policy underlying this exclusion is “to confine the solution of ordinary business problems to the board of
directors and place such problems beyond the competence and direction of the stockholders. The basic
reason for this policy is that it is manifestly impracticable in most cases for stockholders to decide
management problems at corporate meetings.” Hearing on SEC Enforcement Problems before the
Subcommittee of the Senate Committee on Banking and Currency, 85" Congress, 1% Session part 1,at 119
(1957), reprinted in part in Release 34-19135, n. 47 (October 14, 1982). In its release adopting revisions to
Rule 14a-8 in 1998, the Commission described the two “central considerations” underpinning the exclusion.
The first is that certain tasks are “so fundamental to management’s ability to run a company on a day-to-day
basis that they could not, as a practical matter, be subject to direct shareholder oversight.” SEC Release No.
34-40018 (May 21, 1998) (the “1998 Release™). The second consideration relates to “the degree to which
the proposal seeks to ‘micro-manage’ the company by probing too deeply into matters of a complex nature
upon which shareholders, as a group, would not be in a position to make an informed judgment.” Id. In
addition, the Staff has indicated that where a proposal requests a report on a specific aspect of the
registrant’s business, the Staff will consider whether the subject matter of the proposal relates to the conduct
of the ordinary business operations. In cases where it does, such proposal, although only requiring the
preparation of a report, will be excludable. SEC Release No. 34-20091 (August 16, 1983).

In Staff Legal Bulletin No. 14C (“SLB 14C”), the Staff provided guidance with respect to Rule 14a-
8(1)(7) in the context of shareholder proposals involving an evaluation of risk by a company. Specifically,
the Staff distinguished between shareholder proposals requesting an internal assessment of the risks or
liabilities that a company faces as a result of its operations that may adversely affect the environment or the
public’s health, and shareholder proposals which instead focus on the company minimizing or eliminating
operations that may adversely affect the environment or the public’s health. The Staff took the position in
SLB 14C that the first type of proposal would be excludable as relating to an evaluation of the risk, while
the second type of proposal would not be excludable.

The Staff provided additional guidance with respect to shareholder proposals involving an
evaluation of risk in Staff Legal Bulletin No. 14E (“SLB 14E”). SLB 14E clarifies that “[t]he fact that a
shareholder proposal would require an evaluation of risk will no longer be dispositive of whether the
proposal may be excluded under Rule 14a-8(1)(7).” Instead, the Staff will evaluate the merits of a
shareholder proposal by focusing on “the subject matter to which the risk pertains or that gives rise to the
risk” and where a proposal’s underlying subject matter transcends the day-to-day business matters of the
company and raises policy issues so significant that it would be appropriate for a shareholder vote, the
proposal generally will not be excludable under Rule 14a-8(i)(7) as long as a sufficient nexus exists between
the nature of the proposal and the company. On the other hand, “in those cases in which a proposal’s
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underlying subject matter involves an ordinary business matter to the company, the proposal generally will
be excludable under Rule 14a-8(i)(7).”

1. The Nature of the Proposal Lacks a Sufficient Nexus to Arch

The Proposal requests Arch to report on how it is responding to increasing regulatory and public
pressure to significantly reduce pollution from its operations and from the use of its primary products.
Arch’s primary business, however, is to mine, process and market coal, not to burn it. Arch currently does
not engage in any operations in which the burning of coal accounts for a significant portion of its total
assets, net earnings and/or gross sales, nor does it currently own or operate any power plants or currently
have any plans to operate power plants or to enter into a business that burns coal.

The Proposal’s supporting statements relate solely to poliution arising from the burning of coal, not
the mining, processing or marketing of coal, including statements such as “the burning of coal to generate
electricity in the U.S. causes about $62 billion a year in ‘hidden costs’ for environmental damages™ and “as
coal-fired plants lose their competitive advantage to more stringent regulations, many will be forced into the
red and early retirement, while others will be encouraged to switch to more emission-efficient natural gas.”
Based on these statements and the fact that Arch’s business is the mining, processing and marketing of coal,
not the burning of it, Arch believes that the subject matter of the Proposal lacks a sufficient nexus to Arch
and its operations.

2. The Focus of the Proposal is on Ordinary Business Operations, Not Significant
Policy Issues

The Staff historically has taken the position that proposals related to day-to-day company activities
are excludable, regardless of the fact that such day-to-day activities could be tied to larger social issues,
including in several recent instances described below.

e  Assurant, Inc. (March 17, 2009) (concurring that the company could exclude a proposal calling for
a report on the company’s plans to address climate change);

¢ Foundation Coal Holdings, Inc. (March 11, 2009) (concurring that the company could exclude a
proposal calling for a report on how the company is responding to rising regulatory and public
pressure to significantly reduce the social and environmental harm associated with carbon dioxide
emissions from its operations and from the use of its primary products);

o CONSOL Energy Inc. (February 23, 2009) (concurring that the company could exclude a proposal
calling for a report on how the company is responding to rising regulatory and public pressure to
significantly reduce the social and environmental harm associated with carbon dioxide emissions
from its operations and from the use of its primary products);

e Alpha Natural Resources, Inc. (February 17, 2009) (concurring that the company could exclude a
proposal calling for a report on how the company is responding to rising regulatory and public
pressure to significantly reduce the social and environmental harm associated with carbon dioxide
emissions from its operations and from the use of its primary products);
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General Electric Co. (January 9, 2009) (concurring that the company could exclude a proposal
calling for a report on the costs and benefits of divesting the company’s nuclear energy investment
and instead investing in renewable energy);

Centex Corporation (May 14, 2007) (concurring that the company could exclude a proposal calling
for management to “assess how the company is responding to rising regulatory, competitive and
public pressure to address climate change” as an evaluation of risk relating to the company’s
ordinary business);

Standard Pacific Corp. (January 29, 2007) (concurring that the company could exclude a proposal
calling for management to “assess its response to rising regulatory, competitive and public pressure
to increase energy efficiency” as an evaluation of risk relating to the company’s ordinary business);

Ryland Group, Inc. (February 13, 2006) (concurring that the company could exclude a proposal
calling for a report on the company’s “response to rising regulatory, competitive and public
pressure to increase energy efficiency” as an evaluation of risk relating to the company’s ordinary
business);

Hewlett-Packard Company (December 12, 2006) (concurring that the company could exclude a
proposal calling for a report on the company’s “response to rising regulatory, competitive and
public pressure to increase energy efficiency” as an evaluation of risk relating to the company’s
ordinary business);

Newmont Mining Corp. (February 5, 2005) (concurring that the company could exclude a proposal
calling for management fo review “its policies concerning waste disposal” at certain of its mining
operations, “with a particular reference to potential environmental and public health risks incurred
by the company™),

Ford Motor Company (March 2, 2004) (concurring that the company could exclude a proposal
calling for an annual report on climate change science where the request set forth “the specific
method of preparation and the specific information to be included in a highly detailed report”);

American International Group, Inc. (February 11, 2004) (concurring that the company could
exclude a proposal calling for a report providing a comprehensive assessment of strategies to
address the impacts of climate change on the company’s business);

Chubb Corporation (January 25, 2004) (concurring that the company could exclude a proposal
calling for a report providing a comprehensive assessment of strategies to address the impacts of
climate change on the company’s business); and

Cinergy Corp. (February 5, 2003) (concurring that the company could exclude a proposal
requesting a report on, among other things, economic risks associated with the company’s past,
present and future emissions of certain substances).
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Arch received a similar proposal in 2008, which requested that it issue a report on how Arch was
“responding to rising regulatory, competitive and public pressure to significantly reduce carbon dioxide
emissions” from its coal mining operations and “from the use of its primary product: coal.” Following the
submission of a similar request by Arch with respect to the 2008 proposal, the Staff indicated that it would
not recommend enforcement action against Arch if the 2008 proposal was omitted from Arch’s proxy
solicitation materials for its 2009 annual meeting of shareholders in reliance on Rules 14a-8(i)(7).

The Proposal does not request that Arch change its policies or minimize or eliminate operations that
may adversely affect the environment or public health, but instead focuses on the impact of regulatory and
public pressures on Arch. Thus, Arch believes that the Proposal requests precisely the type of report
involving ordinary business activities noted by the Commission in the 1998 Release as falling within the
ordinary business exclusion. This is evidenced not only by the terms of the Proposal itself but also by
claims regarding the economic implications of environmental regulations on coal companies, including
multiple assertions that such regulation will result in “a migration to natural gas.” These statements clearly
indicate that the Proposal is focused on the economic implications on and liability of Arch rather than social
policy. These are matters for the business judgment of management and are not appropriate for oversight
by shareholders.

3. The Proposal calls for micro-management of ordinary business operations

Arch believes that the Proposal is excludable because it calls for the micro-management of
particular aspects of Arch’s ordinary business operations. The impact of environmental regulation on
Arch’s business operations is an integral part of Arch’s day-to-day business strategy and operations. Arch
has a standing Energy and Environmental Policy Committee of its Board of Directors, which is charged
with the responsibility of reviewing, assessing and providing advice to the Board of Directors on current
and emerging environmental policy trends and developments that affect or could affect Arch, as well as
making recommendations concerning whether and to what extent Arch should become involved in current
and emerging environmental policy issues. Arch views these matters, which include regulatory and public
pressure to reduce pollution, as fundamental to Arch’s ordinary business. The committee and management
also believe that they, and not Arch’s stockholders, are in the best position to determine how resources
already committed by Arch to environmental matters should be deployed.

Arch is one of the largest coal producers in the United States, focusing on mining, processing and
marketing bituminous and sub-bituminous coal with low sulfur content. At December 31, 2009, Arch
operated 19 active mines located in each of the major low-sulfur coal-producing regions of the United
States. Due to the nature of Arch’s business, the requested report on its response to regulatory and public
pressure to reduce pollution would be a laborious task because the Proposal appears to contemplate a report
more detailed than the information already compiled and made publicly available by Arch in accordance
with applicable laws and regulations or otherwise. Preparing such a detailed report would be an onerous
task, requiring analysis of the day-to-day management decisions, strategies and plans necessary for the
operation of a large coal mining company, including an analysis of various decisions, strategies and plans
formulated and implemented at Arch locations which, individually, are not material to Arch on a
consolidated basis. Such an undertaking would necessarily encompass Arch’s financial budgets, capital
expenditure plans, coal-pricing philosophy, coal production plans and short- and long-term business
strategies. In addition, undertaking to prepare a report in such detail would necessarily divert important
resources from alternate uses that Arch’s board of directors and management deem to be in the best interests
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of Arch and its shareholders. This is the type of micro-management by shareholders that the Commission
sought to enjoin in the 1998 Release.

Arch clearly views its consideration and response to regulatory and public pressure regarding
pollution as an important ordinary business consideration, as demonstrated by Arch’s disclosure in its most
recently filed Annual Report on Form 10-K for the fiscal year ended December 31, 2009, in “Item 1.
Business” and “Item 1A. Risk Factors” sections of such Form 10-K, and its Quarterly Report on Form 10-Q
for the quarter ended March 31, 2010, in “Item 1A. Risk Factors” (the relevant pages of this Form 10-K and
Form 10-Q are attached hereto as Exhibit B). In these sections, Arch provides substantial disclosure
regarding current and future environmental regulation and the potential effects to its business relating to
such regulation. Arch clearly views monitoring environmental regulation as part of its ordinary business
operations and, therefore, the Proposal relates directly to Arch’s policies and programs for risk
management, assessments of exposure and loss prevention and other business strategies. Such critical
matters to Arch’s business are not appropriate for shareholder oversight. Further, given the high level of
complexity involved with the substance of the report called for by the Proposal, it is unlikely that the
average shareholder would have sufficient expertise in environmental matters to be in a position to make
informed judgments on the basis of the requested information.

It is well established that shareholder proposals seeking a company’s assessment of the implications
of particular aspects of its business operations do not raise significant policy issues and instead delve into
the minutiae and details of the ordinary conduct of a company’s business. The type of report requested by
the Proposal necessarily entails Arch’s assessment of the adequacy of its reporting on environmental
matters, and the Proposal and the supporting statements suggest that the reason to do so is for competitive
purposes. For example, the supporting statements suggest there will be “a migration to natural gas” in the
coming years and cite numerous market share forecasts for coal and natural gas. Arch is currently in the
business of mining, processing and marketing coal, and any future decision to pursue operations in natural
gas, along with considerations regarding Arch’s market share, are the fundamental responsibility of
management and are not matters appropriate for shareholder oversight.

4 The Proposal Relates to Arch’s Compliance with Applicable Law

The Staff has concurred with the omission of shareholder proposals on the basis that they related to
a company’s compliance with applicable law. See e.g., Humana Inc. (February 25, 1998) (proposal
requesting that the board of directors appoint a committee of outside directors to oversee the company’s
corporate anti-fraud compliance program to investigate possible corporate misconduct and report to
shareholders the findings of its review); General Electric Co. (January 4, 2005) (proposal requesting a
report detailing the company’s broadcast television stations’ activities to meet public interest obligations);
and Allstate Corp. (February 16, 1999) (proposal requesting an independent shareholder committee to
investigate issues of illegal activity by the company). In each of the foregoing matters, the Staff concurred
with the omission of the proposal on the basis that it related to the company’s ordinary business operations,
i.e., the conduct of a legal compliance program. Arch’s operations are subject to extensive safety, health,
and environmental regulations as discussed in its Form 10-K for the fiscal year ended December 31, 2009
and Form 10-Q for the quarter ended March 31, 2010 (the relevant pages of which are attached hereto as
Exhibit B) and Arch clearly views monitoring these regulatory developments as part of its ordinary business
operations. Accordingly, the Proposal deals with the day-to-day business operations of Arch as it relates to
legal and regulatory compliance.
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B. The Proposal is Not Relevant to Arch’s Operations

Rule 14a-8(1)(5) permits the exclusion of a shareholder proposal that relates to operations which
account for less than 5% of a company’s (i) total assets at the end of its most recent fiscal year, (i1) net
earnings for the most recent fiscal year and (ii1) gross sales for the most recent fiscal year, and that is not
otherwise significantly related to the company’s business.

The Proposal requests Arch to report on pollution from its operations and use of its primary
products. Arch’s primary business, however, is to mine, process and market coal, not to burn it. Arch does
not own or operate any power plants, has no current plans to do so and does not engage in any operations in
which the burning of coal accounts for 5% or more of its total assets or represents 5% or more of its net
earnings or gross sales. Further, the proposal does not otherwise significantly relate to Arch’s business. As
a result, the Proposal is not relevant to Arch’s operations and should be excludable from Arch’s proxy
statement pursuant to Rule 14a-8(i)(5).

The supporting statements themselves state that the “burning of coal,” not the mining, processing or
marketing of coal, is responsible for $62 billion a year in “hidden costs” for environmental damage. The
Staff has permitted companies to exclude shareholder proposals unrelated to their businesses. For example,
in Arch Coal, Inc. (January 19, 2007) (the “2007 Letter”), Arch sought to exclude a similar proposal under
Rule 14a-8(i)(5). In the 2007 Letter, Arch indicated that it did not have or plan to have any power plant
operations. Arch also explained that because its primary business was to mine, process and market low
sulfur coal through its active mining operations, the proposal did not relate to any of Arch’s assets, net
earnings or gross sales and was therefore irrelevant to Arch’s operations under Rule 14a-8(i)(5). Similarly,
in The Proctor & Gamble Company (August 11, 2003), two shareholders submitted a proposal requesting
that The Proctor & Gamble Company (“P&G™) adopt a new policy forbidding human embryonic stem cell
research. P&G sought to exclude the proposal pursuant to Rule 14a-8(i)(5). P&G indicated that it did not
conduct human embryonic stem cell research and that it had no plans to conduct such research in the future.
In these examples, the Commission indicated that it would not recommend enforcement if Arch and P&G,
respectively, excluded the proposals in reliance on Rule 14a-8(i)(5).

The Staff has historically adhered to the proposition that proposals that are “ethically significant in
the abstract but have no meaningful relationship to the [company’s] business” may be excluded. See e.g.,
Hewlett-Packard Company (January 7, 2003) (Israeli operations and land owned in Israel were not
otherwise significantly related to the company’s business despite revenues related to Israeli operations
accounting for nearly 3.5% of the company’s total net revenues for the previous fiscal year); and Merck &
Co., Inc. (January 4, 2006) (the company’s practice of obtaining and distributing gifts obtained from the
Peoples Republic of China to participants in its Partnership for Giving Campaign was not otherwise
significantly related to the company’s business).

Based upon the foregoing, Arch believes that the Proposal may properly be omitted from its proxy
solicitation materials for its 2011 annual meeting of shareholders under Rule 14a-8(1)(7) because the
Proposal deals with the ordinary business operations of Arch and under Rule 14a-8(i)(5) because the
Proposal is not relevant to Arch’s operations.
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STAFF’S USE OF FACSIMILE NUMBERS FOR RESPONSE

Pursuant to Staff Legal Bulletin No. 14C, in order to facilitate transmission of the Staff’s response
to our request during the highest volume period of the shareholder proposal season, our facsimile number is
(314) 994-2734, and the Proponent’s facsimile number is (212) 681-4468.

CONCLUSION

Based upon the foregoing analysis, Arch respectfully requests that the Staff concur that it will not
recommend enforcement action against Arch if Arch omits the Proposal from its proxy solicitation materials
for its 2011 annual meeting of shareholders. If the Staff does not concur with the positions of Arch
discussed above, we would appreciate the opportunity to confer with the Staff concerning these matters
prior to the issuance of its Rule 14a-8 response.

If you have any questions or require any additional information, please do not hesitate to contact me
at (314) 994-2716.

. Jones
Senior Vice Presideyt — Law, General Counsel and Secretary

Enclosures

cc: The Honorable Thomas P. DiNapoli
The Office of the Comptroller of the State of New York
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Proposal and accompanying materials
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THOMAS P. DiNAPOLLI PENSION INVESTMENTS

STATE COMPTROLLER i & CASH MANAGEMENT
o 633 Third Avenue-31* Floor
: SRS New York, NY 10017
STATE OF NEW YORK Tel: (212) 681-4489
OFFICE OF THE STATE COMPTROLLER Fax: (212) 6814468

November 19, 2010

Mr, Robert G. Jones

Senior Vice President - Law

General Counse] and Corporate Secretary
Arch Coal, Inc.

One City Place Dr. — Suite 300

St. Louis, Missouri 63141

Dear Mr.Jones:

The Comptroller of the State of New York, The Honorable Thomas P. DiNapoli, is the
sole Trustee of the New York State Common Retirement Fund (the “Fund”) and the
administrative head of the New “fork State and Local Employees’ Retirement System and
the New York State Police and Fire Retirement System, The Comptroller has authorized
me to inform Arch Coal of his ir tention to offer the enclosed shareholder proposal for
consideration of stockholders at the next annual meeting.

I submit the enclosed proposal t: you in accordance with rule 14a-8 of the Securitics
Exchange Act of 1934 and ask that it be included in your proxy statement.

A letter from J.P. Morgan Chase, the Fund’s custodial bank, is also enclosed. It verifies
the Fund’s ownership, continually for over a year, of Arch Coal shares, The Fund intends
to continue to hold at least $2,000 worth of these securities through the date of the annual
meeting.

We would be happy to discuss this initiative with you. Should the board decide to
endorse its provisions as compar y policy, we will ask that the proposal be withdrawn
from consideration at the annual meeting. Please feel free to contact me at (212) 681-
4823 should you have any further questions on this matter.

pd;jm
Enclosures
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ARCH COAL

WHEREAS:

In Qctober 2009, a National Academy of Sciences report stated that the burning of coal to generate
electricity in the U.S. causes about $6Z. billion a year in "hidden costs” for environmental damage, not
including the costs for damage associated with GHG cmissions. According to the U.S. EPA, monetized
costs and benefits of complying with the Clean Air Act and its amendments total over $700 million and $23
trillion, respectively.

In September 2010, Wood Mackenzie stated, “Of the several EPA anticipated and proposed non-carbon
regulations, those with the most signif cant anticipated impact on the coal-fired fleet are: the Clean Air
Transport Rule; Mereury Maximum Ashievable Control Technology (MACT) standard; Hazardous Air
Pollutants (FIAP) standards; and a new rule under the Clean Water Act (CWA).” “Compliance with the
anticipated EPA rules for further regulating non-carbon emissions would require installing expensive
emissions controls on generators not y it retrofitted.” As coal-fired plants lose their competitive advantage
to more stringent regulations, many wiil be forced into the red and early retirement, while others will be
encouraged to switch to more emissior -efficient natural gas.

In September 2010, the Wall Street Jortrnal reported that if all coal-fired power plants must install sulfur-
dioxile scrubbers to meet EPA emissions standards for mercury and acid gases, encrgy production by coal-
fired plants will decrease by approximitely 9.6% by 2015, and this slack in production will probably be
buttressed by a migration to natural ga:. For instance, in August 2010 the Tennessee Valley Authority
announced that it will idle nine coal-fired plants while continuing to expand its natural gas capacity. The
U.S, Energy Information Administration reports that, whereas coal accounted for 18% and natural gas
accounted for 42% of total new capacty in 2009, it's predicted that coal will decrease to 10% and natural
gas will increase to 82% of total new capacity by 2013.

A comprehensive two-year study released by the MIT Energy Initiative in 2010 (assuming a scenario where the U.S.
mandates a reduction in greenhouse gas emissions to 50% of 2005 levels by 2050) predicts that total energy use
would decrease, as well as coal’s share of the generation mix ~ to be substantially replaced by natural gas. “Because
national encrgy use is substantially reduced, the share represented by gas is projected to rise from about 20% of the
current national total to around 40% in 2040,” .

RESOLVED: Sharebolders request a mport (reviewed by a board committee of independent directors) on how the
company is responding to increasing regulatory and public pressure to significantly reduce pollution from the
company's operations and use of its primary products. This report will omit proprictary information, be prepared at
reasonable cost, and be made available to shareholders by September 1, 2011,
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J.P, Morgan Worldwide Securitier: Services Dantel F. Murphy
Vice President
4 New York Plaza 12" Floor Tel 212-623-3538

New York, NY 10004

November 18, 2010

Mr. Robert G. Jones
Sr. Vice President-Law, Ganeral Cot nsel and Secretary

Arch Coal Incorporated
One City Place Drive

Suite 300
St. Louis, MO 63141

Dear Mr. Johes,
This letter is in response to z request by The Honorable Thomas P, DiNapoii, New York
State-Comptroller, regarding confirmetion from J.P. Morgan Chase, that the New York State

Commeon Retirement Fund has been a beneficlal owner of Arch Coal Inicorporated continuously
for at least one year as of November 16, 2010.

Please note, that J.P, Morgas Chase, as custodian, for the New York State Common
Retirement Fund, held a tofal of 637,400 shares of common stock as of November 16, 2010 and
continues to hold shares in the company. The value of the ownership had a market valjue of at
teast $2,000.00 for at least twelve months prior 1o said date. )

1f there are any questions, plaese contagt me or Madelene Chan at (212) 623-8551.

Regards,

Y
Daniel Murphy

cc: Elairie Reilly - NYSCRF
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

Form 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2009
Commission file number: 1-13105

AL
AALY
ARCH COAL, INC.

{(Exoct namc of registrant as specificd iun its charter)

Delaware 43-0921172
{State or other jurisdiction (LR.S. Employer
of incorporation or organization) Identification Number)
One CityPlace Drlve, Ste. 300, St. Loutls, Missouri 63141
{Address of principal executive offices) (Zip code)
Registrant’s teleph, ber, including area code: (314) 994-2700
Securities registered pursuant to Scction 12(b) of the Act:
Title of Each Class Name of Each Exchange on Which Registered
Common Stock, $.01 par valuc New York Stock Exchange
Chicago Siock Exchange
Preferred Share Purchase Rights New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by eheck madk if the regi: is a well-k d issuer, as defincd in Rule 405 of the Securitics Acl, Yes & No D

Indicate by check mark if the regisirant is not required lo filc reports pursuant {o Seetion 13 or Scction 15(d) of the Act. Yes O No &

Indicatc by cheek mark whether the registrant: (1) has filed all reports required to be filed by Scction 13 or 15(d) of the Sceuritics Exchange Act of 1934 during the preceding
12 months (or for such shorter peried that the regisirant was required fo file such reports), and (2) has been subject 10 such filing requirements for the past 90 doys, Yes & No O3

Indicate by cheek mark whether the regi: has submittcd cl ically and posted on its corporate Web sile, if any, cvery ive Da1a Filc required 10 be submiticd and
postcd pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorier period that the registront was required lo submit and post such filed), Yes & No O

Indicaic by check mark if discl of delinquent filers 1o [em 403 of Repulation S-K is not incd herein, and will not be contained, to the best of tegistant’s
knowledge, in definilive proxy or i i incorp d by ref in Part 11 of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the regi isalarge d filer, an L 4 filer, 2 non-accclerated filer, or a smaller reporting company. Sec the definitions of “large
aceclerated fiter,” “aceelerated filee” and “smaller seporting company™ in Rulc 12b-2 of the Exchange Act. (Cheek one):

Large aceelerated filer Acceleraled filer O Non-accelerated filer O Smaller reporting company O
{Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a sheil company (as defined in Rulc 12b-2 of the Exchange Act). 3 No &

The aggregale markel valuc of the voting stock held by non-affiliates of 1he regi ( g ing sharcs b ially ownced by di officers and treasury shares) as
of June 30, 2009 was approximaicly $2.2 biltion,

On February 22, 20i 8, 162,474,101 sharcs of the company's common stock, par valuc §0.01 per share, were outstanding.

Portions of the company’s definitive proxy statement for the annual stockholders® meeting to be held on April 22, 2010 arc incorporaied by reference into Pant 111 of 1his
Form 13-X.
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GLOSSARY OF SELECTED MINING TERMS

Certain terms thal we use in this document are specific to the coal mining indvstry and may be technical in nature. The following is a list of selected mining
terms and the definitions we attribute to them.

Assigned reserves Recoverable reserves designated for mining by a specific operation.

Btu A measure of the energy required to raise the temperature of one pound of water one degree of
Fahrenheit.

Comptiance ceal Coal which, when bumned, emits 1.2 pounds or less of sulfur dioxide per million Btus, requiring no
blending or other sulfur dioxide reduction technologics in order to comply with the requirements of the
Clean Air Act.

Continuous miner A machine used in underground mining to cut coal from the seam and load it onto conveyors or inte

shuttle cars in a continuous operation.

Dragline A large machine used in surface mining to remove the overburden, of layers of earth and rock, covering a
coal seam. The dragline has a targe bucket, suspended by cables from the end of a fong boom, which i is
able to scoop up large smounts of overburden as it is dragged across the ex jon area and red
the overburden in another area.

Longwall tnining ) One of two major underground coal mining methods, generally employing two rotating drums pulled
mechanically back and forth across a long face of coal.

Low-sulfur coal Coal which, when bumed, emits 1.6 pounds or tess of sulfur dioxide per million Brus.

Preparation plant A facility used for crushing, sizing and washing coal to remove impurities and to prepare it for use by a

particular customer,

Probable reserves Reserves for which quantity and grade and/or qualny are compu(cd from information similar to that used
for proven teserves, but the sites for i i P an are farther apart or are
othenwvise less adequately spaced.

Proven reserves Reserves for which (a) quantity is puted from di i led in oulcrops, trenches, workings or
drill holes; grade and/or quality are computed from the results of detailed sampling and (b) the sitcs for
inspection, sampling and messurement are spaced so closely and the geologic character is so well
defined that size, shape, depth and mineral content of rescrves are well established.

Reclamation The ion of land and envi 1 values to a mining site afier the coal is extracted, The process
ty inclades * ing” or shaping the land to its approximate original appearance, restoring
topsoil and planting native grass and ground covers.

Recoverable reserves The amount of proven and probable rcserves that can actually be recovered from the reserve base taking
into account all mining and preparation losses involved in producing a sateable product using existing
methods and under current law.
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Reserves That part of a mincral deposit which could be economically and legally extracted or produced at the time
of the reserve determination.

Room-and-pillar mining One of two major wnderground coal mining methods, tilizing i miners ing a network of
“rooms” within 2 coal seam, leaving behind “pillars” of coal used to support the roof of a mine,

Unassigned reserves Recoverable reserves that have not yet been designated for mining by a specific operation.
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PART I

ITEM 1. BUSINESS.
Introduction

We are one of the largest coal producers in the United States, For the year ended December 31, 2009 (which includes fourth quarter sales only from the former
Jacobs Ranch mine complex, which we acquired on October 1, 2009), we sold approximately 126.1 million tons of coal, including approximately 7.5 million tons of coal we
purchased from third parties, fucling approximately 12.7% of alf coal-based electricity gcncmcd in the United States. We sell substantially all of our coal te power
plants, steel mills and industrial facilities, At December 31, 2009, we operated 19 active mines located in each of the major low-sulfur coal-producing regians of the
United States. The locations of our mines enable us 1o ship coal to most of the major coal-fueled power plants, steel mills and cxport facilities located in the United
States.

1 Tntl i

Significant federal and state environmental regulations affect the d d for coal. Existing envi g the cmission of certain impurities
caused by coal combustion and new regulations, including those aimed at curbing the emission of certain grccnhousc gases, have had and are likely to continue to
havea cansiderable impact on our business. For example, certoin federal and state environmental regulations currently limit the amount of sulfur dioxide that may be
emitied as a result of combustion. As a result, we focus on mining, processing and marketing coal with low sulfur content.

Despite these and other regulations, we expect worldwide coal demand to increase over time, partieularly in developing countrics such as China and India where
clectricity demand is increasing much faster than in developed parts of the world. Although the global economic recession has had a significant impact on certain
regions of the world, we expect worldwide energy demand to increase over the next 20 years. As a result of its availability, stability and a(‘{ordabllity, we expect coal to
satis(y a large portion of that demand.

Domestically, we snticipate that production in certain regions, particularly the Centrat Appalachiian region, will d aver time as reserves are deplcted and
pennitting becomes more challenging. We expect United States coal exports to increase in 2010, driven primarily by improving metallurgical coal demand. We also
expect d tic coal ptionto i over the intermediate and longer term. We believe that these trends collectively will cxert upward pressure on cool
pricing.

Our History

We were organized in Delaware in 1969 as Arch Mineral Corporation. In July 1997, we merged with Ashland Coal, inc., a subsidiary of Ashland Inc, formed in
1975. As a result of the merger, we became one of the largest producers of low-sulfur coal in the ¢astern United States.

In June 1998, we expanded inta the western United States when we acquired the coal assets of Atlantic Richfield Company, which we referto as ARCO. This
acquisition included the Black Thunder and Coal Creck mines in the Powder River Basin of Wyoming, the West Elk mine in Colorado and a 65% interest in Canyon Fuel
Company which operates three mincs in Utah. In October 1998, we acquired a leaschold i in the Thundercloud reserve, 2 412-million-ton federal reserve tract
adjacent to the Black Thunder mine.

In July 2004, we acquired the remaining 35% interest in Canyon Fuel Company. In August 2004, we acquired Triton Coal Company’s North Rochelle mine
adjacent to our Black Thunder operation. In September 2004, we acquired a leasehold intercst in the Little Thunder reserve, a 719-million-ton federal reserve tract
adjacent ta the Black Thunder mine.

In December 2005, we sold the stock of Hobet Mining, Inc., Apogee Coal Company and Catenary Coal Company and their four iated mining
(Hobet 21, Arch of West Virginia, Samples and Campbells Creek) and approximately 455.0 miltion tons of coal reserves in Central Appalachia to Magaum. On October 1,
2009, we acquired Rio Tinto"s Jacobs Ranch mine complex in the Powder River Basin of Wyoming which included 345 million tons of low-cost, low-sulfur coal reserves
and integrated it into the Black Thunder mine.
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Competition

The coal industry is intenscly competitive. The most important factors on which we compete are coal quality, delivered costs to the customer and reliability of
supply. Our principal domestic pelitors include Alpha Natural Resources, Inc., CONSOL Energy Inc., Massey Energy Company, Patriot Coal Corporation, Peabody
Energy Corp. and Cloud Peak Energy. Some of these coal producers are larger than we are and have greater financial resources and larger reserve bases than we do, We
also compete directly with a ber of small d in each of the geographic regions in which we operate. As the price of domestic coal increases, we slso
compele with companies that produce coal from one or more foreign countries, such as Colombia, Indonesia and Vi 1

Additionally, coal competes with other fuels, such as notural gas, nuclear energy, hydropower and petroleum, for steam and elcctrical power generation, Costs
and other factors relating to these alternative fuels, such as safety and environmental considerations, affect the overall demand for coal as a fuel.

Suppliers

Principal supplies used in our business include petroleuni-based fuels, explosives, tires, steel and other raw materials as well as spare parts and other
consumables used in the mining process. We use third-party suppliers for a significant portion of our equipment rebuilds and repairs, drilling services and
construction. We usc sole source suppliers for certain parts of our business such as explosives and fuel, and preferred suppliers for other parts at our business such as
dragline and shovel parts and related services, We believe adequate substitute suppliers are available. For more information about our suppliers, you should see “Risk
Factors — Increases in the costs of mining and other industrial supplies, including stecl-based supplies, diesel fuel and rubber tires, or the mabllny to obtaina
sufficient quantity of those supplies, could negatively affect our operating costs or disrupt or delay our production,”

Environmental and Other Regulatory Matters.

Federal, statc and local authorities regulate the U.S. coal mining industry with respect to matiers such as employee health and safety and the environment,

including prolecuon of air quality, water quality, wetlands, special status species of plants and animals, land uses, cultural and historic properties and other
en identificd durmg the permitting process. Comempomneous rechmul:on is required during and after mining has been completed. Materials
uscd and gcnmtcd by mining operations must also be g to 3 and law. These laws have, and will continue to have, a sigaificant
effect on our production costs and ourcompclmve posmon Future laws, rcgulnuons ororders, as well as futnre interpretations and more rigorous enforcement of
existing Jaws, regulations or orders, may require sub in and operating costs and delays, intecruptions or a termination of i the
extent to which we cannot predict. Futurc laws, regulations or orders may nllo couse coal to bccome a less attractive fucl source, thereby reducmg conl s share of the
market for fuels and othier cnergy sources used to generate electricity. As a result, future Jaws, regulations or orders may adversely affect our mining operations, cost

- structure or our customers” demand for coal.

We endeavor to conducl our mining opemllons in pli with all applicable federal, state and local laws and regulations, However, due in part to the
extensive and compreh pulatory requir t lations during mmmg opcmuons occur from time to time, We cannot assure you that we have been or will be
at all times in comnplete complmnce with such laws and regulations. While it is not posnblc to accurately quantify the expendmxres we incur to maintain compliance with
al} applicable federal and state Jaws, those costs have been and are expected to continue to be significant. Federal and state mining laws and regulations require us 10
obtain surety bonds to guarantee performance or payment of certain long-term obligati tuding minc cl and recl ion costs, federal and state workers'
compensation benefits, coal Jeases and othier misce) lancous obligations. Compliance with these laws has substantially increased the cost of coal mining for domestic

coal producers.
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The following is a summary of the various federal and stale envi I and similar regulations that have a material impact on our business:

Mining Permits and Approvals. Numerous governmental permits or approvals are vequired for mining operations. When we apply for these permits and
approvals, we may be required to prepare and present to federal, state or local authorities data pertaining lo the effect or impact that any proposed production or
processing of coal may have upon the environment. For example, in order to oblain a federal coal lcasc, an envi | impact must be prepared 1o assist
the BLM in dclcrmmmg the polemlal cnv:ronmcmal impact of lease i including any coll [ effects from the mining, transportation and buming of coal. The
authorization, pcrmlmng and impl ion req! imposed by federal, state and local authoritics may be costly and time consuming and may delay

t or continuation of mining operations, In the states where we operate, the applicable laws and regulations also provide that a mining permit or
modification can be delayed, refused or revoked if officers, directors, shareholders with specified interests or certain other affiliated entitics with specified interesls in
the applicant or permittee have, or are affiliated with another enlity that has, ding permit violations. Thus, past or ongoing violations of applicable laws and
regulations could provide a basis to revoke existing permits and to deny the issuance of additional permits.

In order to obtain mining permits and approvals from federal and state regulatory suthorities, mine opcrators must submit a reclaniation plan for restoring, upon
the completion of mining operations, the mined property to its prior condition or other authorized use. Typically, we submit the y permit applications several
months or even years before we plan to begin mining a new area. Some of our required permits are becoming increasingly more difficult and expensive to obtain, and the

application review processes are taking longer to complete and b ing i ingly subject to chall

Under some ¢circumst b ia) fines and penalties, including revocation or ion of mining permits, may be imposed under the laws described

S &

abovec. Monetary sanctions and, i m severe circumstances, crm-unal sanctions may be imposed for failure to comply with these Jaws.

Surface Mining Control and Reclamation Act. The Surface Mining Contro) and Reclamation Act, which we refer to as SMCRA, establishes mining,
environmental protection, reclamation and closure dards for all aspects of surface mining as well as many aspects of underground mining. Mining operators must
oblain SMCRA permits and permit renewals from the Office of Surface Mining, which we refer {o as OSM, or from the applicable stotc agency if the state agency has
obtained regulatory primacy. A stale agency may achieve primacy if the state regulatory agency develops a mining regulatory program that is no less stringent than the
federal mining regulatory program under SMCRA. All states in which we conduct mining operations have achieved primacy snd issue permits in licu of OSM,

On December 12, 2008, OSM finalized a rulemaking regarding the intecpretation of the stream buffer zone provisions of SMCRA which conficmed that excess
spoil from mining and refuse from coal preparation could be placed in permiticd areas of a mine site that constitute waters of the United Siates, On November 30, 2009,
OSM announced another rulemaking that would reinterpret the regulations finalized eleven months earlier. We cannot predict how the regulations may change or how
they may affect coal production.

SMCRA permit provisions include a complex set of requi which include, among other things, coa) prospecting; mine plan development; topsoil or
growth medium removal and replacement; selective handting of overburden materials; mine pit back{illing and grading; disposal of excess spoil; protcction of the
hydrologic balance; subsidence coniro} l’orundergmund mm:s. surface runoff and drainage control; cslabhshmem of suitable post mining land uses; and revegetation.
We begin the process of preparing @ mining permit appli by collecting basctine dala to adeg) y characterize the pre-mining cnvironmental conditions of the
permit area. This work is typically conducted by third-party consultants wi ith specialized expertise and mcludes surveys and/or assessments of the following: cultural
and historical resources; geology; soils; vegetation; aquatic organisms; wildlife; potential foc threatened, endangered or other special status species; surface and
ground water hydrology; climatology; riverine and riparian habitat; and tlands. The geologic duta and information derived from the other surveys and/or
asscssments are used to develop the mining and reclamation plans p d in the permit application, The mining and reclamation plans address the provisions and

performance standards of the statc’s
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equivalent SMCRA regulatory program, and arc also used to support applications for other authorizations and/or permits required to conduct coal mining aclivities.
Also included in the permit application is information used for d ing surface and mineral ownership, variance requests, access roads, bonding information,
mining methods, mining phases, other agreements that may relate to coal, other minerals, oil and gas rights, water rights, permitted areas, and ownership and control
information required ta determine compliance with OSM’s Applicant Violator System, including the mining and compliance history of officers, directors and principal
owners of the entity.

Once a permit application is prepared and submitted to the regulatory agency, it goes throngh an administrative 1 review and a thorough technical

review. Also, before a SMCRA permit is issued, a minc operator must submit 2 bond or otherwise secure the performance of sl reclamation obligations, After the
application is submitted, 2 public notice or advertisement of the proposed permit is required to be given, which begins a notice period that s followed by a public
comment period before a permit can be issued. It is not uncommon for a SMCRA mine permit application to take over a year to prepare, depending on the size and
complexity of the mine, and anywhere from six months to two years or even longer for the permit to be issued. The variability in time frame required to prepare the
application and issue the permit can be attributed primarily to the various regulatory autherities’ discretion in the handling of comments and objections relating to the
project received from the general public and other agencies. Also, it is not uncornmon for a permit to be delayed as a result of litigation related to the specific permit or
another related company’s permit.

In addition to the bond requirement for an active or proposcd permit, the Abandoned Mine Land Fund, which was created by SMCRA, requires a fee on all coal
produced. The proceeds of the fec are used to restore mines closed or abandoned prior ta SMCRA’s adoption in 1977. The current fee is $0.315 per ton of coal
produccd from surface mines and $0.135 per ton of coal produced from underground mines. In 2009, we recorded $32.7 million of cxpense refated o these reclamation
fees.

Surety Bonds. Mine opmlors are often required by federal and/or state laws, including SMCRA, to assure, usually through the use of surety bonds, payment
of certain long-termn obligati ding mine cl orrecl ion costs, federal and state workers® compensation costs, coal leases and other miscellancous
obligations. Although surety bonds are usually noncancelable during their term, many of these bonds are rencwable on an annual basis.

The costs of these bonds have fluctuated in recent years while the market terms of surety bonds have generally become more unfavorable to minc operators,
These changes inthe terms of the bonds have becn accompoanied at times by a decrease in the number of companles willing to issuc surcty bonds, In order to address
some of these uncertainties, we use self-bonding to secure performance of certain obligations in Wyoming. As of December 31, 2009, we have selfbonded an
aggregate of approximately $352.0 million and have posted an aggregate of approximately $297.3 million in surety bonds for reclamation purposes. In addition, we had
approximately $153.5 million of surety bonds and letters of credit outstanding at December 31, 2009 to secure workers' compensation, coal lease and other obligations,

Mine Safety and Heolth, Stringent safety and health standards have been imposed by federal legistation since Cangress adopted the Mine Safety and Health
Act of 1969, The Mine Safety and Health Act of 1977 significantly expanded the enforcement of safety and health standards and imposed comprehensive safety and
health dards on all aspects of mining operations, In addition to federal regulatory programs, ali of the states in which we operate also have programs aimed at
improving mine safety and health, Collectively, federal and state safety and health regulation in the coal mining industry is amony the most comprehensive and
pervasive systems for the protection of employee health and safety aﬂ‘ecﬁng any segment of U.S, mdustxy In reaction to rccent mine aceidents, federal and state
legisiatures and regulatory authorities have increased scrutiny of mine safety matters and passed more stringent laws goveming mining. For example, in 2006, Congress

Tnd:

cnacled the MINER Act. The MINER Act imposes additional obligations on cosl op amony otlier things, the following:

« development of new emergency resp plans that address post-accid ications, tracking of mincrs, breathable air, lifelines, training and
communication with local emergency response personnct;
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« PR of 2dditional

requi for mine rescue teams;

* notification of federal authorities in the cvent of certain events;
* increased penaltics for violations of the applicable federal Jaws and regulations; and

« requirement tha! standards be impl ted ding the in which closcd areas of underground mines arc sealed.

In 2008, the U.S. House of Representatives approved additional federal legislation which would have required new regulations on a variety of mine safety issues
such as underground refuges, mine ventilation and conimunication systems. Although the U.S. Scnate failed to pass that legislation, it is possible that similar
legislation may be proposed in the future, Various states, including West Virginia, have also enacted new laws to address many of the same subjects, The costs of
implementing these new safety and health regulations at the federal and state Tevel have been, and will continue to be, substantial. In addition to the cost of
implementation, there are increased penalties for violations wiich may also be sub jal. Expanded cnfor has ited in 4 prolife of litigation regarding
citalions and orders issued as a result of the regulations.

Under the Black Lung Benefits Revenue Act of 1977 and the Black Lung Benefits Reform Act of 1977, each coal mine op must secure payment of federal
black lung benefils to claimants who are current and former employees and to a irvst fund for the payment of benefits and medical expenses to claimants who last
worked in the coal industry prior to July 1, 1973. The trust fund is funded by an excisc tax on production of up to $1.10 per ton for coal mined in underground
operations and up 0 $0.55 per ton for coal mined in surface operations, These amonnts may not exceed 4.4% of the gross sales price. This excise tax does not apply 10
coal shipped outside the United States, In 2009, we recorded $64.9 million of expense related to this excise tax,

Clean Air Act. The federal Clean Air Act and similar statc and local laws that rq,u]ale air emissions affect coal mining directly and indircctly. Direct impacts on

coal mining and p include Clean Air Act permitting reqmremenls and emissions control requirements relating to particulate matter which may
include comrollmg fugmvc dust, The Clean Air Act also mdm:clly affects coal mining operations by extensively regulating the emissions of fine particulate matter
measuring 2.5 mi indi or smaller, sulfur dioxide, oxides, mercury and other compounds emitted by coal-fucled power plants and indusirial

boilers, which are the lar;,esx end-users of our coal, Continued tnghlenmg of the already stringent regulation of emissions is likely, such as EPA's proposal published

on December 8, 2009 to revise the national ambient air quality standard for oxides of sulfur and a similar proposal announced on January 6, 2010 for ozone. Regulation

of additional emissions such as carbon dioxide or other greenhouse gases as proposed or determined by EPA on October 27, October 30 and December 15, 2009 may

eventually be applied to stalionary sources such as coal-fueled power plants and industrial boilers (see discussion of Climate Change, below). This application could
Ily reduce the d d for coal.

Clean Air Act requirements that may directly or indirectly affect our operations include the following:

» Acid Rain. TitlelV of the Clean Air Act, p 1gated in 1990, imposed a twa-phase reduction of sul fur dioxide emissions by electric wiilities. Phase 1] became

effective in 2000 and applies 10 all coal-fueled po:vu plants with a capacity of more ihan 25-megawatls. Generally, the affccted power plants have soughl 10
comply with these rcqmremems by switching to Jower sulfur fucls, installing pollution control devices, reducing electricity g g levels or purchasing or
trading sulfur dioxide emissions allowances. Although we cannot accurately predict the future effect of this Clean Air Act provislon on our operations, we

believe that implementation of Phase 11 has been factored into the pricing of the coal market.

«  Papticitlate Matier. The Clean Aic Actrequires the U.S. Envil | Protection Agency, which we refer to as EPA, to sct national ambient air quality
standards, which we refer to as NAAQS, for certain poll iated with the bustion of coal, including sulfur dioxide, particulate matter, nitrogen
oxides and ozone. Arcas that are not in compliance with these standards, referred to as non-attainment arcas, must toke steps 1o reduce emissions levels. For
example, NAAQS comently exist for particulate moatter measuring 10 micrometers in diameter or smaller (PM [0} and for fine particulote matter measuring 2.5
micrometers in diameter or smaller (PM2.5). The EPA designated all or partof

20
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225 counties in 20 states as well as the District of Columbia as non-attainment areas with respect to the PM2.5 NAAQS. Those designations have been
challenged. Individual states must identify the sources of emissions and develop emission reduction plans. These plans may be state-specific of regional in
scope. Under the Clean Air Act, individual states have up 10 12 years from the date of designation to securc emissions reductions from sources contributing
to the problem. Future regulation and enforcement of the new PM2.5 standard will affect many poiver plants, especially coal-fueled power plants, and all
plonts in non-attainment areas.

Ozone, Significant additional emission control expenditures will be required at coal-fueled power plants to meet the new NAAQS for ozone, Nitrogen oxides,
which are & byproduct of coal combustion, are classified as an ozone precursor. As a result, emissions control requi! for new and expanded coal-fucled
power ptants and industrial boilers will continue to b more d ding in the years ahead, For example, in 2004, the EPA designated countics in

32 states as non-attainment arcas under the then-current standard. These states had until June 2007 to develop plans, referced to as state implementation
plans, or SIPs, for pollution control measures that allow them to comply with the standards. The EPA described the action that states must take to reduce

ground-level ozone in a finol rule promulgated in November 2005, The rule is still subject to judicial challenge, however, making its impact difficult to assess.

in addition, EPA announced on January 6, 2010 a proposal 10 adopt a new, more stringent primary ambient air quality standard for ozone and to change the
way in which the secondary standard is calculated. Should these NAAQS withstand scrutiny, additional emission control expenditures will likely be required
at coal-fueled power plants,

NOx SIP Call. The NOx SIP Call program was established by the EPA in Oclober 1998 to reduce the transport of ozone on prevailing winds from the Midwest
and South to states in the Northeast, which said that they could not meet federat air quality standards because of migrating poflution. The program is
designed to reduce nitrous oxide emissions by one million tons per yeor in 22 eastem states and the District of Columbia. Phase If reductions were requi
by May 2007. As a result of the progrom, many power planis have been or will be required to install additiona! emission controt measures, such as selective
catalytic reduction devices. Installation of additional emission control measures will make it more costly to operate coal-fueled power plants, which could
make coal a less attractive fuel,

Clean Air Intcrsiate Rule. The EPA finalized the Clean Air Interstate Rule, which we refer to as CAIR, in March 2005. CAIR calls for power plants in 28
castern states and the District of Cotumbia to reduce emission levels of sulfur dioxide and nitrous oxide pursuant to a cap and trade program similar to the
system now in effect for acid deposition control and to that proposed by the Clean Skies Initiative, The stringency of the cap may require some coat-fueled
power plants to install additional pollution control equipment, such as wet scrubbers, which could decrease the demand for low-sulfur cool at these plants
and thercby potentially reduce market prices for low-sulfur coal. Emissions are permanently capped and cannot increase. In July 2008, in Srate of North
Carolina v. EPA and consolidaled cases, the U.S. Court of Appeals for the District of Columbia Circuit disagreed with the EPA’s reading of the Clean Air Act
and d CAIR in its entirety. In D ber 2008, the U.S. Court of Appeals for the District of Columbia Circuit revised its remedy and remanded the rule to
the EPA. The result is that CAIR will be implemented and will remain in effect at least until the EPA responds to the remand which the agency predicts will
take approximately two years,

Mercury. In February 2008, the U.S. Court of Appeals for the District of Columbia Circuit vacated the EPA’s Clean Air Mercury Rule, which we referto as
CAMR, and remanded it to the EPA for reconsideration. The EPA is reviewing the caurt decision and evaluating its imp Before the court decision, some
states had cither adopted CAMR or adopted state-specific rules 10 regulate mercury emissions from power plants that are more stringent than CAMR.
CAMR, as promulgated, woulkd have permanently capped and reduced mercury emissions from coal-fueled power plants by estublishing mercury i
limits from new and existing coal-fucied power plants and creating a market-based cap-and-trade program that was expecied to reduce nationwide

of mercury in two phases.
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Under CAMR, coal-fuzled power plants would have had until 2010 to cut mercury emission levels from 48 tons to 38 tons a year and uniil 2018 to bring that
fevel down to 15 tons, a 69% reduction. On December 24, 2009, the EPA announced that it had recommended to the Cffice of Management and Budget an
Information Collection Request that would require all US power plants with coal or oil-fired generating units to submit emissions information. With this
information the EPA intends to propase standards for all air toxic emissions, including mercury, for coal and oil-fired units by March 10, 201 1. The EPA hopes
to make these new standards final by November 16, 201 1. Regardless of how the EPA responds on reconsideration or how states implement their stale-

specific mercury rules, rules imposing siricter limitations on mercury emissions from power plants will fikely be p Igated and imp! d. Any such rules
may adversely affect the demand for coal.
¢ Reglonal Haze. The EPA has initizted a 1 ] haze p designed to protect and improve visibility at and around national parks, national wilderness

areas and international parks, pamcularly those localed in lhc southwest and southeast United States, This program may result in additional emissions
restrictions from new coal-fucled power plants whose operations may impair visibility at and around federally protected areas. This program may also require
certain existing coal-fueled power plants to instat] additional control designed 1o limith ing emissions, such as sulfur dioxide, nitrogen
oxides, vofatile organic chemicals and particulate matter. These limitations could affect the future market for coal.

* New Source Review, A ber of pendi latory changes and court actions will affect the scope of the EPA’s new source review program, which under
certain circumstances requires existing coalvfueled power plants to install the more stringent air emissions control equip required of new plants. The
changes 10 the new source review program may impact demand for coal nationally, but as the final form of the requirements afler their revision is not yet

known, we are unable to predict the magnitude of the impact.

Climate Change. One by-product of buming coal is carbon dioxide, which is considered a greenhouse gas and is a major source of concem with respect to
global warming. In November 2004, Russia ratificd the Kyoto Protocol to the 1992 Framework Convention on Global Climate Change, which establishes a binding set of
emission targets for greenhouse gases. With Russia’s accedence, the Kyoto Protocol became binding on all those countries that had ralified it in February 2005. To
date, the United States has refused to ratify the Kyolo Protocol. Although the targets vary from country 1o country, if the United States were to ratify the Kyoto
Protocol our nation would be required to reduce greenhouse gas emissions to 93% of 1990 levels from 2008 to 2012.

Future regulation of greenhouse gases in the United States could occur pursuant to future U.S. treaty obligations, statutory or regulatory changes under the
Clean Air Act, federal or state adoption of a greenh gas latory sch or otherwise. The U.S. Congrcss has idered various proposals to reduce
greenhouse gas emissions, but to date, none : have become law. In April 2007, the US. § Court rendered its decision in N h v. EPA, finding that the
EPA has authority under the Clean Air Act to regulatc carbon dioxide emissions from amomobllu and can decide against rcgu!anon only if the EPA determines that
carbon dioxide does not sxgmﬁcnnlly contribute 10 climate change and does not endanger public healih or the environment. On December 15, 2009, EPA published a
formal determination that six greenh gases, including carbon dioxide and methane, endanger both the public heaith and welfare of current and future gencrations.
In the some Federal Register mlemnkmg, EPA found that emission of greenhouse gases from new molor vehnclcs and their ibute to greent gas
potlution. Although M husetts v. EPA did not involve thc EPA'’s authority to regulate g gas ions from siationary sources, such as coal-fueled

power plants, the decision is likely to impact ¢ jon of y

1 h

For example, a challenge in the U.S. Coun of Appeals for the District of Columbia wnh respect lo lhc EPA’s decision not to reg gas
from power plants and other slationary sources under the Clean Air Act’s new source perft was ded to the EPA for fusther consideration in
light of Massachusetts v. EPA. In Junc 2006, the U.S. Court of Appeals for the Second Circuit heard orat arg in a public nui action filed by eight states
(Connecticut, Delaware, Maine, New Hampshire,

22




Table of Cantents

New Jersey, New York, and Vermont) and Ncw York Clty tocurh carbon dloxxdc emissions from power plaats. The pamu have filed post-argument briefs on the impact

of the M husetts v, EPA decision, and a decision is currently p g In to M husetts v, EPA, in July 2008, the EPA issued a notice ofproposcd
rulemaking requesting public commem onthe rcgulanon of greenhouse gases On October 27,2009, the EPA d how it will establish thresholds for phasing-in
and regulating grecnhouse gas emissions under various provisions of the Clean Air Acl. Three days later, on October 30, 2009 the EPA published a final rule in the
Federal Register that requires the reporting of greenhouse gas emissions from all sectors of the American Ithough reporting of emissions from underground
coal mines and coal suppliers as originally proposed has been deferred pending further review. If as a result of lhesc ncuons the EPA were to set emission limits for
carbon dnox:de from electric utilities or steel mills, the demand for coal could decrease.

ln the absence of federal legislation or regulation, many states and regions have adopled greenhousc gas initiatives. These state and regional climate change
rules will likely require additional controls on caal-fueled power plants and industrial boilers and may even cause some users of coal to switch from coal to a lower
carbon fuel. There can be no assurance at this time thot a carbon dioxide cap and trade program, a carbon tax or other regulatory regime, if implemented by the states in
which our customers operate or at the federal level, will not affect the future market for coal in those regions, The permitting of new coal-fueled power plants has also
recently been contested by state regulators and envir 1 organizations based on concerns relating 1o greenhouse gas emissions. Increased cfforts to control
greenhouse gas emissions could result in reduced demand for coal. .

Clean Water Act. The federal Clean Water Act and corresponding state and local laws and regulations affect coal mining operations by restricting the
discharge of pollutants, including dredged and fill materials, into waters of the United States, The Clean Water Act provisions and associated state and federal
regulations are complex and subject to amendments, legal challenges and changes in implementation, Recent court decisions and regulat have created
uncertointy over Clean Water Act jurisdiction and permitting requirements that could variously increasc or decrease the cost and time we expend on Clean Water Act
compliance.

43, N

Clean Water Act requirements that may direcily or i ly affect our op tude the following:

s Wastewater Dischorge. Section 402 of the Clean Water Act creates a p for establishing effluent limitations for discharges to streams that are
protective of" waler quality standords through the National Pollutant Dlschatge Elimination Systcm, which we reler to as the NPDES, or an equally stringent
program del d 10 a state regulatory agency. Regular monitoring, reporting and li with perf standards arc p di for the i

and renewal of NPDES permnits that govern discharges into waters of the United States, Dtschnrgcs thot exceed the limits specnf cd under NPDES permits can
lead 1o the imposition of penalties, and persistent non-compliance could tead to signifi I} costs and delays in coal production. In
addition, the imposition of future restrictions on the discharge of certain pollutants into \valers of the Umted Siates could increase the difficulty of obiaining
and complying with NPDES permits, which could i impose :lddmonal time and cost burdens on our operations. You should see Item 3 — Legal Proceedings for
more information about certain regulatory actions p g to our operations,

Discliarges of poliutants into waters that states have designated as impaired (i.c., 2s not mcctmg present water q\lahty stand:ﬂds) are subject to Total
Maximum Daily Load, which we refer to as TMDL, regulations. The TMDL regulations establish for g the ofap
that a water body can receive while mnmmmmg, state watcr quality standards. Pollutant loads sre nllocnlcd among the various sources that dlschargc
pollutants into that watcr body. Mine operations that discharge into water bodies designated as impaired will be required to meet new TMDL allocations. The
adoption of more stringent TMDL-related allocations for our coal mines could require more costly water treatment and could adversely affect our coal
production.

The Clean Water Act also requires states to develop anti-degradation policies to ensure that non-impaired water bodies continue to meet water quality
standards. The issuance and renews! of permits for the discharge of poliutants 1o walers that have been designated as “high quality” are subject to anti-
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degradation review that méy increase the costs, time and difficulty associated with obtaining and complying with NPDES permits.

.+ Dredge and Fill Permits. Many mining activiiies, such as the devel t of refuse impoundments, fresh water impound , refuse fills, valley fills, and
other similac structures, may result in impacts lo waiers of the United Sralcs including wetlands, streams and, in certain mstnnccs, man-made conveyances
that bave a hydrologic connection to such streams or wetlands, Under the Clean Waler Act, coal companies are required to obtain a Section 404 permit from
the Army Corps of Engineers, which we refer to as the Corps, prior to conducting such mining activities. The Corps is authorized to issue general
“nationwide” permits for specific catcgories of aclivilies that are similar in nature and that are determined to have minimal adverse effecis on the environment.
Pemmits issued pursuant to Nationwide Permit 21, which we refer to as NWP 21, generally authorize the disposal of dredged and fill material from surface coal
mining aclivities into waters of the United States, subjecl lo certain restrictions, Since March 2007 pmmts under NWP 21 were reissued for a five-year period

with new provisions intended to strengthen cnvnronmcn(al prolccnons There must be appropriate miti| in d with nationwide general permit
conditions rather than less restricted state-required mitigation requir and permitholders must rcccwc explicit authorization from the Corps before
proceeding with proposed mining activitics,

Notwithstanding the additional envir tal p ions designed in the 2007 NWP 21, on July 15, 2009, the Corps proposed to i diately suspend the

use of the NWP 21 in six Appalachian states, including West Virginia, Kentucky and Virginia where the Company conducts operations. In addmon. inthe
same notiee, the Corps proposed to modify the NWP 21 following the receipt and review of public commens to prohibit its further usc in the some states
during the remaining term of the permit which is March 12, 2012. The Corps is now reviewing the more than 21,000 public comments it has received. The
agency has not announced when it is expected to complete its review and reach a final deciston.

Regardless of the oulcome of the Corps’ decision about any continuing vse of NWP 21, it does not prevent the Company’s operations from seeking an
individual permit under § 404 of the CWA, nor does it resirict an operation from utilizing another version of the nationwide permit authorized for small
underground coal mines that must construct fills as part of their mining operations.

The use of nationwide permits to authorize stream impacts from mining activitics has been the subject of significant litigation, You should see Item 3 — Legal
Proceedings for more information about certain litigation pertaining to our permits.

Resource Conservation and Recovery Act. The Resource Conservation and Recovery Act, which we refer to as RCRA, may affect coal mining operations by
establishing requirements for the proper management, handling, transportation and disposal of hazardous wastes. Currently, certain coal mine wastes, such as
overburden and coal cleaning wastes, are exempled from hazardous wasic Subtitle C of RCRA pied fossil fuel combustion wastes from hazardous
waste regufation unti} thie EPA completed a repon to Congress and made a determination on whether the wastes should be RU lated as hazardous, In a 1993 regulatory
deteanination, the EPA addressed some high volume-low toxicity coal combustion products generated at electric ulility and i dent power producing facilities,
such as coal ash. In May 2000, the EPA luded that coal combustion products do not wnmmt rcgulanun as hazardous waste under RCRA. The EPA is retaining the
hazardous waste excmplion for thcsc wastes. However, the EPA has d ined that nati dous wastc regulations under RCRA Subtitle D are needed for
coal b disposed in surface lmpuundmcms and landfills and used as mmc-ﬁll The Office of Surface Mining and EPA have recently proposcd
regulations rcgprdmg the 2 of coal b duets. The EPA also concluded beneficial uses of these wastes, other than for mine-filling, pose no
significanl risk and no additional national regulations are necdcd. As long as this excmption remains in effect, it is not anticipated that regulation of coal busti
waste wil) have any material efTect on the amount of coal used by clectricity gencrators. Most state hazardous waste Jaws also exempt coal combustion products, and
instead treat it as either a solid wasle ora special waste. Any costs associated with handling or disposal of hazardous wastes would increase our customers’ operating
costs and potcntialiy reduce their ability to purchase coal. In addition, contamination causcd by the past disposal of ash can lead to material liability.
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Comprehensive Envir ! Response, Comp ion and Lmb!lllyAcl The Comprehensive Envil 1R Comp ion and Liability Act,
which we refer to as CERCLA, and similar state lzws affect coal mining operations by, among other things, imposing cleanup reqmrements for threatened or actual
releases of hazardous substances that may endanger public health or welfare or the environment. Under CERCLA and similar state laws, joint and several liability may
be imposed on waste generators, site owners and lessees and others regardless of fault or the legality of the original disposal activity. Although the EPA excludes most
wastes generated by coal mining and processing operations from the hazardous waste laws, such wastes can, in certain cir constitute h d
substances for the purposes of CERCLA. In addition, the disposal, release or spilling of some products used by coal companies in operations, such as chemicals, could
trigyer the liability provisions of the statute. Thus, coal mines that we currently own or have previously owned or operated, and sites to which we sent waste materials,
may be subject to liability under CERCLA and similar state laws. In porticular, we may be liable under CERCLA or similar state laws for the cleanup of hazardous
substance contamination at sites where we own surface rights.

Endangered Species. The Endangered Species Act and other related federal and state statutes protect species threatened or endangered with possible
exti P jon of thr d, endangered and other special status species may have the effect of prohibiting or delaying us from oblmmng mining pcmuts and
may include restzictions on timber harvesting, road building and other mining or agricultural activities in areas containing the affected species. A number of species
indigenous to our ptopertics are protected under the Endangered Species Act or other related Jows or regulations. Based on the species that have been identified to
date and the current application of applicable laws and regulations, however, we do not believe there are any specics pri d under the Endangered Species Act that
would materially and adversely affect our ability 10 mine coal from our properties in accordance with current mining plans. We have been able to continue our
operaions within the existing spatial, temporal and other restrictions associated with special status species, Should more stringent protective measures be applied to
threatened, endangered or other special stanis species or to their critical habitat, then we could cxperience increased operating costs or difficulty in obtaining futuire
minng pennits.

Use of Explosives. Our surface mining operalions sre subject to aumerous regulations relanng to blasting activities. Pursuant to these regulations, we incur
cosls to design and implement blast schedules and to conduct pre-blast surveys and blast momlonng. In addition, the storage of éxplosives is subject to strict
regulatory requirements established by four different federal regulatory ag For p 10 a rule issued by the Depanment of Homeland Security in
2007, facilities in possession of chemicals of interest, including ammonium nitrate at cerlain  hreshold Jevels, must complete a screening review in order to help
determine whether there is a high level of seenrity risk such that a security vulnerability assessment and site security plan will be required.

Other Environmental Laws. We arc required to comply with numerous other federal, state and local environmental laws in addition to those previously
discussed. These pdditional laws include, for example, the Safc Drinking Water Act, the Toxic Substance Control Act and the Emergency Planning and Comniunity
Right-1o-Know Act.

Employees

General. Al February 11, 2010, we employed a total of approxi ly 4,601 p approximately 152 of whom are represented by the Scotia Employecs
Association. We believe that our refations with all cmployees are good.
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correlation or lack thereof among prices of various asscts or other market indicalors, These correlations may change significantly in times of market turbulence or other
unforeseen circumstanges. As a result, we may experience volatility in our earnings as a result of our marketing, trading and asset optimization sirategies.

Terrorist attacks and threats, escalation of military activity in respouse o such attacks or acts of war may adv fp affect our b,

Terrorist attacks and threats, escalation of military activity or acts of war have significont effects on general economic conditions, fluctuations in consumer
confidence and spending and market liquidity. Future terrorist attacks, rumors or threats of war, actual conilicts involving the United States or its allies, or military or
trade disruptions affecting our customers may significantly affect our operations and those of our customers. As a resuit, we could experience delays or losses in
transportation and deliveries of coal to our customers, decreased sales of our coal or extended collections from our custonters.

Risks Related to Envir tal, Other Regnlations and Legislation

B ive envir ! latious, including existing and p ial future regnlatory reqnirements relating fo air emissions, affect onr s and conld

ey

reduce the demand for coal as a fucl source and cause coal prices and sales of our coal to materially decline.

The operations of our cust are subject to ive envir | regulation particularly with respect to air emissions. For example, the federal Clean Air
Actand similar state and local laws extensively regulate the amount of sulfur dioxide, particulate matier, muogcn ox;des. and other compounds emitted into the air from
electric power plants, which are the largest end-users of our coal, A series of more stringent requi L iculate moatter, 0zone, haze, mercury, sulfur
dwxxde. nitrogen oxide and other air pollutants are cxpcctcd 1o be proposed or become effective in coming years. ln addmon. concerted conservation efforts that result
in reduced electricity consumplion could cause coal prices and sales of our coal to malerially decline.

Considerable uncertainty is associated with these air emissions initiatives, The content of vegula tory rcqunrcments in the U, S lS inthe  process of being
developed, and many new regulatory initiatives remain subject to review by federal or state agencles or the courts, Stri air limitations are either in place
or are likely to be imposed in the short to medium term, and these limitations will likely require significant emissions control expenditures for many coal-fucled power
plants. As a result, these posver plants may switch to other fuels that generate fewer of these emissions or may install more effective pollution contro! equipment that
reduces the need for low sulfur coal, possibly reducing future demand for coal and a reduced need to construct new coal-fueled power plants, The EIA’s expectations
for the coal industry assume there will be a significant number of as yet unplanned coal-fired plants built in the future which may not occur. Any swilching of fue}
sources away from coal, closure of existing coal-fired plants, or reduced construction of new plants could have a material adverse effect on demand for and prices
received for our coal. Alternatively, less stringent air emissions limitations, particularly related to sulfur, to the extent enacted could make low sulfur coal less attractive,

which could also have a malerial adversc effect on the demand for and prices received for our coal,

You should se¢ “Envi Jand Other Regulatory Matters™ for more information abowt the various governmental regulations affecting us.
8

Onr faiture to obtain and renew permlits necessary for onr mining operations could negatively affect our busiuess.

Mining companies must obtain numerous permits that impose strict regulations on various envi 1 and operational matters in connection with coal
mining. These include permits issued by various federal, state and local agencies and regulatory bodies. The permitting rules, and the interpretations of these rules, are
complex, change frequently and are often subject to discrctionary interpretations by the regulators, all of which may make compliance more difficult or impractical, and
may possibly preclude the inuance of angoing operations or the development of future mining operati The public, including non-governmental organizations,
anti-mining gronps and individuals, have certain statutory rights to comment upon and submit objections
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to reg d permits and envir | impact statements prepared in connection with applicable regulatory processes, and othenwise engage in the permitting
process, including bringing citizens’ lawsuils to challenge the issuance of permits, the validity of envi 1impact or performance of mining activitics.
Accardingly, required permits may not be issued or renewed in a timely fashion or at all, or permits issued or rencwed may be conditioned in a that may restriet

our ability to efficiently and economically conduct our mining activities, any of which would materially reduce our production, cash flow and profitability.

Federal or state regulatory agencies have the authority to order in of our mines to be temporarily or permanently closed under certain circnmstances,
which conld materially and adversely affect onr ability fo wcet onr customers’ dewnonds.

Federal or state vegulatory agencies have the authority under certain circumstances following significant health and safety incidents, such as fatalities, to order
a mine to be temporarily or permancntly closed, If this occurred, we may be required to incur capital expenditnres to re-open the mine, [n the cvent that thesc agencies
order the closing of our mines, our coal sales contracts gcncrally permit us to issue force majenre notices which suspend our obligations to deliver coal under these
contracts. However, our customers may challenge our issuances of force majenre notices. If these challenges are successf\ll we may have to purchase coal from third-
party sources, if it is available, to fulfill these obligations, incur capital expenditures to re-open the mines and/or neg | with the cust s, which may
include price reductions, the reduction of commit or the extension of time for delivery or i 4 Any of these actions could have a
material adverse cffect on our business and results of operations.

The characicristics of coal may make it difficult for coal users to comply with various environumental standards related to coal combustion or utilization. As a
resnll, coal users may switch to other fuels, which could affect the volume of our sales and the price of our producis.

Coal contains impuritics, including but not limited to sulfor, mercury, chlorine, carbon and other elements or compounds, many of which are releascd into the aic
when coal is bumed, Stricter environmental regulations of emissions from coal-fueled power plants could increase the costs of using coal thereby reducing demand for
coal as a fuel source and the volume and price of our coal sales. Stricter regulations could make coal o less attractive fuct alternative in the planning ond building of
power plants in the future,

Proposed reductions in emissions of mercury, sulfur dioxides, nitrogen oxides, psmcullle m-ller or greenhouse gases may require the installation of costly
emission control technology or the impl ion of other , including trading of emi allo and switching to other fuels. For example, in order lo
meetthe federal Clean Air Acl limits for sulfur dioxide emissions from power pl:mts coal users may need to install scrubbers, use sulfur dioxide emission allowances
(some of which they may purchasc), blend high sulfur coal with low-sulfur coal or switch to other fuels. Reductions in mercury {ssi quired by certain states will
likely require some power plants 1o install new cqui ipment at substantial cost, or discourage the use of certain coals containing higher levels of mercury. Recent and
new proposals czlling for reductions in ions of carbon dioxide and other greenhouse gases could slgmﬁcamly increase (hc cost of operaling existing coal-fucled
powcr plants and could inhibit construction of new coal-fucled power plants, Existing or praposcd tegislation fe gon d by the United States or
individual states could make coal a less attractive fiiel alternative for our customers and could i unpcsc a tax or fee on the producer of the coal. If our customers decrease
the valume of coal they purchase from us or switch to alternative fliels ns a result of existing or future environmental regulations aimed at reducing emissions, our
operations and financial results could be adversely impacted.

£ . Py { Inei, : Py

euvir al reg p ignif costs on our mining operations, and future regulations could materially increase those costs or limir
our ability fo prodnce and scll coal.

o

The coal mining industry is subject to i ingly strict regulation by federal, state and local authorities with respect to cnvironmental mattcers such as;

+ limitations on land usc;
= mine permitting and licensing requirements;
+ reclamation and restoration of mining properties after mining is completed;
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+ management of materials generated by mining operations;
- the storagc, treatment ond disposal of wastes;

* remcdiation of contaminaled soil and groundwater;

+  air quality standords;

» waler pallution;

+  protection of human health, plant-life and wildlife, including endangered or thr ed species;

* protection of wetlands;

» the discharge of materials into the environment;

» the cffects of mining on surface water and groundwater quality and availability; and
+ the management of electrical equipment containing polychlorinated biphenyls,

The costs, liabilities and requirements assocmcd with the laws and rcgulaunns related to these and other environmental matters may be costly and time-

consuming and may delay or ion of exploration or prod i ‘We cannot assure you that we have been or will be atall times in
compliance with the applncable laws and regulations. Failure to comply with these laws and regulations may result in the assessment of administrative, civil and criminal
hies, the imposition of ¢! p and sile restoration costs and liens, the issuance of injunctions to limit or cease operations, the suspension or revocation of

pen'mls and other enforcement measures that could have the effect of hmmng production from our operations, We may incur material costs and liabilities resulting from
claims for damages to property or injury to persons arising from our operalions. If we are pursued for sanctions, cosis ond liabilities in respect of these matters, our
mining opcmtions and, as a result, our profitability could be malcrially and adversely affected.

" PRI

¥ PRI s 1

New I or c or new judicial interpretations or administrative enforcement of existing laws and reg;
related to the protccuon of the environment that would further tcgulatc and tax the coal industry, may also require us to chungc operations sngmf‘cnmly or mcur
increased cosls, Such changes could have a material adverse effect on our financial condition and results of opcrations. You should see the section entitled
~Environmenial and Other Regulatory Matters” for more information about the various governmental regulations affecting us.

If the assumptions underlying our estinates of reclamation and mine closnre obligations are Inaccurate, onr costs could be greater than anticipated.

SMCRA and counterpart state laws and regulations establish operational, reclamation and closure standards for all aspeets of sucface mining, as well as most
aspects of underground mining. We base our estimates of reclamation and mine closure Ilabilities on permit requirements, engineering studies and our engineering

expertise related to these requi Our and engineers periodically revicw thesc cstimates, The estimates can change significantly if acival costs vary
from our original ptions or if gover ! lati hange significantly. We are required to record new obligations as Jiabilities at fair value under generally
accepied i t Inesti g fair valuc, we considered the estimated current costs of recl ion and mine cl and applied inflation cates and a

third-party profit, as rcqulred. The thud-party profit is an estimate of the approximate markup that would be charged by coniractors for work performed on our behalf,
The resulting estimated reclamation and mine closure obligations could change significantly if actual amousts change significanily from our assumptions, which conld
have a material adverse effect on our results of operations and financial condition,

Onr operations may impact the envirommnent or canse exposure to hazardons substances, and our propertics may have envir tal ination, which
could result in material liabilities to us.

Our operations cucrently use hazardous materials and generate limited quantities of hazardous wastes from time to time. We could become subject to claims for
1oxic torts, natural resource damages and other damages as

38




Table of Contents

well as for the | mvcsllgnhon and clean vp of soil, surface water, groundwater, and other media. Such claims may arise, for example, out of conditions at sites that we
currently own or operate, as well as at sites that we pre\nously owned or operated, or may acquire, Our liability for such claims may be joint and several, so that we may
be held responsible for mare than our share of the ination or other d or even for the eatire share.

We maintain extensive coal refuse areas and shunry impoundments at a number of our mining complexes, Such areas and impoundments are subject to extensive
gulation. Slurry impoundments have been known to fail, releasing large volumes of coal shirry into the surrounding environment. Structural failure of an impoundment
can result in extensive d ¢ to the envir and natural r , such as bodies of water that the coal slurry reaches, as well as liability for related personal
injuries and property damages, and injuries to wildlife. Some of our impoundments overlic mincd out areas, which can pose a hclghlcncd risk of fnl)ure and of damagcs
arising out of failure. If ane of our impoundments were to fail, we could be subject to substantial claims for the resulting envi ination and i
liability, as well as for fines and penaltics,

Drainage flowing from or caused by mining activities can be acidic with elevated Jevels of dissolved metals, a condition referred to as "acid mine drainage,”
which we refer to as AMD. The treating of AMD can be costly. Although we do not currently face material costs associated with AMD, itis possible that we could
incur significant costs in the future,

ces or wastes
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These and other similar unforescen impacts that our operations may have on the envi as well as exp estoh
associated with our operations, could result in costs and Habilities that could materially and adversely affect us.

Judictal rulings that resirici how we may dispose of mining wastes conld significantly increase onr operating costs, disconrage customers from purchasing onr
coal and alarcr/alty larm onr financial condition and operating resalis.

To dispose of mini burden g d by our surface mmmg operalions, we ofien need to obtain permits to construct and operate valley fills and surface
impoundments. Some of these permits are Clean Waler Act § 404 permits issued by the Army Corps of Engincers. Two of our opcrati bsidiaries were identified in
an existing lawsuit, which chal!enged the issuance of such permits and asked that the Corps be ordered to rescind them. Two of our openmng subsidiaries intervened

- in the svit to protect their interests in being allowed to operate under the issued permits, and one of them thercafter was dismissed, On February 13, 2009, the U.S. Count
of Appeals for the Fourth Circuit ruled on appeals from decisions rendered prior to our intervention, which may have a favorable impact on our permits. The decision of
the Fourth Circuit remains subject to appeal. If mining methods at issue are limited or prohibited, it could significantly increase our operational costs, make it more
difficult to economically recover a significant portion of our reserves and lead to a matcrial adverse effect on our financial condition and results of aperation. We may
not be able to increase the price we charge for coal to cover higher production costs without reducing customer demand for our ceal. You should sec Item 3 — Legal
Proceedings for more information about the Jitigation described nbove.

Changes in the legal and regulatory environment conld Ihnit our business activitics, increase onr aperating costs, or result in litigation.

The conduct of our busmesses is sub_]ccl to various )nws and regulations admninistered by federa), state and local govermnniental a},cncles in the United States,
These laws and n:gulat)ous may chang dramatically, as a result of political, economic or social events. Such regulatory env h may includ
h in: tandards; taxation requirements; and compcnuon lows. Changes in laws, regulations or governmental policy and the related i mlerprelnnons
may nllzr the environmem in \vh{ch we do business and, therefore, may impact our results or increase our costs or liabilitics.

In porticular, mining companies arc entitled a tax deduction for percentage depletion, which may allow for depletion deductions in excess of the basis in the
mineral reserves. The deduction is currently being revicwed by
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the federal government for repeal. If repealed, it could have a material impact on owr financial position and future tax payments.

ITEM )B. UNRESOLVED STAFF COMMENTS,

None.

ITEM 2, PROPERTIES.
Qur Properties
General

At December 31, 2009, we owned or controlled primarily through long-tem Jeases approximately 100,100 acres of coal land in West Virginia, 107,800 acres of coal
land in Wyoming, 98.900 acres of coal land in Jilinois, 72,100 acres of coal land in Utah, 46,200 acres of coal land in Kentucky, 21,800 acres of coal land in New Mexico
and 18,500 acres of coal land in Colorado. In addition, we also owned or controlled through long-term leases smaller parcels of property in Alabama, Indians, Montana
and Texas. We lease approximalely 133,700 acres of our coal Iand from the federal government and approximately 28,000 acres of our coal land from various state
governments. Certain of our preparation plants or loadout facilities are located on properties held under leases which cxpire at varying dates over the next 30 years.
Most of the leases contain options to renew. Our remaining preparation plants and loadout facilities are located on property owned by us or for which we have a
special use permit.

Our executive headquarters occupy approximately 92,900 square feet of leased space at One CityPlace Drive, in St. Lovis, Missouri. Our subsidiaries currently
own or lease the cquipment wtilized in their mining operations. You should see "Our Mining Operations™ for more infi ion about our mininy operations, mining
complexes and transportation facilities.

Our Coal Reserves

We cstimate that we owned or controllcd approximately 3.9 biltion tons of proven and probable recoverable reserves at December 31, 2009, Our coal reserve
estimates at December 31, 2009 were prepared by our engi and geologists and reviewed by Weir Intermational, Inc., a mining and geological consultant, Our coal
reserve estimates arc based on data obtained from our drilling activitics and other available geologic data, Our coal reserve esti are periodically updated to reflect
past coal production and other geologic and mining data. Acquisitions or sales of coal propertics will also change these estimates, Changes in mining methads or the

utilization of new technologies may increase or decrease the recovery basis for a coal seam.

Our coal reserve estimates include reserves that can be economically and legally extracted or produced at the time of their determination. In determining whether
our reserves meet this standard, we 1ake into account, smong other things, our potential inability to obtain a mining permit, the possibl ity of revising a mining
plan, changes in estimated future costs, changes in future cash flows causcd by changes in costs required to be incurred to meet regulatory requi and oblaining
mining permits, variations in quantity and quality of coal, and varying levels of demand and their effects on sclling prices. We use various assumptions in preparing our
estimates of our coal reserves. You should see “1 ies in our esti of our coal reserves could result in decreased profitability from lower than expected
revenues or higher than expected costs® contained under the heading *Risk Factors.”
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Potential EPA Prohibitions Related to Water Discharges from the Spruce Permit

As described in our Annual Report on Form 10-K for the year ended December 31, 2009, by letter of September 3, 2009, the EPA asked the Corps
of Engineers to suspend, revoke or modify the existing permxt itissued in January 2007 to Mingo Logan under Section 404 of the Clean Water Act,
claiming that “new information and circumstances have arisen which justify reconsideration of the permit.” By letter of September 30, 2009, the
Corps of Engineers advised the EPA that it would not reconsider its decision to issue the permit. By letter of October 16, 2009, the EPA advised the
Corps that it has “reason to believe” that the Mingo Logan mine will have “unacceptable adverse impacts to fish and wildlife resources” and that it
intends to issue a public notice of a proposed determination to restrict or prohibit discharges of fill material that already are approved by the
Corps’ permit. By federal register publication dated April 2, 2010, EPA issued its “Proposed Determination to Prohibit, Restrict or Deny the
Specification, or the Use for Specification of an Area as a Disposal Site: Spruce No. 1 Surface Mine, Logan County, WV” pursuant to Section 404 ¢
of the Clean Water Act. EPA will accept comments on its proposed action, sometimes known as a “veto” proceeding, until June 1, 2010. We plan
to provide comments on the action during this period. EPA also has announced that it will conduct a public hearing on its proposed “veto” on
May 18, 2010. By separate action of April 2, 2010, Mingo Logan sued EPA in federal court in Washington, D.C. seeking a ruling that EPA has no
authority under the Clean Water Act to “veto” an already issued permit (Mingo Logan Coal Company, Inc. v. USEPA, No. 1:10-¢v-0054{(D.D.C.)).

West Virginia Flooding Litigation

Over 2,000 plaintiffs sued us and more than 100 other defendants in Wyoming, Fayette, Kanawha, Raleigh, Boone and Mercer Counties, West
Virginia, for property damage and personal injuries arising out of flooding that occurred in southern West Virginia on or about July 8, 2001. The
plaintiffs sued coal, timber, oil and gas and land companies under the theory that mining, construction of haul roads and removal of timber caused
natural surface waters to be diverted in an unnatural way, thereby causing damage to the plaintiffs.

The West Virginia Supreme Court of Appeals ruled that these cases, along with other flood damage cases not involving us, would be handled
pursuant to the court’s mass litigation rules. As a result of that ruling, the cases were initially transferred to the Circuit Court of Raleigh County in
West Virginia to be handled by a panel consisting of three circuit court judges. Trials by watershed were initiated, to proceed in phases.

On May 2, 2006, following the Mullins/Ocean phase 1 trial in which we were not involved, the jury returned a verdict against the two non-
settling defendants. However, the trial court set aside that verdict and granted judgment in favor of those defendants. The plaintiffs in that trial
group appealed that decision, and, on June 26, 2008, the Supreme Court of Appeals reinstated the verdict. The court also reversed the January 18,
2007, dismissal of claims involving the Coal River watershed, in which we were named. Everything was remanded to the Mass Litigation Panel (the
“Panel”) on September 17, 2008,

The parties were ordered to mediate the case, and a confidential global settlement was reached on December 10, 2009, On March 23,2010 the
Panel conducted a hearing regarding the settlement agreements reached, including the global settlement. The Panel discussed the terms of the
settlements and heard objections to the proposed distributions and allocations of the settifement amounts from certain individual plaintiffs and
their representatives, and advised that an order as to whether the settlements would be approved would be issued within 30 days.

On April 14, 2010, the panel notified the parties that the global settlement had been approved and the objections that had been raised were
overruled. On April 20, 2010, the Panel entered an Order approving the global settlement and dismisses with prejudice all claims.

You should see Part I, Item 3 of our Annual Report on Form 10-K for the year ended December 31, 2009 for more information about some of the
additional proceedings and litigation in which we are involved.
Item 1A. Risk Factors.

Our business inherently involves certain risks and uncertainties. The risks and uncertainties described below or in Item 1A of our Annual
Report on Fonin 10-K for the year ended December 31, 2009 are not the only ones we face. Additional risks and uncertainties not presently known
to us or that we currently deem immaterial may also impair our
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business operations. Should one or more of any of these risks materialize, our business, financial condition, results of operations or liquidity could
be materially adversely affected.

Except as set forth below, there have been no material changes to the risk factbrs disclosed under Item 1A of our Annual Report on Form 10-K for
the year ended December 31, 2009. The information below updates, and should be read in conjunction with, the risk factors and information
disclosed under Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2009.

Changes in the legal and regnlatory environment, particularly in light of recent developments, conld complicate or limit our business
activities, increase our operating costs or result in litigation.

The conduct of our businesses is subject to various laws and regulations administered by federal, state and local governmental agencies in the
United States. These laws and regulations may change, sometimes dramatically, as a result of political, economic or social events or in response to
significant events. Certain recent developments particularly may cause changes in the legal and regulatory environment in which we operate and
may impact our results or increase our costs or Habilities. Such legal and regulatory environment changes may include changes in: the processes
for obtaining or renewing permits; costs associated with providing healthcare benefits to employees; health and safety standards; accounting
standards; taxation requirements; and competition laws.

For example, in April 2010, the EPA issued comprehensive guidance regarding the water quality standards that EPA believes should apply to
certain new and renewed Clean Water Act permit applications for Appalachian surface coal mining operations. Under the EPA’s guidance,
applicants seeking to obtain state and federal Clean Water Act permits for surface coal mining in Appalachia must perform an evaluation to
determine if a reasonable potential exists that the proposed mining would cause a violation of water quality standards. According to the EPA
Administrator, the water quality standards set forth in the EPA’s guidance may be difficult for most surface mining operations to meet.
Additionally, the EPA’s guidance contains requirements for the avoidance and minimization of environmental and mining impacts, consideration of
the full range of potential impacts on the environment, human health and loca} communities, including low-income or minority populations, and
provision of meaningful opportunities for public participation in the permit process. We may be required to meet these requirements in the future in
order {0 obtain and maintain permits that are important to our Appalachian operations. We cannot give any assurance that we will be able to meet
these or any other new standards,

In response to the April 2610 explosion at Massey Energy Company’s Upper Big Branch Mine, we expect that safety matters pertaining to
underground coal mining operations will be the topic of new legislation and regulation, as well as the subject of heightened enforcement efforts.
For example, federal and West Virginia state authorities have announced special inspections of coal mines to evaluate several safety concerns,
including the accumnulation of coal dust and the proper ventilation of gases such as methane. In addition, both federal and West Virginia state
authorities have announced that they are considering changes to mine safety rules and regulations which could potentially result in additional or
enhanced required safety equipment, more frequent mine inspections, stricter and more thorough enforcement practices and enhanced reporting
requirements. Any new environmental, health and safety requirements may increase the costs associated with obtaining or maintain permits
necessary to perform our mining operations or otherwise may prevent, delay or reduce our planned production, any of which could adversely
affect our financial condition, results of operations and cash flows.

Further, mining companies are entitled a tax deduction for percentage depletion, which may allow for depletion deductions in excess of the basis
in the mineral reserves. The deduction is currently being reviewed by the federal govemment for repeal. If repealed, the inability to take a tax
deduction for percentage depletion could have a material impact on our financial condition, results of operations, cash flows and future tax
payments. )

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

In September 2006, our board of directors authorized a share repurchase program for the purchase of up to 14,000,000 shares of our common
stock. There is no expiration date on the current authorization; and we have not made any decisions to suspend or cancel purchases under the
program. As of March 31, 2010, there were 10,925,800 shares of our common stock available for purchase under this program. We did not purchase
any shares of our common stock under this program during the quarter ended March 31, 2010. Based on the closing price of our common stock as
reported on the New York Stock Exchange on May 5, 2010, the approximate dollar value of our common stock that may yet be purchased under this
program was $272.9 million.
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