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DEAR FELLOW STOCKHOLDERS

Our cokc

fleet performed wcll enabling us to meet or

exceed our financial targets in spite of continu

challeng in our co 31 business

As we completed ful ycar of opc rations at

new cokemaking facilty nd drove continuous

improvc mont we laid promiing groundwork foi

futu growth in North Am rica and overseas

We are building

this company to deliver long term value for yu
our ir vestors rheic work tu do but we

bright future ahead
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Strateaes dont drive perlormance People do From our

experienced management to our operating and technical

experts from customer relationshio tetms tr hutiness

oevelopment specialists we have built team at SunCoke

to execute err growth plans We have industrydeading

competencies in operations technology coal sdence and

enineering organized into mnuit.idiscipiin.ary tearnt thtt

include computational process
and technology experts-

tale nt md
experience

to fuel our future

Operetional excellence was key contributor to 2012 results

and is essential to nture success fhe SunCoke Way is set

of
processes arid way of thinking that harnesses the passion

of our people to drive excellence in our operations ac oss the

company By focusing on continuous improvement in safety

and environment operational execution and overall produc-

tivity the SunCoke Way links the efforts and attitudes of our

people directly to the financ.ial perform an cc of our .ornpanp

The welLbeing of the cornrriuniti es near our facilities is

always top priority at SunCoke We rio things the right

way lrprn compli nec with envi On rnenta and workplace

safety regulations to open and ongoino comrnunic.atio ns

with nmunity groups Our five c.ore values excellence

novation comm itm ent integrity and stewardship iu ide

us as company and as individuals Our corn rnunity involvm

rnent framectork Hiqher Deg ree of Civin aliqns our

efforts with those values .and maximizes the posltive impact

we have in our c.ommnunities and our world
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PART

Item Business

Overview

SunCoke Energy Inc SunCoke Energy Company we our and us is the largest independent

producer of high-quality coke in the Americas as measured by tons of coke produced each year and has more

than 50 years of coke production experience Coke is principal raw material in the blast furnace steelmaking

process Coke is generally produced by heating metallurgical coal in refractory oven which releases certain

volatile components from the coal thus transforming the coal into coke

We have designed developed and built and own and operate five cokemaking facilities in the United States

U.S and designed and operate one cokemaking facility in Brazil under licensing and operating agreements on

behalf of our customer Our newest U.S cokemaking facility in Middletown Ohio commenced operations in

October 2011 bringing our total U.S cokemaking capacity from approximately 3.7 million tons of coke per year

to approximately 4.2 million tons of coke per year The cokemaking facility that we operate in Brazil has

cokemaking capacity of approximately 1.7 million tons of coke per year We also have preferred stock

investment in the project company that owns the Brazil facility

Our cokemaking ovens utilize efficient modem heat recovery technology designed to combust the coals

volatile components liberated during the cokemaking process and use the resulting heat to create steam or

electricity for sale This differs from by-product cokemaking which seeks to repurpose the coals liberated

volatile components for other uses We have constructed the only greenfield cokemaking facilities in the

in the last 25 years and are the only North American coke producer that utilizes heat
recovery technology in the

cokemaking process We believe that heat recovery technology has several advantages over the alternative

by-product cokemaking process including producing higher quality coke using waste heat to generate steam or

electricity for sale and reducing environmental impact

Our Granite City facility and the first phase of our Haverhill facility or Haverhill include steam

generation facilities which use hot flue
gas from the cokemaking process to produce steam The steam is sold to

third-parties pursuant to steam supply and purchase agreements Our Middletown facility and the second phase of

our Haverhill facility or Haverhill include cogeneration plants that use the hot flue gas created by the

cokemaking process to generate electricity The electricity is either sold into the regional power market or to AK
Steel pursuant to energy sales agreements

We own and operate coal mining operations in Virginia and West Virginia that sold approximately

1.3 million tons of metallurgical coal including internal sales to our cokemaking operations and 0.2 million tons

of thermal coal in 2012

Incorporated in Delaware in 2010 and headquartered in Lisle Illinois we became publicly-traded

company in 2011 and our stock is listed on the New York Stock Exchange NYSE under the symbol SXC
As discussed below our two-step separation Separation from Sunoco Inc Sunoco was completed in

2012

Our Separation from Sunoco

On January 17 2012 the Distribution Date we became an independent publicly-traded company

following our separation from Sunoco Our separation from Sunoco occurred in two steps

We were formed as wholly-owned subsidiary of Sunoco On July 18 2011 the Separation Date
Sunoco contributed the subsidiaries assets and liabilities that were primarily related to its cokemaking

and coal mining operations to us in exchange for shares of our common stock As of such date Sunoco

owned 100 percent of our common stock On July 26 2011 we completed an initial public offering



IPO 01 13340000 shares of our common stock or 19.1 percent of our outstanding common stock

Following the IPO Sunoco continued to own 56660000 shares of our common stock or 80.9 percent

of our outstanding common stock

On the Ditribution Date Sunoco made pro-rata tax free distribution the Distribution of the

remaining shares of our common stock that it owned in the form of special stock dividend to Sunoco

shareholders Sunoco shareholders received 0.53046456 of share of common stock for every share of

Sunoco common stock held as of the close of business on January 2012 the record date for the

Distribution After the Distribution Sunoco ceased to own any shares of our common stock

Formation of Master Limited Partnership

On January 24 2013 we completed the initial public offering of master limited partnership the

Partnership through the sale of 13500000 common units of limited partner interests in the Partnership in

exchange for $233.1 million of net proceeds Of these net proceeds $67 million was retained by the Partnership

for environmental remediation capital expenditures and $12.4 million for sales discounts related to tax credits

owed to our customers Upon the closing of the Partnership offering the Partnership offering we own the

general partner of the Partnership which consists of percent ownership interest and incentive distribution

rights and we currently own 55.9 percent interest in the Partnership The key assets of the Partnership are

65 percent of our interests in each of our Haverhill and Middletown cokemaking and heat recovery
facilities The

operations of the Partnership will be consolidated in our results We are also party to an omnibus agreement

pursuant to which we will provide remarketing efforts to the Partnership upon the occurrence of certain potential

adverse events under our coke sales agreements indemnification of certain environmental costs and preferential

rights for growth opportunities

In connection with the closing of the Partnership offering we repaid $225.0 million of our Term Loan and

entered into an amendment to our Credit Agreement The Partnership issued $150.0 million of Senior Notes and

entered into $100.0 million revolving credit facility For more detailed discussion see Liquidity and Capital

Resources

Business Segments

We report our business results through four segments

Jewell Coke consists of our cokemaking operations located in Vansant Virginia

Other Domestic Coke consists of our Indiana Harbor Haverhill and Granite City cokemaking and heat

recovery operations located in East Chicago Indiana Franklin Furnace Ohio and Granite City Illinois

respectively Beginning in October 2011 we included the operating results of our Middletown

operations located in Middletown Ohio in the Other Domestic Coke segment Prior to October 2011

costs associated with the start-up of our Middletown facility were included in the Corporate segment

International Coke consists of our operations in Vitória Brazil where we operate cokemaking facility

for Brazilian subsidiary of ArcelorMittal

Coal Mining consists of our metallurgical and thermal coal mining activities conducted in Virginia and

West Virginia In January 2011 we acquired Harold Keene Coal Co Inc and its affiliated companies

the HKCC Companies or HKCC whose results are included in this segment from the date of

acquisition

For additional information regarding our business segments see Managements Discussion and Analysis of

Financial Condition and Results of Operations and Note 24 to our Combined and Consolidated Financial

Statements



Cokemaking Operations

The following table sets forth information about our cokemaking facilities

Cokemaking
Year of Contract Number of Capacity

Facility Location Customer Start Up Expiration Coke Ovens thousands of tons Use of Waste Heat

Owned and

Operated

Jewel Vansant ArcelorMittal 1962 2020 42 720 Partialy used for

Virginia thermal coal drying

Indiana Harbor East Chicago ArcelorMittal 1998 2013 268 1220 Heat for power

Indiana generation

Haverhill Franklin Furnace ArcelorMittal 2005 2020 100 550 Process steam

Phase Ohio

Phase II Franklin AK Stee 2008 2022 100 550 Power generation

Furnace Ohio

Granite City Granite City U.S Steel 2009 2025 120 650 Steam for power

Illinois generation

Middletown Middletown AK Steel 2011 2032 100 550 Power generation

Ohio

Total 830 4240

Operated
Vitória Vitória Brazil ArcelorMittal 2007 2023 320 1700 Steam for power

generation

Total 1150 940

Cokemaking capacity represents stated capacity for production of blast furnace coke Middletown production and sales

volumes are based on run of oven capacity which include both blast furnace coke and small coke Middletown

capacity on run of oven basis is 578 thousand tons per year

We are technological leader in cokemaking Our advanced heat recovery cokemaking process has

numerous advantages over by-product cokemaking including producing higher quality coke using waste heat to

generate derivative energy for resale and reducing environmental impact The Clean Air Act Amendments of

1990 specifically directed the U.S Environmental Protection Agency EPA to evaluate our heat recovery coke

oven technology as basis for establishing Maximum Achievable Control Technology MACT standards for

new cokemaking facilities In addition each of the four cokemaking facilities that we have built since 1990 has

either met or exceeded the applicable Best Available Control Technology BACT or Lowest Achievable

Emission Rate LAER standards as applicable set forth by the EPA for cokemaking facilities

According to CRU leading publisher of industry market research coke demand in the United States and

Canada was an estimated 19.5 million tons in 2011 Approximately 90 percent of demand or 17.5 million tons

was for blast furnace steelmaking operations and the remaining 10 percent was for foundry and other non

steelmaking operations CRU expects annual blast furnace steelmaking coke demand in the United States and

Canada to grow by million tons or 11 percent by 2016 driven by recovery in steel demand over the same

time period

Our core business model is predicated on providing steelmakers an alternative to investing capital in their

own captive coke production facilities We direct our marketing efforts principally towards steelmaking

customers that require coke for use in their blast furnaces According to CRU there is approximately

14.4 million tons of captive cokemaking capacity in the United States and Canada The average age of capacity at

these captive facilities is 36
years

with 24 percent of capacity coming from facilities over 40 years
old As these

cokemaking facilities continue to age they will require replacement providing us with investment opportunities

In addition we believe that we may have opportunities to acquire steelmakers captive facilities as well as

merchant coke producers facilities



All our coke sales are made pursuant to long-term take-or-pay agreements with ArcelorMittal AK Steel and

U.S Steel who are three of the largest blast furnace steelmakers in North America These coke sales agreements

have an average remaining term of approximately 10 years
and contain pass-through provisions for costs we

incur in the cokemaking process including coal procurement costs subject to meeting contractual coal-to-coke

yields operating and maintenance expenses costs related to the transportation of coke to our customers taxes

other than income taxes and costs associated with changes in regulation For the
years

ended December 31

2012 2011 and 2010 ArcelorMittal our largest customer accounted for approximately 54 percent 64 percent

and 68 percent of our sales and other operating revenue respectively The decreased percentage
of sales to

ArcelorMittal in 201 reflects the commencement of our Middletown operations in October 2011 and the impact

of our settlement in January 2011 with ArcelorMittal regarding the Jewell coke sales agreement described in

Item Legal Proceedings For the years ended December 31 2012 2011 and 2010 AK Steel accounted for

28 percent 14 percent and 13 percent respectively and U.S Steel accounted for 16 percent 15 percent and

15 percent of our sales and other operating revenue respectively

The take-or-pay provisions in our coke sales agreements require that our customers either take all of our

coke production up to specified tonnage maximum or pay the contract price for any such coke they elect not to

accept To date our customers have always satisfied their obligations under these agreements With the exception

of our Jewell cokemaking facility where we mine our own coal all of our current coke sales agreements also

provide for the pass-through of actual coal costs on delivered basis subject to meeting contractual coal-to-coke

yields The coal cost component of the coke price under the Jewell coke sales agreement reflects market price

for coal based upon third-party coal purchases under our Haverhill contract with ArcelorMittal These features of

our coke sales agreements reduce our exposure to coal price changes over the remaining terms of these

agreements

Revenues from our Brazilian cokemaking facility are derived from licensing and operating fees based upon

the level of production required by our customer and include the full pass-through of the operating costs of the

facility We also receive an annual preferred dividend on our preferred stock investment in the Brazilian project

company that owns the facility In general the facility must achieve certain minimum production levels for us to

receive the preferred dividend Recently we have reduced production at our Brazilian cokemaking facility at the

request of our customer This decrease to production does not impact our ability to receive our preferred

dividend

Coal Mining Operations

Our underground metallurgical coal mining operations are located near our Jewell cokemaking facility Coal

mining production was 1.5 million tons in 2012 As of December 31 2012 including the HKCC Companies and

our contract surface mining agreement with Revelation Energy LLC Revelation our mining operations

consisted of 13 active underground mines two active surface mines and one active highwall mine as well as three

preparation plants and four load-out facilities in Russell and Buchanan Counties Virginia and McDowell

County West Virginia During the first quarter of 2013 two of our active surface mines were idled Our coal

mining operations have historically produced coal that possesses highly desirable coking properties mid-

volatility and low sulfur and ash content Historically substantially all of our mined coal has been used internally

at our nearby Jewel coke making facility or at our other domestic cokemaking facilities The acquisition of the

HKCC Companies has the ability to produce between 250 thousand and 300 thousand tons of coal production

annually with the potential to expand production in the future HKCC has approximately 20 million tons of

proven and probable coal reserves located in Russell and Buchanan Counties in Virginia contiguous to our

existing metallurgical coal mining operations The operations of our HKCC Companies produce high volatile

and high volatile metallurgical coals which can be blended with the mid-volatility coal produced by our

existing coal mining operations and high quality steam coal

In 2011 we engaged Marshall Miller Associates Inc leading mining engineering firm to conduct

comprehensive study to determine our proven
and probable reserves for our coal mines This study determined



that we control proven and probable coal reserves of approximately 114 million tons as of December 31 2011 In

2012 we mined over million tons of coal from these proven and probable reserves and at December 31 2012

control proven and probable coal reserves of approximately 113 million tons Without the addition of more coal

reserves we expect that our current reserves will sustain production levels through 2062

The majority of our reserves consist of coal seams ranging in thickness from two feet to four and half feet

with the mining height ranging from three and half feet to six feet As result of these relatively thin seams

all of our underground mines are operated via the room and pillar method and employ continuous mining

equipment We control significant portion of our coal reserves through private leases Substantially all of the

leases are life of mine agreements that extend our mining rights until all reserves have been recovered These

leases convey mining rights to us in exchange for royalties and/or fixed fee payments

All of the raw coal produced at our Jewel coal mines is trucked to the central preparation plant The

trucking distance to the preparation plant varies by mine but averages approximately 20 miles The raw coal is

then processed through the 800 ton-per-hour preparation plant before it is shipped to our customers via rail or

transported to our adjacent Jewell cokemaking facility via conveyor The rail loadout facility can load

approximately 5000 tons of coal per day Most steelmakers require the blending of multiple metallurgical coals

up to eight or more in some cases to meet coke quality requirements and avoid overexpansion of the coal blend

in their coke ovens Coal expansion can exert pressure on by-product coke ovens causing wall cracking or

catastrophic failures However our coal can be used as single coal blend to make high quality coke When

heated our coal contracts and therefore does not place pressure on coke battery walls Our coal also possesses

other favorable properties generally preferred by customers Although sulfur content can vary by seam the

average sulfur content of our coal varies between 0.7 percent and 1.0 percent The ash content in our coal

averages between 5.0 percent and 9.5 percent and the volatile content of our coal ranges between 22 percent and

25 percent The metallurgical coal produced from our venture with Revelation has similarquality characteristics

Most of the high volatile and high volatile metallurgical coals of the HKCC Companies can be blended with

the mid-volatility coal produced by our existing coal mining operations sold to other companies for blending

purposes or marketed as premium utility coal

Revenues from our Coal Mining operations are currently generated largely from sales of coal to our Jewell

cokemaking facility for conversion into coke Some coal is also sold to our other domestic cokemaking facilities

In 2012 69 percent of the coal we sold was used at our Jewell cokemaking facility and percent was used at our

other domestic cokemaking facilities In 2011 72 percent of the coal we sold was used at our Jewell cokemaking

facility and percent was used at our other domestic cokemaking facilities Coal sales to third parties have

historically been limited but have increased as result of the HKCC acquisition and were 23 percent and

22 percent of coal sold in 2012 and 2011 respectively Intersegment coal revenues for sales to our Jewell Coke

and Other Domestic Coke segments are based on prices that third parties or coke customers of our Other

Domestic Coke segment have agreed to pay for our coal and which approximate the market price for the

applicable quality of metallurgical coal Most of the coal sales to these third parties and facilities are under

contracts with one year terms and as result coal revenues lag the market for spot coal prices

In June 2011 we entered into series of coal transactions with Revelation Under contract mining

agreement Revelation will mine approximately 1.2 million tons of coal reserves at our Jewell coal mining

operations of which 1.0 million tons is included in our current proven and probable reserve estimate as of

December 31 2012 Mining began in the first
quarter of 2012 resulting in approximately 180 thousand tons of

production which was lower than expected as result of pennitting delays for portion of the reserves We
expect the remaining tons to be mined between 2013 and 2015 and anticipate 75 percent of production to be mid

volatility metallurgical coal and 25 percent to be thermal coal In conjunction with the Revelation agreement we

intended to build train coal loading facility however we have deferred the project and are providing load out

services to Revelation from our existing facilities We are evaluating alternatives to this load out facility in

conjunction with the potential construction of new coal preparation plant for our Jewel Coal Mining

operations



Coal market conditions deteriorated throughout 2012 and are expected to remain weak in 2013 We have

and will continue to take several actions to reduce costs and increase productivity including idling certain high-

cost mines consolidating our labor force and equipment into more productive lower cost mines relocating mine

sections in our largest mine and implementing deep cut mining plans as permits are received In addition we

deferred our expansion plans for our Jewell underground mines expansion plan and substantially all the

capital expenditures associated with the expansion plan Coal mining production was 1.5 million tons in 2012

and we do not anticipate increasing production in 2013 In the fourth quarter
of 2012 we negotiated coal sale

contracts for 2013 arid expect average
sales prices in our coal mining segment to decrease approximately $45 to

$50 per ton As result of these challenges we expect Adjusted EBITDA for our coal mining segment to range

from break-even to loss of $15 million for 2013

Seasonality

Our revenues are tied to long-term take-or-pay contracts and as such are not seasonal However our

profitability is tied to coal-to-coke yields which improve in drier weather Accordingly the coal-to coke yield

component of our profitability tends to be more favorable in the third quarter

Raw Materials

Metallurgical coal is the principal raw material for our cokemaking operations Except for our Jewell

cokemaking facility where we internally supply substantially all of the metallurgical coal from our coal mining

operations most of the metallurgical coal used to produce coke at our domestic cokemaking facilities is

purchased from third parties We believe there is an ample supply of metallurgical coal available in the U.S and

worldwide and we have been able to supply coal to our domestic cokemaking facilities without any significant

disruption in coke production

Each ton of coke produced at our facilities requires approximately 1.4 tons of metallurgical coal In 2012

we purchased 5.1 million tons of metallurgical coal compared to 4.8 million tons in 2011 The increase was due

primarily to full
year

of production at our Middletown facility Additionally our Coal Mining segment mined

1.5 million tons of which 1.1 million tons were used by our Jewell Coke and Other Domestic Coke segments and

0.4 million tons were sold to third parties

Coal from third parties is generally purchased on an annual basis via one-year contracts with costs passed

through to our customers in accordance with the applicable coke sales agreements From time to time shortfalls

in deliveries by coal suppliers require us to procure supplemental coal volumes As with typical annual

purchases the cost of these supplemental purchases is also passed through to our customers Most coal

procurement decisions are made through coal committee structure with customer participation The customer

can generally exercise an overriding vote on most coal procurement decisions

While we generally pass coal costs through to our coke customers all of our contracts include some form of

coal-to-coke yield standard To the extent that our actual yields are less than the standard in the contract we are

at risk for the cost of the excess coal used in the cokemaking process Conversely to the extent actual yields are

higher than contractual standards we are able to realize higher margins

Transportation and Freight

For inbound transportation of coal purchases our facilities that access single rail provider have long-term

transportation agreements and where necessary coal-blending agreements that run concurrently with the

associated coke sales agreement for the facility At facilities with multiple transportation options including rail

and barge we enter into short-term transportation contracts from year to year For coke sales the point of

delivery varies by agreement and facility The point of delivery for coke sales to subsidiaries of ArcelorMittal

from our Jewell and Haverhill cokemaking facilities is generally designated by the customer and shipments are



made by railcar under long-term transportation agreements held by us All delivery costs are passed through to

the customers Sales to AK Steel from our Haverhill cokemaking facility are made with the customer arranging

for transportation At our Middletown Indiana Harbor and Granite City cokemaking facilities coke is delivered

primarily by conveyor belt leading to the customers blast furnace External transportation and freight costs are

not material to our Coal Mining segment

Research and Development and Intellectual Property and Proprietary Rights

Our research and development program seeks to develop promising new cokemaking technologies and

improve our heat recovery processes Over the years this program has produced numerous patents related to our

heat recovery coking design and operation including patents for pollution control systems oven pushing and

charging mechanisms oven flue gas control mechanisms and various others

For those cokemaking facilities where we do not own 100 percent of the entity owning the cokemaking

facility Indiana Harbor and Vitória Brazil we have licensing agreements in place for the entitys use of our

technology At Indiana Harbor we receive no payment for the licensing rights At Vitória we receive licensing

fee that is payable in conjunction with the operation of the facility We have 16 patent applications one of which

has been opposed by the party challenging our existing Brazilian patents awaiting examination We expect the

approval of certain of these patents will permit the Brazilian licensing agreement to continue through at least

2023 In the future and especially in international markets we may develop projects under similar structures

where we do not own 100 percent of the facility but operate the facility and license our technology in exchange

for fees

In conjunction with the formation of our Partnership we are party to an omnibus agreement which grants

the Partnership royalty-free license to use the name SunCoke and related marks Additionally the omnibus

agreement grants the Partnership non-exclusive right to use all of our current and future cokemaking and

related technology necessary to their operations

Competition

Cokemaking

The cokemaking business is highly competitive Most of the worlds coke production capacity is owned by

blast furnace steel companies utilizing by-product coke oven technology The international merchant coke market

is largely supplied by Chinese Indian Colombian and Ukrainian producers

Current production from our cokemaking business is largely committed under long-term contracts

therefore competition mainly affects our ability to obtain new contracts supporting development of additional

cokemaking capacity both in the and internationally The principal competitive factors affecting our

cokemaking business include coke quality and price technology reliability of supply proximity to market

access to metallurgical coals and environmental performance Competitors include by-product coke oven

engineering and construction companies as well as merchant coke producers Specifically Chinese and Indian

companies have designed and built heat
recovery

facilities in China India and Brazil for local steelmakers Some

of these design firms operate only on local or regional basis while others such as certain Chinese German and

Italian design companies operate globally

There are also technologies being developed or in the process of commercialization that seek to produce

carbonaceous substitutes for coke in the blast furnace or molten iron without blast furnace alternative

ironmaking techniques such as direct reduced iron production or DRI We monitor the development of

competing technologies and it is unclear to us at this time whether these technologies will be successful in

commercialization



We believe we are well-positioned to compete with other coke producers given that our proven industry-

leading technology with many proprietary features allows us to construct cokemaking facilities that when

compared to other proven technologies produce consistently higher quality coke and produce ratable quantities

of heat that can be utilized as industrial grade steam or converted into electrical power

Coal Mining

During the last several years the U.S coal industry has experienced increased consolidation Many of our

competitors in the domestic coal industry have significantly greater financial resources than we do Intense

competition among coal producers may impact our ability to retain or attract customers and adversely affect our

future revenues and profitability

Domestic demand for and the price of our coal depends primarily upon metallurgical coal consumption

patterns of the domestic steel industry Metallurgical coal prices are also impacted by global supply and demand

factors The economic stability of the domestic steel industry has significant effect on the demand for

metallurgical coal arid the level of competition among metallurgical coal producers Instability in the domestic

steel industry or reduction in global demand resulting in decline in the metallurgical coal market could

materially and adve affect our future revenues and profitability The principal competitive factors affecting

our coal business include coal quality and characteristics price reliability of supply and transportation cost

Employees

As of December 31 2012 we have approximately 1214 employees in the United States Approximately

312 or 26 percent of our domestic employees principally at our cokemaking operations are currently

represented by the United Steelworkers under various contracts The labor agreement at our Haverhill facility

was recently extended through October 31 2015 As of December 31 2012 we have approximately

249 employees at the cokemaking facility in Vitória Brazil all of whom are represented by union under an

agreement that expires on November 30 2013

Legal and Regulatory Requirements

The following discussion summarizes the principal legal and regulatory requirements that we believe may

significantly affect us

Permitting and Bonding

Permitting Process for Coal Mining Operations The U.S coal mining permit application process is

initiated by collecting baseline data to adequately characterize assess and model the pre-mine

environmental condition of the permit area including geologic data soil and rock structures cultural

resources soils surface and ground water hydrology and coal that we intend to mine We use all of this

data to develop mine and reclamation plan which incorporates the provisions of the Surface Mining

Control and Reclamation Act of 1977 SMCRA state programs and complementary environmental

programs that impact coal mining The permit application includes the mine and reclamation plan

documents defining ownership and agreements pertaining to coal minerals oil and gas water rights rights

of way and surface land and documents required by the Office of Surface Mining Reclamation and

Enforcements OSMs Applicant Violator System Once permit application is submitted to the

regulatory agency it
goes through completeness and technical review before public notice and comment

period Some SMCRA mine permits take over year to prepare depending on the size and complexity of

the mine and often take six months to two years to be issued Regulatory authorities have considerable

discretion in the timing of the permit issuance and the public has the right to comment on and otherwise

engage in the permitting process including through public hearings and intervention in the courts



Bonding Requirements for Coal Mining Operations Permits Before SMCRA permit is issued mine

operator must submit bond or other form of financial security to guarantee the payment and performance

of certain long-term mine closure and reclamation obligations The costs of these bonds or other forms of

financial security have fluctuated in recent years and the market terms of surety bonds generally have

become more unfavorable to mine operators Surety providers are requiring greater amounts of collateral to

secure bond which has required us to provide increasing quantities of cash to collateralize bonds or other

forms of financial security to allow us to continue mining These changes in the terms of the bonds have

been accompanied at times by decrease in the number of companies willing to issue surety bonds As of

December 31 2012 we have posted an aggregate of approximately $36.2 million in surety bonds or other

forms of financial security for reclamation purposes

Permitting Process for Cokemaking Facilities The permitting process
for our cokemaking facilities is

administered by the individual states However the main requirements for obtaining environmental

construction permits are found in the federal regulations If all requirements are satisfied state or local

agency produces an initial draft permit Generally the facility is allowed to review and comment on the

initial draft After accepting or rejecting the facilitys comments the agency typically publishes notice

regarding the issuance of the draft permit in local newspaper or on the internet and makes the permit and

supporting documents available for public review and comment Generally public hearing will be

scheduled if the project is considered controversial The EPA also has the opportunity to comment on the

draft permit The state or local agency responds to comments on the draft permit and may make revisions

before final construction permit is issued construction permit allows construction and commencement

of operations of the facility and is generally valid for 18 months Generally construction must commence

during this period while some states allow this period to be extended in certain situations

Air quality Facilities that are major emitters of hazardous air pollutants must employ Maximum

Available Control Technology MACT standards Specific MACT standards apply to door leaks

charging oven pressure pushing and quenching Certain MACT standards for new cokemaking

facilities were developed using test data from our Jewell cokemaking facility located in Vansant

Virginia Under applicable federal air quality regulations permitting requirements differ depending

upon whether the cokemaking facility will be located in an attainment areai.e one that meets the

national ambient air quality standards NAAQS for certain pollutants or in non-attainment area

In an attainment area the facility must install air pollution control equipment or employ Best Available

Control Technology BACT The facility must demonstrate using air dispersion modeling that the

area will still meet NAAQS after the facility is constructed An additional impacts analysis must be

performed to evaluate the effect of the new facility on air ground and water pollution

In non-attainment area the facility must install air pollution control equipment or employ procedures

that meet Lowest Achievable Emission Rate LAER standards LAER standards are the most

stringent emission limitation achieved in practice by existing facilities Unlike the BACT analysis cost

is generally not considered as part of LAER analysis Emissions of any pollutant in non-attainment

area must be offset by emission reductions obtained from existing sources located in the vicinity of the

facility

Two new and more stringent NAAQS for ambient nitrogen dioxide and sulfur dioxide went into effect

in 2010 In 2012 new and more stringent NAAQS for fine particulate matter or PM 2.5 went into

effect These new standards have two impacts on permitting demonstrating compliance using

dispersion modeling from new facility will be more difficult and additional areas of the country

will become non-attainment areas New facilities in those non-attainment areas will have to obtain

offsets and install air pollution control equipment or employ procedures that meet LAER standards

In September 2011 the EPA withdrew reconsideration of new lower NAAQS for ground level ozone

promulgated in March 2008 Based on this decision under the Clean Air Act the EPA will be required

to review and potentially issue new NAAQS for ground level ozone in 2013 Designation of new non

attainment areas for the revised ozone NAAQS may result in additional federal and state regulatory



actions that could impact our operations and the operations of our customers and increase the cost of

additions to property plant and equipment

The EPA finalized new rule in 2010 requiring new facility that is major source of greenhouse

gases primarily carbon dioxide from our facilities GHGs to install equipment or employ BACT

procedures Currently there is little information on what may be acceptable as BACT to control GHGs
but the database and additional guidance may be enhanced in the future

Several states have additional requirements and standards other than those in the federal statutes and

regulations Many states have lists of air toxics with emission limitations determined by dispersion

modeling States also often have specific regulations that deal with visible emissions odors and

nuisance In some cases the state delegates some or all of these functions to local agencies

Wastewater and Stormwater Our heat recovery cokemaking technology does not produce process

wastewater as is typically associated with by-product cokemaking Our cokemaking facilities in some

cases have wastewater discharge and stormwater permits

Waste The primary solid waste product from our heat recovery cokemaking technology is calcium sulfate

from the flue gas desulfurization operation which is generally taken to solid waste landfill The material

from periodic cleaning of heat recovery steam generators is disposed of as hazardous waste On the whole

our heat recovery cokemaking process
does not generate substantial quantities of hazardous waste

U.S Endangered Species Act The U.S Endangered Species Act and certain counterpart state legislations

are intended to protect species whose populations allow for categorization as either endangered or

threatened With respect to permitting additional cokemaking facilities protection of endangered or

threatened species may have the effect of prohibiting limiting the extent of or placing permitting conditions

on soil removal road building and other activities in areas containing the associated species Based on the

species that have been identified on our properties and the current application of these laws and regulations

we do not believe that they are likely to have material adverse effect on our operations

Regulation of Operations

Clean Air Act The Clean Air Act and similar state laws and regulations affect our cokemaking operations

primarily through permitting and/or emissions control requirements relating to particulate matter PM
and sulfur dioxide SO2 control The Clean Air Act imposes stringent limits on air emissions with

federally mandated operating permit program and civil and criminal enforcement sanctions The Clean Air

Act air emissions programs that may affect our operations directly or indirectly include but are not limited

to the Acid Rain Program NAAQS implementation for S02 PM and nitrogen oxides NOx GHG rules

the Clean Air Interstate Rule MACT emissions limits for hazardous air pollutants the Regional Haze

Program New Source Performance Standards NSPS and New Source Review The Clean Air Act

requires among other things the regulation of hazardous air pollutants through the development and

promulgation of various industry-specific MACT standards Our cokemaking facilities are subject to two

categories of MACT standards The first category applies to pushing and quenching The EPA is required to

make risk-based determination for pushing and quenching emissions and determine whether additional

emissions reductions are necessary for these processes The EPA was supposed to do so by 2011 but the

EPA has yet to publish or propose any
residual risk standards from these operations therefore the impact

cannot be estimated at this time The second category of MACT standards applicable to our cokemaking

facilities applie to emissions from charging and coke oven doors

Clean Water Act of 1972 The Clean Water Act CWA may affect our operations by requiring water

quality standards generally and through the National Pollutant Discharge Elimination System NPDES
Regular monitoring reporting requirements and performance standards are requirements of NPDES permits

that govern the discharge of pollutants into water Discharges must either meet state water quality standards

or be authorized through available regulatory processes such as alternate standards or variances

Additionally through the CWA Section 401 certification program states have approval authority over

federal permits or licenses that might result in discharge to their waters
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Resource Conservation and Recovery Act We may generate wastes including solid wastes and

hazardous wastes that are subject to the Resource Conservation and Recovery Act RCRA and

comparable state statutes although certain mining and mineral beneficiation wastes and certain wastes

derived from the combustion of coal currently are exempt from regulation as hazardous wastes under

RCRA The EPA has limited the disposal options for certain wastes that are designated as hazardous wastes

under RCRA Furthermore it is possible that certain wastes generated by our operations that currently are

exempt from regulation as hazardous wastes may in the future be designated as hazardous wastes and

therefore be subject to more rigorous and costly management disposal and clean-up requirements

Comprehensive Environmental Response Compensation and Liability Act Under the Comprehensive

Environmental Response Compensation and Liability Act CERCLA also known as Superfund and

similar state laws responsibility for the entire cost of clean-up of contaminated site as well as natural

resource damages can be imposed upon current or former site owners or operators or upon any party who

released one or more designated hazardous substances at the site regardless of the lawfulness of the

original activities that led to the contamination In the course of our operations we may have generated and

may generate wastes that fall within CERCLA definition of hazardous substances We also may be an

owner or operator of facilities at which hazardous substances have been released by previous owners or

operators Under CERCLA we may be responsible for all or part of the costs of cleaning up facilities at

which such substances have been released and for natural resource damages We also must comply with

reporting requirements under the Emergency Planning and Community Right-to-Know Act and the Toxic

Substances Control Act

Climate Change Legislation and Regulations Our facilities are presently subject to the GHG reporting

rule which obligates us to report annual emissions of GHGs EPA has issued notice of finding and

determination that emissions of carbon dioxide and other GHGs present an endangerment to human health

and the environment which allows the EPA to begin regulating emissions of GHGs under existing

provisions of the Clean Air Act We may also be subject to EPAs Tailoring Rule where certain

modifications to our facilities could subject us to the additional permitting and other obligations under the

New Source Review/Prevention of Significant Deterioration NSRIPSD and Title programs of the Clean

Air Act based on facilitys GHG emissions Numerous other proposals for federal and state legislation

have been made relating to GHG emissions including carbon dioxide The impact of GHG-related

legislation and regulations on us will depend on number of factors including whether GHG sources in

multiple sectors of the economy are regulated the overall GHG emissions cap level the degree to which

GHG offsets are allowed the allocation of emission allowances to specific sources and the indirect impact

of carbon regulation on coal prices We may not recover the costs related to compliance with regulatory

requirements imposed on us from our customers due to limitations in our agreements The imposition of

carbon tax or similar regulation could materially and adversely affect our revenues

Mine Improvement and New Emergency Response Act of 2006 The Mine Improvement and New

Emergency Response Act of 2006 the Miner Act has increased significantly the enforcement of safety

and health standards and imposed safety and health standards on all aspects of mining operations There also

has been dramatic increase in the dollar penalties assessed for citations issued

Use of Explosives Our limited surface mining operations are subject to numerous regulations relating to

blasting activities Pursuant to these regulations we incur costs to design and implement blast schedules and

to conduct pre-blast surveys and blast monitoring In addition the storage of explosives is subject to strict

regulatory requirements established by four different federal regulatory agencies

Reclamation and Remediation

Surface Mining Control and Reclamation Act of 1977 The SMCRA established comprehensive

operational environmental reclamation and closure standards for all aspects
of U.S surface mining as well

as many aspects of deep mining Where state regulatory agencies have adopted federal mining programs

under SMCRA the state becomes the regulatory authority and states that operate federally approved state
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programs may impose standards that are more stringent than the requirements of SMCRA Permitting under

SMCRA generally has become more difficult in recent years which adversely affects the cost and

availability of coal The Abandoned Mine Land Fund which is part of SMCRA assesses fee on all coal

produced in the U.S From October 2007 through September 30 2012 the fee is $0.315 per ton of

surface-mined coal and $0 135 per ton of underground mined coal From October 2012 through

September 30 2021 the fee has been reduced to $0.28 per ton of surface-mined coal and $0.12 per ton of

underground mined coal Our reclamation obligations under applicable environmental laws could be

substantial Under GAAP we are required to account for the costs related to the closure of mines and the

reclamation of the land upon exhaustion of coal reserves The fair value of an asset retirement obligation is

recognized in the period in which it is incurred if reasonable estimate of fair value can be made The

present value of the estimated asset retirement costs is capitalized as part of the carrying amount of the long-

lived asset At December 31 2012 we had accrued $6.8 million related to estimated mine reclamation costs

The amounts recorded are dependent upon number of variables including the estimated future retirement

costs estimated proven reserves assumptions involving profit margins inflation rates and the assumed

credit-adjusted interest rates Our future operating results would be adversely affected if these accruals were

determined to le insufficient These obligations are unfunded Further although specific criteria varies from

state to state as to what constitutes an owner or controller relationship under SMCRA the responsibility

for reclamation or remediation unabated violations unpaid civil penalties and unpaid reclamation fees of

independent contract mine operators can be imputed to other companies which are deemed according to the

regulations to have owned or controlled the contract mine operator Sanctions are quite severe and can

include being denied new permits permit amendments permit revisions and revocation or suspension of

permits issued since the violation or penalty or fee due date

Comprehensive Environmental Response Compensation and Liability Act Under the Comprehensive

Environmental Response Compensation and Liability Act CERCLA also known as Superfund and

similar state laws responsibility for the entire cost of clean-up of contaminated site as well as natural

resource damages can be imposed upon current or former site owners or operators or upon any party who

released one or more designated hazardous substances at the site regardless of the lawfulness of the

original activities that led to the contamination In the course of our operations we may have generated and

may generate wastes that fall within CERCLA definition of hazardous substances We also may be an

owner or operator of facilities at which hazardous substances have been released by previous owners or

operators Under CERCLA we may be responsible for all or part of the costs of cleaning up facilities at

which such substances have been released and for natural resource damages We also must comply with

reporting requirements under the Emergency Planning and Community Right-to-Know Act and the Toxic

Substances Control Act

Other Regulatory Requirements

Black Lung Benefits Revenue Act of 1977 and Black Lung Benefits Reform Act of 1977 as amended

in 1981 Under these laws each U.S coal mine operator must pay federal black lung benefits and medical

expenses to claimants who are current and former employees and last worked for the operator
after July

1973 Coal mine operators also must make payments to trust fund for the payment of benefits and medical

expenses to claimants who last worked in the coal industry prior to July 1973 The trust fund is funded by

an excise tax on U.S coal production of up to $1.10 per ton for deep-mined coal and up to $0.55 per ton for

surface-mined coal neither amount to exceed 4.4 percent of the gross
sales price The Patient Protection and

Affordable Care Act PPACA which was implemented in 2010 amended previous legislation and

provides for the automatic extension of awarded lifetime benefits to surviving spouses and changes the legal

criteria used to assess and award claims Our obligation related to black lung benefits is estimated based on

various assumptions including actuarial estimates discount rates changes in health care costs and the

impact of PPACA
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Environmental Matters and Compliance

Our failure to comply with the aforementioned requirements may result in the assessment of administrative

civil and criminal penalties the imposition of clean-up and site restoration costs and liens the issuance of

injunctions to limit or cease operations the suspension or revocation of permits and other enforcement measures

that could have the effect of limiting production from our operations Please see Note 17 entitled Commitments

and Contingent Liabilities to our Combined and Consolidated Financial Statements within this Annual Report

on Form 10-K for discussion of the Notices of Violation NOVs issued by the EPA and state regulators for

our Haverhill Granite City Middletown and Indiana Harbor cokemaking facilities

Many other legal and administrative proceedings are pending or may be brought against us arising out of our

current and past operations including matters related to commercial and tax disputes product liability antitrust

employment claims natural resource damage claims premises-liability claims allegations of exposures of third

parties to toxic substances and general environmental claims Although the ultimate outcome of these

proceedings cannot be ascertained at this time it is reasonably possible that some of them could be resolved

unfavorably to us Our management believes that any liabilities that may arise from such matters would not be

material in relation to our business or our combined and consolidated financial position results of operations or

cash flows at December 31 2012

Available Information

We make available free of charge on our website www.suncoke.com all materials that we file

electronically with the Securities and Exchange Commission SECincluding our Annual Reports on Form

10-K Quarterly Reports on Form 10-Q and Current Reports on Form 8-K and any amendments to such reports as

soon as reasonably practicable after such materials are electronically filed with or furnished to the SEC

Executive Officers of the Registrant

Our executive officers and their ages as of February 22 2013 were as follows

Name Age Position

Frederick Henderson 54 Chairman and Chief Executive Officer

Michael Thomson 54 President and Chief Operating Officer

Denise Cade 50 Senior Vice President General Counsel Corporate Secretary and

Chief Compliance Officer

Mark Newman 49 Senior Vice President and Chief Financial Officer

Fay West 43 Vice President and Controller

Frederick Henderson Mr Henderson was elected as our Chairman and Chief Executive Officer in

December 2010 He also served as Senior Vice President of Sunoco petroleum refiner and chemicals

manufacturer with interests in logistics from September 2010 until our initial public offering in July 2011 In

addition Mr Henderson was appointed Chairman and Chief Executive Officer of SunCoke Energy Partners GP

LLC the general partner of SunCoke Energy Partners L.P in July 2012 From February 2010 until September

2010 he was consultant for General Motors LLC and from March 2010 until August 2010 he was consultant

for AlixPartners LLC business consulting firm He was President and Chief Executive Officer of General

Motors global automotive company from April 2009 until December 2009 He was President and Chief

Operating Officer of General Motors from March 2008 until March 2009 He was Vice Chairman and Chief

Financial Officer of General Motors from January 2006 until February 2008 Mr Henderson is director of

Compuware Corp technology performance company where he serves as chair of its Audit Committee

Mr Henderson is also trustee of the Alfred Sloan Foundation

Michael Thomson Mr Thomson was appointed President and Chief Operating Officer SunCoke Energy

Inc in December 2010 In addition Mr Thomson was appointed President and Chief Operating Officer and
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named to the Board of Directors of SunCoke Energy Partners GP LLC the general partner of SunCoke Energy

Partners L.P in July 2012 From May 2008 until December 2010 he served as President SunCoke Technology

and Development LLC He was Vice President and Executive Vice President SunCoke Technology and

Development LLC from March 2007 to May 2008 and held the additional position of Chief Operating Officer of

SunCoke Technology and Development LLC from January 2008 to May 2008 He also served as Senior Vice

President of Sunoco from May 2008 until the IPO He was President of PSEG Fossil LLC subsidiary of Public

Service Enterprise Group Incorporated diversified energy group from August 2003 to February 2007

Denise Cade Ms Cade was appointed Senior Vice President and General Counsel of SunCoke Energy

Inc in March 2011 and was elected its Corporate Secretary in June 2011 and Chief Compliance Officer in July

2011 In addition Ms Cade was named Senior Vice President General Counsel and Corporate Secretary and

appointed to the Board of Directors of SunCoke Energy Partners GP LLC the general partner of SunCoke

Energy Partners L.P in July 2012 Prior to joining SunCoke Energy Inc Ms Cade was with PPG Industries

Inc PPG coatings and specialty products company from March 2005 to March 2011 At PPG she served

as Assistant General Counsel and Corporate Secretary from July 2009 until March 2011 as Corporate Counsel

Securities and Finance from September 2007 until July 2009 and as Chief Mergers and Acquisition Counsel and

General Counsel of the glass and fiber glass division from March 2005 until September 2007 Ms Cade began

her legal career in private practice in 1990 specializing in corporate and securities law matters and corporate

transactions She was partner at Shaw Pittman LLP in Washington D.C before her move to PPG

Mark Newman Mr Newman was appointed Senior Vice President and Chief Financial Officer of

SunCoke Energy Inc in March 2011 In addition Mr Newman was appointed Senior Vice President and Chief

Financial Officer and appointed to the Board of Directors of SunCoke Energy Partners GP LLC the general

partner of SunCoke Energy Partners L.P in July 2012 From May 2008 until February 2011 Mr Newman was

Vice President Reniarketing Ally Financial Inc an automotive financial services company and managing

director of SmartAuction Ally Financial Inc.s online used vehicle auction Mr Newman was GM North

America Vice President and Chief Financial Officer and Vice Chairman GMAC Bank of GMAC Financial

Services LLC an automotive financial services company from January 2007 until April 2008 He was GM
North America Vice President and CFO of General Motors Corporation global automotive company from

February 2006 until December 2006 and was Assistant Treasurer and General Director of General Motors

Corporation from August 2002 until January 2006 Mr Newman was Vice President and CFO of Shanghai

General Motors Ltd from November 1999 until July 2002

Fay West Ms West was appointed Vice President and Controller of SunCoke Energy Inc in February

2011 In addition Ms West was appointed Vice President and Controller of SunCoke Energy Partners GP LLC
the general partner of SunCoke Energy Partners L.P in July 2012 Prior to joining SunCoke Energy Inc she

was Assistant Controller at United Continental Holdings Inc an airline holding company from April 2010 to

January 2011 She was Vice President Accounting and Financial Reporting for PepsiAmericas Inc

manufacturer and distributor of beverage products from December 2006 through March 2010 and Director of

Financial Reporting from December 2005 to December 2006 Ms West worked at GATX Corporation from 1998

to 2005 in various accounting roles including Vice President and Controller of GATX Rail Company from 2001

to 2005 and Assistant Controller of GATX Corporation from 2000 to 2001

Item 1A Risk Factors

In addition to the other information included in this Annual Report on Form 10-K the following risk factors

should be considered in evaluating our business and future prospects These risk factors represent what we

believe to be the known material risk factors with respect to us and our business Our business operating results

cash flows and financial condition are subject to these risks and uncertainties any of which could cause actual

results to vary materially from recent results or from anticipated future results
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Risks Inherent in Our Business and Industry

We are subject to extensive laws and regulations which may increase our cost of doing business and have

an adverse effect on our cash flows financial position or results of operations

Our operations are subject to increasingly strict regulation by federal state and local authorities with respect

to protection of the environment and health and safety matters including those legal requirements pursuant to the

Clean Air Act and other laws that govern discharges of substances into the air and water the management and

disposal of hazardous substances and wastes the cleanup of contaminated sites the protection of groundwater

quality and availability plant and wildlife protection reclamation and restoration of properties after mining or

drilling is completed the installation of various safety equipment in our facilities control of surface subsidence

from underground mining protection of employee health and safety Complying with these requirements

including the terms of our permits can be costly and time-consuming and may delay commencement or

continuation of exploration or production operations

Failure to comply with these regulations or permits may result in the assessment of administrative civil and

criminal penalties the imposition of cleanup and site restoration costs and liens the issuance of injunctions to

limit or cease operations the suspension or revocation of permits and other enforcement measures that could

limit or materially increase the cost of our operations For instance as more fully discussed herein our Haverhill

Granite City and Indiana Harbor cokemaking facilities have been issued Notices of Violation for alleged

violations of air emission limits The resolution of Notices of Violation at our Haverhill and Granite City

cokemaking facilities will cause us to undertake capital projects and will require payment of penalty We may
not have been or may not be at all times in complete compliance with all of these requirements and we may
incur material costs or liabilities in connection with these requirements or in connection with remediation at sites

we own or third-party sites where it has been alleged that we have liability in excess of the amounts we have

accrued In addition these requirements are complex change frequently and have become more stringent over

time These requirements may change in the future in manner that could have material adverse effect on our

business For description of certain environmental laws and matters applicable to us see Item Business

Legal and Regulatory Requirements

In addition our facilities are currently subject to GHG regulations including the obligation to report annual

GHG emissions for the preceding year Any modifications to our facilities could be subject to the EPAs

Tailoring Rule which could place additional permitting and other implementation requirements on GHG
emissions The U.S Congress has considered cap and trade legislation that would establish an economy-wide

cap on emissions of GHGs and require most sources of GHGs to obtain greenhouse gas emission allowances

corresponding to their annual emissions of GHGs Additional climate change regulation could result in increased

costs to operate or maintain our facilities increased capital expenditures to install new emission controls on our

facilities increased costs to administer and manage any potential GHG emissions regulations or carbon trading or

tax programs and reduce demand for our coke Any such federal or state regulations requiring us or our

customers to employ expensive technology to capture and sequester carbon dioxide could likewise adversely

affect our future revenues or profitability

The PPACA which was implemented in 2010 amended previous legislation related to coal workers black

lung obligations PPACA provides for the automatic extension of awarded lifetime benefits to surviving spouses

and changes the legal criteria used to assess and award claims Our obligation related to black lung benefits is

estimated based on various assumptions including actuarial estimates discount rates and changes in health care

costs

Equipment upgrades equipment failures and deterioration of assets may lead to production curtailments

shutdowns or additional expenditures

Our cokemaking and coal mining operations depend upon critical pieces of equipment that occasionally may
be out of service for scheduled upgrades or maintenance or as result of unanticipated failures Our facilities are

subject to equipment failures and the risk of catastrophic loss due to unanticipated events such as fires accidents
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or violent weather conditions As result we may experience interruptions in our processing and production

capabilities which could have material adverse effect on our results of operations and financial condition

In addition assets critical to the operations of our cokemaking and coal mining operations including our

cokemaking facilities and equipment and our coal mines may deteriorate or become depleted materially sooner

than we currently estimate Such deterioration of assets may result in additional maintenance spending or

additional capital expenditures If these assets do not generate the amount of future cash flows that we expect

and we are not able to procure replacement assets in an economically feasible manner our future results of

operations may be materially and adversely affected

We are also required to perform impairment tests on our assets whenever events or changes in

circumstances lead to reduction of the estimated useful life or estimated future cash flows that would indicate

that the carrying amount may not be recoverable or whenever managements plans change with respect to those

assets If we are required to incur impairment charges in the future our results of operations in the period taken

could be materially and adversely affected

We may be unable to obtain maintain or renew permits or leases necessary for our operations which could

materially reduce our production cash flow or profitability

Our cokemaking facilities and coal mining operations require us to obtain number of permits that impose

strict regulations on various environmental and operational matters in connection with cokemaking and coal

mining These include permits used 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

discretionary interpretations by our regulators all of which may make compliance more difficult or impractical

and may possibly preclude the continuance of ongoing operations or the development of future cokemaking

facilities or coal mines The public including non-governmental organizations environmental groups and

individuals have certain statutory rights to comment upon and submit objections to requested permits and

environmental impact statements prepared in connection with applicable regulatory processes and otherwise

engage in the permitting process including bringing citizens lawsuits to challenge the issuance of permits the

validity of environmental impact statements or performance of cokemaking or coal mining activities If any

permits or leases are not issued or renewed in timely fashion or at all or if permits issued or renewed are

conditioned in manner that restricts our ability to efficiently and economically conduct our cokemaking or coal

mining operations our cash flows or profitability could be materially and adversely affected

Our businesses are subject to inherent risks some for which we maintain third-party insurance and some

for which we self-insure We may incur losses and be subject to liability claims that could have material

adverse effect on our financial condition results of operations or cash flows

We maintain insurance policies that provide limited coverage for some but not all of the potential risks and

liabilities associated with our businesses For some risks we may not obtain insurance if we believe the cost of

available insurance is excessive relative to the risks presented As result of market conditions premiums and

deductibles for certain insurance policies can increase substantially and in some instances certain insurance may

become unavailable or available only for reduced amounts of coverage As result we may not be able to renew

our existing insurance policies or procure other desirable insurance on commercially reasonable terms if at all In

addition certain environmental and pollution risks generally are not fully insurable Even where insurance

coverage applies insurers may contest their obligations to make payments Our financial condition results of

operations and cash flows could be materially and adversely affected by losses and liabilities from un-insured or

under-insured events as well as by delays in the payment of insurance proceeds or the failure by insurers to

make payments

We also may incur costs and liabilities resulting from claims for damages to property or injury to persons

arising from our operations We must compensate employees for work-related injuries If we do not make
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adequate provision for our workers compensation liabilities it could harm our future operating results If we are

pursued for these sanctions costs and liabilities our operations and our profitability could be adversely affected

Our operating results have been and may continue to be affected by fluctuations in our costs of production

and if we cannot pass increases in our costs ofproduction to our customers our financial condition results

of operations and cash flows may be negatively affected

Over the course of the last two to three years many of the components of our cost of produced coke and

coal revenues including cost of supplies equipment and labor have experienced significant price inflation and

such price inflation may continue in the future Our coal mining operations for example require reliable supply

of mining and industrial equipment replacement parts fuel and steel-related products including roof control and

lubricants The supplier base providing such mining materials and equipment has been relatively consistent in

recent years although there continues to be consolidation resulting in situation where purchases of certain

underground mining equipment are concentrated in single suppliers The price of such components is also highly

volatile Our profit margins may be reduced and our financial condition results of operations and cash flows may
be adversely affected if the costs of production increase significantly and we cannot pass such increases in our

costs of production to our customers

If we fail to maintain satisfactory labor relations we may be adversely affected Union represented labor

creates an increased risk of work stoppages and higher labor costs

We rely at one or more of our facilities on unionized labor and there is always the possibility that the

employing entity will be unable to reach agreement on terms and conditions of employment or renewal of

collective bargaining agreement Any labor disputes work stoppages or increased labor costs could adversely

affect operations the stability of production and reduce our future revenues or profitability It is also possible

that in the future additional employee groups may choose to be represented by labor union

We have obligations for long-term employee plan benefits that may involve expenses that are greater than

we have assumed

We are required to provide various long-term employee benefits to retired employees and current employees

who will retire in the future At December 31 2012 these obligations included

pension benefits of $37.5 million and

postretirement medical and life insurance of $43.7 million

We have estimated certain of these unfunded obligations based on actuarial assumptions described in the

notes to our financial statements However if our assumptions are inaccurate we could be required to expend

materially greater amounts than anticipated Approximately 93 percent of the pension benefits were funded on an

accounting basis at December 31 2012 while the post-retirement medical and life insurance obligations are

unfunded If we are required to expend materially greater amounts than anticipated it could have material and

adverse effect on our financial condition results of operations and cash flows

We currently are and likely will be subject to litigation the disposition of which could have material

adverse effect on our cash flows financial position or results of operations

The nature of our operations exposes us to possible litigation claims in the future including disputes relating

to our operations and commercial and contractual arrangements Although we make
every

effort to avoid

litigation these matters are not totally within our control We will contest these matters vigorously and have

made insurance claims where appropriate but because of the uncertain nature of litigation and coverage

decisions we cannot predict the outcome of these matters Litigation is very costly and the costs associated with

prosecuting and defending litigation matters could have material adverse effect on our financial condition and
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profitability In addition our profitability or cash flow in particular period could be affected by an adverse

ruling in any litigation currently pending in the courts or by litigation that may be filed against us in the future

We are also subject to significant environmental and other government regulation which sometimes results in

various administrative proceedings

Our substantial indebtedness could adversely affect our financial condition and prevent us from fulfilling

our obligations under the senior notes and the credit facilities

We have significant amount of indebtedness As of December 31 2012 our total debt was approximately

$723.4 million excluding $150.0 million of substantially unused commitments under the credit facilities

Additionally the credit agreement provides for up to $75.0 million in uncommitted incremental facilities that are

available subject to the satisfaction of certain conditions $30.0 million of which was outstanding as of

December 31 2012

Subject to the limits contained in the credit agreement that governs the credit facilities which term includes

our new revolving term loan and incremental facilities the Indenture that governs
the notes and our other debt

instruments we may be able to incur substantial additional debt from time to time to finance working capital

capital expenditures investments or acquisitions or for other purposes If we do so the risks related to our high

level of debt could intensify Specifically our high level of debt could have important consequences including

making it more difficult for us to satisfy our obligations with respect to the notes and our other debt

limiting cur ability to obtain additional financing to fund future working capital capital expenditures

acquisitions or other general corporate requirements

requiring substantial portion of our cash flows to be dedicated to debt service payments instead of

other purposes thereby reducing the amount of cash flows available for working capital capital

expenditures acquisitions and other general corporate purposes

increasing our vulnerability to general adverse economic and industry conditions

exposing us to the risk of increased interest rates as certain of our borrowings including borrowings

under the credit facilities are at variable rates of interest

limiting our flexibility in planning for and reacting to changes in the industry in which we compete

placing us at competitive disadvantage to other less leveraged competitors and

increasing our cost of borrowing

In addition the indenture that governs the notes and the credit agreement governing our credit facilities

contain restrictive covenants that limit our ability to engage in activities that may be in our long-term best

interest Our failure to comply with those covenants could result in an event of default which if not cured or

waived could result in the acceleration of all our debt

Our variable rate indebtedness subjects us to interest rate risk which could cause our debt service

obligations to in crease significantly

Borrowings under the credit facilities are at variable rates of interest and expose us to interest rate risk If

interest rates increase our debt service obligations on the variable rate indebtedness will increase even though

the amount borrowed remained the same and our net income and cash flows including cash available for

servicing our indebtedness will correspondingly decrease We have entered into and may in the future enter into

additional interest rate swaps that involve the exchange of floating for fixed rate interest payments in order to

reduce interest rate volatility However we may decide not to maintain interest rate swaps with respect to all of

our variable rate indebtedness and any swaps we enter into may not fully mitigate our interest rate risk
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Unfavorable economic conditions resulting from the ongoing U.S and worldwide financial and credit

crisis and potentialfurther deteriorating conditions in the and globally may cause reduction in the

demand for our products which could adversely affect our cash flows financial position or results of

operations

Continued volatility and disruption in worldwide capital and credit markets and potential further

deteriorating conditions in the United States and globally could cause reduced demand for our products

Additionally unfavorable economic conditions including the reduced availability of credit may cause

reduction in the demand for steel products which in turn could adversely affect demand for our products Such

conditions could have an adverse effect on our cash flows financial position or results of operations

Risks Related to Our Cokemaking Business

We are exposed to the credit risk and certain other risks of our major customers and any material

nonpayment or nonperformance by our major customers or the failure of our customers to continue to

purchase coke from us at similar prices under similar arrangements may have material adverse effect on

our cash flows financial position or results of operations

We are subject to the credit risk of our major customers Our credit procedures and policies may not be

adequate to fully eliminate customer credit risk If we fail to adequately assess the creditworthiness of existing or

future customers or unanticipated deterioration of their creditworthiness any resulting increase in nonpayment or

nonperformance by them could have material adverse effect on our cash flows financial position or results of

operations

We are subject to the risk of loss resulting from nonpayment or nonperformance by our customers whose

operations are concentrated in single industry the steel industry We sell coke to these customers pursuant to

long-term take-or-pay agreements that require that our customers either purchase all of our coke production or

specified tonnage maximum
greater than our stated capacity as applicable or pay the contract price for any such

coke they elect not to accept Our customers experience significant fluctuations in demand for steel products

because of economic conditions consumer demand raw material and energy costs and decisions by the U.S

federal and state governments to fund or not fund infrastructure projects such as highways bridges schools

energy plants railroads and transportation facilities During periods of weak demand for steel our customers

may experience significant reductions in their operations or substantial declines in the prices of the steel they

sell These and other factors may lead some customers to seek renegotiation or cancellation of their existing long-

term coke purchase commitments to us which could have material adverse effect on our cash flows financial

position or results of operations

If substantial portion of our agreements to supply coke and electricity are modified or terminated our

results of operations may be adversely affected if we are not able to replace such agreements or if we are

not able to enter into new agreements at the same level of profitability

We sell substantially all of our coke and electricity under long-term agreements If substantial portion of

these agreements are modified or terminated or if force majeure is exercised our results of operations may be

adversely affected if we are not able to replace such agreements or if we are not able to enter into new

agreements at the same level of profitability The profitability of our long-term coke and energy sales agreements

depends on variety of factors that vary from agreement to agreement and fluctuate during the agreement term

We may not be able to obtain long-term agreements at favorable prices compared either to market conditions or

to our cost structure Price changes provided in long-term supply agreements may not reflect actual increases in

production costs As result such cost increases may reduce profit margins on our long-term coke and
energy

sales agreements In addition contractual provisions for adjustment or renegotiation of prices and other

provisions may increase our exposure to short-term price volatility

From time to time we discuss the extension of existing agreements and enter into new long-term

agreements for the supply of coke and energy to our customers but these negotiations may not be successful and
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these customers may not continue to purchase coke or electricity from us under long-term agreements If any one

or more of these customers were to significantly reduce their purchases of coke or electricity from us or if we

were unable to sell coke or electricity to them on terms as favorable to us as the terms under our current

agreements our cash flows financial position or results of operations may be materially and adversely affected

Further because of certain technological design constraints we do not have the ability to shut down our

cokemaking operations if we do not have adequate customer demand If customer refuses to take or pay for our

coke we must continuously operate our coke ovens even though we may not be able to sell our coke immediately

and may incur significant additional costs for natural gas to maintain the temperature inside our coke oven

batteries which may have material and adverse effect on our cash flows financial position or results of

operations

The financial performance of our cokemaking business is substantially dependent upon three customers in

the steel industiy and any failure by them to perform under their contracts with us could adversely affect

our financial condition results of operations and cash flows

Substantially all of our domestic coke sales are currently made under long-term contracts with

ArcelorMittal U.S Steel and AK Steel For the
year

ended December 31 2012 ArcelorMittal AK Steel and

U.S Steel accounted for approximately 54 percent 28 percent and 16 percent of our sales and other operating

revenue respectively We expect these three customers to continue to account for significant portion of our

revenues for the foreseeable future If any one or more of these customers were to significantly reduce its

purchases of coke from us or default on their agreements
with us or fail to renew or terminate its agreements

with us or if we were unable to sell coke to any one or more of these customers on terms as favorable to us as the

terms under our current agreements our cash flows financial position and results of operations could be

materially and adversely affected

The coke sales agreement and the energy sales agreement with AK Steel at our Haverhill facility are subject

to early termination under certain circumstances and any such termination could have material adverse

effect on our results of operations and therefore our ability to distribute cash to unitholders

The coke sales agreement and the energy sales agreement with AK Steel at Haverhill or the Haverhill AK

Steel Contracts are subject to early termination by AK Steel under certain circumstances and any such

termination could have material adverse effect on our business For the year
ended December 31 2012 the

Haverhill AK Steel Contracts accounted for approximately $222.0 million or 12 percent
of our total revenues

The Haverhill coke sales agreement with AK Steel expires on January 2022 with two automatic successive

five-year renewal periods The Haverhill energy
sales agreement with AK Steel runs concurrently with the term

of the coke sales agreement including any renewals and automatically terminates upon the termination of the

related coke sales agreement The coke sales agreement may be terminated by AK Steel at any time on or after

January 2014 upon two years prior written notice if AK Steel permanently shuts down iron production

operations at its steel plant works in Ashland Kentucky or the Ashland Plant and ii has not acquired or begun

construction of new blast furnace in the United States to replace in whole or in part the Ashland Plants iron

production capacity If such termination occurs at any time prior to January 2018 AK Steel will be required to

pay significant termination fee

If AK Steel were to terminate the Haverhill AK Steel Contracts we may be unable to enter into similar

long-term contracts with replacement customers for all or any portion of the coke previously purchased by AK

Steel Similarly we may be forced to sell some or all of the previously contracted coke in the spot market which

could be at prices lower than we have currently contracted for and could subject us to significant price volatility

If AK Steel elects to terminate the Haverhill AK Steel Contracts our cash flows financial position and results of

operations could be materially and adversely affected
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We may not be able to successfully implement our international growth strategy and develop design

construc1 start up and operate new or make investments in existing cokemaking facilities outside of

North America

central element of our growth strategy involves the international expansion of our business We expanded

our cokemaking business internationally in 2007 through our development and operation of our customers

cokemaking facility in VitOria Brazil We are currently exploring opportunities with steel companies for

developing new cokemaking facilities in foreign countries which could be either wholly owned or developed

through other business structures

We also are exploring opportunities with respect to making investments in entities that own and operate or

forming joint venture or similar arrangement with respect to assets comprising existing cokemaking facilities

in foreign countries principally in India For example on November 20 2012 we announced that we had

entered into agreements to form cokemaking joint venture with VISA Steel Limited VISA Steel in India

The transaction is expected to close in the first quarter of 2013 subject to customary conditions When the VISA

SunCoke joint venture transaction is closed and in the event we make additional investments in entities that own

and operate existing cokemaking facilities or form joint ventures or other similar arrangements with respect to

assets comprising an existing cokemaking facility we will and would share ownership and management with one

or more parties who may not have the same goals strategies priorities or resources as we do Such arrangements

are intended to be operated for the equal benefit of all co-owners rather than for our exclusive benefit Making

an investment in an entity that owns and operates an existing cokemaking facility or operating business as

joint venture will require additional organizational formalities as well as time-consuming procedures for sharing

information and making decisions We will be required to pay close attention to our relationship with our co

owners as well as with the existing entity or joint venture and if co-owner changes our relationship may be

materially adversely affected The benefits from successful investment in an existing entity or joint venture will

be shared among the co-owners so that we will not receive all the benefits from successful investment

Our ability to expand internationally by entering into additional arrangements in non-U.S markets and to

successfully implement our international growth strategy is subject to variety of risks including but not limited

to

certain acquisition and investment opportunities may not result in the consummation of transaction

we may not be able to obtain acceptable terms for any required financing for any such acquisition or

investment that arises

incorrect assumptions regarding the future results of investments or expected cost reductions or other

synergies expected to be realized as result of our investments

failing to successfully and timely integrate the operations or management of any investments in non-

U.S markets and the risk of diverting managements attention from existing operations or other

priorities

the possibility of negative developments in the demand for steel in non-U.S markets

the difficulty or costs associated with complying with industry guidelines or laws or regulations of non-

U.S markets

the possibility that language and other cultural differences may inhibit our development and operations

efforts and create internal communication problems among our U.S and non-U.S teams increasing the

difficulty of managing multiple remote locations performing various development and quality

assurance projects

compliance with non-U.S laws that may be unfamiliar to our management and employees

currency risk due to the fact that our revenues and expenses for our international operations may be

denominated in different currencies and
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economic or political instability or legal restrictions could affect our ability to efficiently invest and

repatriate our capital from the local country

If we are not able to successfully execute our plans for international development and expansion of our

cokemaking operations as result of unfavorable market conditions in the steel industry or otherwise our future

revenues and profitability could be materially and adversely affected

The failure to consummate or integrate business relationships or other transactions with respect to existing

cokemaking facilities in the United States and Canada in timely and cost-effective manner and operational

challenges associated with operating any such cokemaking facility could have an adverse effect on our

financial condition and results of operations

We are exploring opportunities to enter into business relationships or other transactions with respect to

existing cokemaking facilities in order to opportunistically capture market share in the United States and Canada

We believe that such opportunities may arise from time to time and any such transaction could be significant

Any transaction could involve the payment by us of substantial amount of cash the incurrence of substantial

amount of debt or the issuance of substantial amount of equity Certain opportunities may not result in the

consummation of transaction In addition we may not be able to obtain acceptable terms for the required

financing for any such transaction that arises Our future business relationships or other transactions with respect

to existing cokemakng facilities could present number of risks including the risk of incorrect assumptions

regarding the future results of such operations or assets or expected cost reductions or other synergies expected to

be realized as resutt of entering into transaction with respect to such operations or assets the risk of failing to

successfully and timely integrate the operations or management of any such operations or assets and the risk of

diverting managements attention from existing operations or other priorities If we fail to consummate and

integrate any transaction in timely and cost-effective manner our financial condition and results of operations

could be adversely affected

In addition existing cokemaking facilities in the United States and Canada typically utilize by-product

cokemaking By-product cokemaking seeks to recover the coals volatile components liberated during the

cokemaking process and re-purpose
these components into by-products for other uses Our cokemaking ovens

utilize heat recovery technology which is fundamentally different from the by-product method If we are not able

to successfully operate any by-product cokemaking facility that we may enter into business relationship or

other transaction wii as result of challenges associated with operating facility utilizing different

technology or otherwise our future revenues and profitability could he materially and adversely affected

Excess capacity iz the global steel industry including in China may weaken demand for steel produced by

our U.S steel industry customers which in turn may reduce demand for our coke

In some countries such as China steelmaking capacity exceeds demand for steel products Rather than

reducing employment by matching production capacity to consumption steel manufacturers in these countries

often with local government assistance or subsidies in various forms may export steel at prices that are

significantly below iheir home market prices and that may not reflect their costs of production or capital The

availability of this steel at such prices may negatively affect our steelmaking customers who may not be able to

increase and may have to decrease the prices that they charge for steel as the supply of steel increases Our

customers may also reduce their steel output in response to this increased supply which would correspondingly

reduce their demand for coke and make it more likely that they may seek to renegotiate their contracts with us or

fail to pay for the coke they are required to take under our contracts As result the profitability and financial

position of our steel customers may be adversely affected which in turn could adversely affect the

certainty of our long-term relationships with those customers and our own results of operations
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Increased exports of coke from China related to reduced export duties and export quotas may weaken our

customers demand for coke capacity

An appeals panel of the World Trade Organization the WTO ruled in early 2012 that Chinas export

duties and export quotas on certain raw materials including coke violated global trade rules The WTOs
dispute-settlement body recently adopted the appeals panel report Consequently China has eliminated the export

tariff effective January 2013 which may reduce prices for Chinese coke in the international market and result

in increased exports of coke from China Increased exports of coke from China could reduce our customers

demand for coke capacity which would limit our ability to construct potential new plant in the United States or

Canada and to enter into new or renew existing commercial arrangements with our customers and materially

and adversely affect our future revenues and profitability

We face increasing competition both from alternative steelmaking and cokemaking technologies that have

the potential to reduce or completely eliminate the use of coke which may reduce the demand for the coke

we produce and which could have an adverse effect on our results of operations

Historically coke has been used as main input in the production of steel in blast furnaces However some

blast furnace operators have reduced the amount of coke per ton of hot metal through alternative injectants such

as natural gas and pulverized coal injectant and the use of these coke substitutes could increase in the future

particularly in light of current low natural gas prices Many steelmakers also are exploring alternatives to blast

furnace technology that require less or no use of coke For example electric arc furnace technology is

commercially proven process widely used in the United States As these alternative processes for production of

steel become more widespread the demand for coke including the coke we produce may be significantly

reduced and this reduction could have material and adverse effect on our financial position results of

operations and cash flows

We also face competition from alternative cokemaking technologies including both by-product and heat

recovery technologies As these technologies improve and as new technologies are developed we anticipate that

competition in the cokemaking industry will intensify Such increased competition may adversely affect our

future revenues and profitability

Certain provisions in our long-term coke agreements may result in economic penalties to us or may result

in termination of our coke sales agreements forfailure to meet minimum volume requirements or other

required specifications and certain provisions in these agreements and our energy sales agreements may

permit our customers to suspend performance

All of our coke sales agreements and our steam supply and purchase agreements contain provisions

requiring us to supply minimum volumes of our products to our customers To the extent we do not meet these

minimum volumes we are generally required under the terms of our coke sales agreements to procure

replacement supply to our customers at the applicable contract price or potentially be subject to cover damages

for any shortfall If future shortfalls occur we will work with our customer to identify possible other supply

sources while we implement operating improvements at the facility but we may not be successful in identifying

alternative supplies and may be subject to paying the contract price for any shortfall or to cover damages either

of which could adversely affect our future revenues and profitability Our coke sales agreements also contain

provisions requiring us to deliver coke that meets certain quality thresholds Failure to meet these specifications

could result in economic penalties including price adjustments the rejection of deliveries or termination of our

agreements

Our coke and energy sales agreements contain force majeure provisions allowing temporary suspension of

performance by our customers for the duration of specified events beyond the control of our customers

Declaration of force majeure coupled with lengthy suspension of performance under one or more coke or

energy
sales agreements may seriously and adversely affect our cash flows financial position and results of

operations
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To the extent we do not meet coal-to-coke yield standards in our coke sales agreements we are responsible

for the cost of the excess coal used in the cokemaking process which could adversely impact our results of

operations and profitability

Our ability to pass through our coal costs to our customers under our coke sales agreements is generally

subject to our ability to meet some form of coal-to-coke yield standard To the extent that we do not meet the

yield standard in the contract we are responsible for the cost of the excess coal used in the cokemaking process

We may not be able to meet the yield standards at all times and as result we may suffer lower margins on our

coke sales and our results of operations and profitability could be adversely affected

Failure to maintain effective quality control systems at our cokemaking facilities could have materwl

adverse effect on our results of operations

The quality of our coke is critical to the success of our business For instance our coke sales agreements

contain provisions requiring us to deliver coke that meets certain quality thresholds If our coke fails to meet such

specifications we could be subject to significant contractual damages or contract terminations and our sales

could be negatively affected The quality of our coke depends significantly on the effectiveness of our quality

control systems which in turn depends on number of factors including the design of our quality control

systems our quality-training program and our ability to ensure that our employees adhere to our quality control

policies and guidelines Any significant failure or deterioration of our quality control systems could have

material adverse effect on our results of operations

Disruptions to our supply of coal and coal blending services may reduce the amount of coke we produce and

deliver and if we are not able to cover the shortfall in coal supply or obtain replacement blending services

from other providers our results of operations and profitability could be adversely affected

Most of the metallurgical coal used to produce coke at our cokemaking facilities other than our Jewell

facility is purchased from third parties under one- to two-year contracts We cannot assure that there will

continue to be an ample supply of metallurgical coal available or that we will be able to supply these facilities

without any significant disruption in coke production as economic environmental and other conditions outside

of our control may reduce our ability to source sufficient amounts of coal for our forecasted operational needs

The failure of our coal suppliers to meet their supply commitments could materially and adversely impact our

results of operations if we are not able to make up the shortfalls resulting from such supply failures through

purchases of coal from other sources

Other than at our Jewell cokemaking facility we rely on third parties to blend coals that we have purchased

into coal blends that we use to produce coke We have entered into long-term agreements with coal blending

service providers that are co-terminous with our coke sales agreements Generally we store an inventory of

blended coal at or near our cokemaking facilities to cover approximately 15 to 30 days of coke production There

are limited alternative providers of coal blending services and disruptions from our current service providers

could materially and adversely impact our results of operations In addition if our rail transportation agreements

are terminated we may have to pay higher rates to access rail lines or make alternative transportation

arrangements

Limitations on the availability and reliability of transportation and increases in transportation costs

particularly rail systems could materially and adversely affect our ability to obtain supply of coal and

deliver coke to our customers

Our ability to obtain coal depends primarily on third-party rail systems and to lesser extent river barges If

we are unable to obtain rail or other transportation services or are unable to do so on cost-effective basis our

results of operations could be adversely affected Alternative transportation and delivery systems are generally

inadequate and not to handle the quantity of our shipments or to ensure timely delivery The loss of
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access to rail capacity could create temporary disruption until the access is restored significantly impairing our

ability to receive coal and resulting in materially decreased revenues Our ability to open new cokemaking

facilities may also be affected by the availability and cost of rail or other transportation systems available for

servicing these facilities

Our coke production obligations at our Jewell cokemaking facility and one half of our Haverhill

cokemaking facility require us to deliver coke to certain customers via railcar We have entered into long-term

rail transportation agreements to meet these obligations Disruption of these transportation services because of

weather-related problems mechanical difficulties train derailments infrastructure damage strikes lock-outs

lack of fuel or maintenance items fuel costs transportation delays accidents terrorism domestic catastrophe or

other events could temporarily or over the long-term impair our ability to produce coke and therefore could

materially and adversely affect our business and results of operations

Income from operation of the Vitória Brazil cokemaking facility may be affected by global and regional

economic and political factors and the policies and actions of the Brazilian government

The VitOria cokemaking facility is owned by project company controlled by Brazilian affiliate of

ArcelorMittal We earn income from the Vitória Brazil operations through licensing and operating fees earned at

the Brazilian cokemaking facility payable to us under long-term agreements with the project company and an

annual preferred dividend from the project company guaranteed by the Brazilian affiliate of ArcelorMittal These

revenues depend on continuing operations and in some cases certain minimum production levels being achieved

at the Vitória cokemaking facility In the past the Brazilian economy was characterized by frequent and

occasionally extensive intervention by the Brazilian government and unstable economic cycles The Brazilian

government has changed in the past and may change monetary taxation credit tariff and other policies to

influence Brazils economy in the future If the operations at Vitória cokemaking facility are interrupted or if

certain minimum production levels are not achieved we will not be able to earn the same licensing and operating

fees as we are currently earning which could have an adverse effect on our financial position results of

operations and cash flows

The Brazilian licensing agreement for certain of our Brazilian patents used at the Vitória cokemaking

facility may terminate if we are not able to maintain or supplement the patents subject to the licensing

agreement which may have an adverse effect on our future revenues and profitability

We currently collect certain fees in connection with the licensing of certain of our Brazilian patents at the

Vitória cokemaking facility pursuant to Brazilian licensing agreement with term that runs through 2023 The

validity of these patents is being challenged in Brazil and the patents will otherwise expire by May 2014 We
have sixteen patent applications one of which has been opposed by the party challenging our existing Brazilian

patents awaiting examination that if approved we expect will permit the Brazilian licensing agreement to

continue through at least 2023 If the challenge to our existing Brazilian patents is successful or if such Brazilian

patents expire prior to new Brazilian patent becoming subject to the Brazilian licensing agreement and we no

longer have
any technology licensed under any applicable licensing agreement we will no longer receive any

licensing fees The loss of these licensing fees would adversely affect our results of operations We recorded

licensing fees of $4.4 million $5.2 million and $5.9 million in 2012 2011 and 2010 respectively

Labor disputes with the unionized portion of our workforce could affect us adversely

As of December 31 2012 we have approximately 1214 employees in the United States Approximately

312 or 26 percent of our domestic employees principally at our cokemaking operations are currently

represented by the United Steelworkers under various contracts The labor agreement at our Haverhill facility

was recently extended through October 31 2015 As of December 31 2012 we have approximately

249 employees at the cokemaking facility in Vitória Brazil all of whom are represented by union under an

agreement that expires on November 30 2013 When these agreements expire or terminate we may not be able
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to negotiate the agreements on the same or more favorable terms as the current agreements or at all and without

production interruptions including labor stoppages If we are unable to negotiate new collective bargaining

agreement
before the expiration date our operations and our profitability could be adversely affected

prolonged labor dispute which could include work stoppage could adversely affect our ability to satisfy our

customers orders and as result adversely affect our production and profitability

Risks Related to Our Coal Mining Business

Coal prices are volatile and substantial or extended decline in prices could adversely affect our

profitability and the value of our coal reserves

Our profitability and the value of our coal reserves depend upon the prices we receive for our coal The

contract prices we may receive for coal in the future depend upon factors beyond our control including

the domesiic and foreign demand and supply for metallurgical coal

the quantity and quality of coal available from domestic and foreign competitors

the demand for steel which may lead to price fluctuations in the re-pricing of our metallurgical coal

contracts

competition within our industry

adverse weather climatic or other natural conditions including natural disasters

domestic and foreign economic conditions including economic slowdowns

legislative regulatory and judicial developments environmental regulatory changes or changes in

energy policy and energy conservation measures that would adversely affect the coal industry such as

legislation limiting carbon emissions and

the proximity capacity and cost of transportation facilities

substantial or extended decline in the prices we receive for our future coal sales could adversely affect our

profitability and the value of our coal reserves

Extensive governmental regulations pertaining to employee health and safety and mandated benefits for

retired coal miners impose significant costs on our mining operations which could materially and adversely

affect our results of operations

The coal mining industry is subject to increasingly strict regulation by federal state and local authorities

with respect to matters such as employee health and safety and mandated benefits for retired coal miners

Compliance with these requirements imposes significant costs on us and can result in reduced productivity

Moreover the possibility exists that new health and safety legislation and/or regulations and orders may be

adopted that may materially and adversely affect our mining operations We must compensate employees for

work-related injuries If we do not make adequate provisions for our workers compensation liabilities it could

harm our future operating results In addition the erosion through tort liability of the protections we are currently

provided by workers compensation laws could increase our liability for work-related injuries and materially and

adversely affect our operating results

Under federal law each coal mine operator must secure payment of federal black lung benefits to claimants

who are current and former employees and contribute to trust fund for the payment of benefits and medical

expenses to claimants who last worked in the coal industry before January 1970 The trust fund is funded by an

excise tax on coal production If this tax increases or if we could no longer pass
it on to the purchasers of our

coal under our coal sales agreements our operating costs could be increased and our results could be materially

and adversely harmed At December 31 2012 our liabilities for coal workers black lung benefits totaled
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$34.8 million which included the estimated impact of PPACA If new laws or regulations increase the number

and award size of claims it could materially and adversely hann our business See Item BusinessLegal and

Regulatory RequirementsOther Regulatory Requirements

Federal or state regulatory agencies have the authority to order our mines to be temporarily or permanently

closed under certain circumstances which could materially and adversely affect our ability to meet our

customers demands

Federal or state regulatory agencies have the authority under certain circumstances following significant

health and safety incidents such as fatalities to order mine to be temporarily or permanently closed If this

occurred we may be required to incur capital expenditures to re-open the mine and may incur fines In the event

that these agencies order the closing of our mines our coal sales contracts generally permit us to issue force

majeure notices which suspend our obligations to deliver coal under these contracts However our customers

may challenge our issuances offorce majeure notices If these challenges are successful 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 negotiate settlements with the customers which may include price reductions the

reduction of commitments or the extension of time for delivery or termination of customers contracts Our coal

operations also provide substantially all of the coal used at our Jewell cokemaking facility The inability to

deliver the required coal to this facility could significantly impact operations at the facility Any of these actions

could have material adverse effect on our business and results of operations

Extensive environmental regulations impose sign ficant costs on our mining operations andfuture

regulations could materially increase those costs impose new or increased liabilities limit our ability to

produce and sell coal or require us to change our operations significantly any one or more of which could

materially and adversely affect our financial position and/or results of operations

Our coal mining operations are subject to increasingly strict regulation by federal state and local authorities

with respect to environmental matters such as

limitations on land use

mine permitting and licensing requirements

reclamation and restoration of mining properties after mining is completed

management of materials generated by mining operations

the storage treatment and disposal of wastes

remediation of contaminated soil and groundwater including with respect to past or legacy mining

operations

air quality standards

water pollution

protection of human health plant-life and wildlife including endangered or threatened species

protection of wetlands

the discharge of materials into the environment

the effects of mining on surface water and groundwater quality and availability and

the management of electrical equipment containing polychlorinated biphenyls

The costs liabilities and requirements associated with the laws and regulations related to these and other

environmental matters can be costly and time-consuming and could delay commencement or continuation of

expansion or production operations We may not have been or may not be at all times in compliance with the
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applicable laws and regulations Failure to comply with these laws and regulations may result in the assessment

of administrative civil and criminal penalties the imposition of cleanup and site restoration costs and liens the

issuance of injunctions to limit or cease operations the suspension or revocation of permits and other

enforcement measures that could have the effect of limiting 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

operations If we are pursued for sanctions costs and liabilities in respect of these matters our mining operations

and as result our profitability could be materially and adversely affected

New legislation or administrative regulations or new judicial interpretations or administrative enforcement

of existing laws and regulations including proposals related to the protection of the environment that would

further regulate and tax the coal industry also may require us to change operations significantly or incur

increased costs Such changes could have material adverse effect on our financial condition and results of

operations See Item BusinessLegal and Regulatory Requirements for further information about the

various governmental regulations affecting us

Our coal mining operations are subject to operating risks some of which are beyond our control that could

result in matenal increase in our operating expenses and decrease in our production levels

Factors beyond our control could disrupt our coal mining operations adversely affect production and

shipments and increase our operating costs all of which could have material adverse effect on our results of

operations Such factors could include

poor mining conditions resulting from geological hydrologic or other conditions that may cause

damage to nearby infrastructure or mine personnel

variations in the thickness and quality of coal seams and variations in the amounts of rock and other

natural materials overlying the coal being mined

major incident at mine site that causes all or part of the operations of the mine to cease for some

period of time

mining processing and plant equipment failures and unexpected maintenance problems

adverse weather and natural disasters such as heavy rains or snow flooding and other natural events

affecting operations transportation or customers

unexpected or accidental surface subsidence from underground mining

accidental mine water discharges fires explosions or similar mining accidents and

competition and/or conflicts with other natural resource extraction activities and production within our

operating areas such as coalbed methane extraction

If any of these conditions or events occur our coal mining operations may be disrupted we could

experience delay or halt of production or shipments operating costs could increase significantly and we could

incur substantial losses In particular our Jewell cokemaking facility currently obtains essentially all of its

metallurgical coal requirements from our existing coal mining operations Disruptions in our coal mining

operations resulting in decreased production of metallurgical coal could seriously and adversely affect

production at our Jewell cokemaking facility

If transportation for our coal becomes unavailable or uneconomical for our customers it may impair our

ability to sell coal and our results of operations may be adversely affected

Transportation costs represent significant portion of the total cost of coal and the cost of transportation is

critical factor in customers purchasing decision Increases in transportation costs and the lack of sufficient rail

and port capacity could lead to reduced coal sales For example all of our coal mining operations are
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substantially dependent on and only have access to single rail provider substantial amount of the

metallurgical coal produced from our coal mining operations is used in our adjacent Jewell cokemaking facility

However future disruption of transportation services due to weather-related problems infrastructure damage

strikes lock-outs lack of fuel or maintenance items underperformance of port and rail infrastructure congestion

and balancing systems used to manage vessel queuing and demurrage transportation delays or other reasons

may temporarily impair our ability to supply coal to other customers and adversely affect our results of

operations

We face numerous uncertainties in estimating economically recoverable coal reserves and inaccuracies in

estimates may result in lower than expected revenues higher than expected costs and decreased

profitability

Our future performance depends on among other things the accuracy of our estimates of our proven and

probable coal reserves There are numerous uncertainties inherent in estimating quantities and values of

economically recoverable coal reserves including many factors beyond our control As result estimates of

economically recoverable coal reserves are by their nature uncertain We base our estimates of reserves on

engineering economic and geological data assembled analyzed and reviewed by internal and third-party

engineers and consultants We update our estimates of the quantity and quality of proven and probable coal

reserves as needed to reflect production of coal from the reserves updated geological models and mining

recovery data tonnage contained in newly acquired lease areas and estimated costs of production and sales

prices

There are numerous factors and assumptions that affect economically recoverable reserve estimates

including

quality of the coal

historical production from the area compared with production from other producing areas

geological and mining conditions which may not be fully identified by available exploration data and

or may differ from our experiences in areas where we currently mine

the percentage of coal ultimately recoverable

the assumed effects of regulation including the issuance of required permits taxes including

severance and excise taxes and royalties and other payments to governmental agencies

assumptions concerning the timing for the development of the reserves and

assumptions concerning equipment and productivity future coal prices operating costs including costs

for critical supplies such as fuel and tires capital expenditures and development and reclamation costs

Each of these factors may vary considerably As result estimates of the quantities and qualities of

economically recoverable coal attributable to any particular group of properties classifications of reserves based

on risk of recovery estimated cost of production and estimates of future net cash flows expected from these

properties as prepared by different engineers or by the same engineers at different times may vary materially

due to changes in the foregoing factors and assumptions Therefore our estimates may not accurately reflect our

actual reserves Actual production revenues and expenditures with respect to reserves will likely vary from

estimates and these variances may be material We engaged Marshall Miller Associates Inc leading

mining engineering firm to conduct new and comprehensive study to determine our proven and probable

reserves for our coal mines This study determined that we control proven and probable coal reserves of

approximately 114 million tons as of December 31 2011 which was an increase of million tons from

December 31 2010 In 2012 we mined over million tons of coal from our proven and probable reserves and

control
proven

and probable coal reserves of approximately 113 million tons at December 31 2012 Any

inaccuracy in our estimates related to our reserves could result in decreased profitability from lower than

expected revenues and/or higher than expected costs
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Our inabilily to develop coal reserves in an economically feasible manner could materially and adversely

affect our business

Our future success depends upon our ability to continue developing economically recoverable coal reserves

If we fail to develop additional coal reserves our existing reserves eventually will be depleted We may not be

able to obtain replacement reserves when we require them Replacement reserves may not be available or if

available may not be capable of being mined at costs comparable to those characteristic of the depleting mines

Our ability to develop coal reserves in the future also may be limited by the availability of cash we generate from

our operations or available financing restrictions under our existing or future financing arrangements the lack of

suitable opportunities or the inability to acquire coal properties or leases on commercially reasonable terms If we

are unable to develop replacement reserves our future production may decrease significantly and this may have

material and adverse impact on our cash flows financial position and results of operations

Mining in Central Appalachia is more complex and involves more regulatory constraints than mining in

other areas of the United States which could affect our mining operations and cost structures in these

areas

Our coal mines are located in Virginia and West Virginia in what is known as the Central Appalachian

region The geological characteristics of Central Appalachian coal reserves such as coal seam thickness make

them complex and costly to mine As compared to mines in other regions permitting licensing and other

environmental and regulatory requirements are more costly and time consuming to satisfy These factors could

materially adversely affect the mining operations and cost structures of coal produced at our mines in Central

Appalachia

defect in title or the loss of leasehold interest in certain property could limit our ability to mine our coal

reserves or result in significant unanticipated costs

We conduct significant part of our coal mining operations on properties that we lease title defect or the

loss of lease could adversely affect our ability to mine the associated coal reserves We may not verify title to

our leased properties or associated coal reserves until we have committed to developing those properties or coal

reserves In some cases the seller or lessor warrants property title In other cases separate title confirmation may

not be required for leasing reserves where mining has occurred previously Our right to mine some of our

reserves may be adversely affected if defects in title or boundaries exist or if our leasehold interests are subject

to superior property rights of third parties In order to conduct our mining operations on properties where such

defects exist we may incur unanticipated costs In addition some leases require us to produce minimum

quantity of coal and require us to pay minimum production royalties Our inability to satisfy those requirements

may cause the leasehold interest to terminate In addition we may not be able to successfully negotiate new

leases for properties containing additional reserves or maintain our leasehold interests in properties where we

have not commenced mining operations during the term of the lease

Disruptions in the quantities of coal produced by our contract mine operators could impair our ability to Jill

customer orders or increase our operating costs

We use independent contractors to mine coal at certain of our mining operations Some of our contract

miners may experience adverse geologic mining conditions operational difficulties escalated costs financial

difficulties or other factors beyond our control that could affect the availability pricing and quality of coal

produced for us In addition market volatility and price increases for coal or freight could result in non

performance by third-party suppliers under existing contracts with us in order to take advantage of the higher

prices in the curreni market Disruptions in the quantities of coal produced by independent contractors for us

could impair our ability to supply our cokemaking facilities and to fill our customer orders Our profitability or

exposure to loss on transactions or relationships such as these depends upon the reliability of the supply or the

ability to substitute when economical third-party coal sources with internal production or coal purchased in the
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market and other factors Non-performance by contract miners may adversely affect our ability to fulfill

deliveries under our coal supply agreements If we are unable to fill customer order or if we are required to

purchase coal from other sources in order to satisfy customer order we could lose existing customers and our

operating costs could increase

We require skilled workforce to run our coal mining business If we or our contractors cannot hire

qualified people to meet replacement or expansion needs our labor costs may increase and we may not be

able to achieve planned results

Efficient coal mining using modem techniques and equipment requires skilled workers in multiple

disciplines including experienced foremen electricians equipment operators engineers and welders among
others Our future success depends greatly on our continued ability to attract and retain highly skilled and

qualified personnel We have an aging workforce and an extended effort to recruit new employees to replace

those who retire or sustained shortage of skilled labor in the areas in which we operate could make it difficult to

meet our staffing needs or result in higher labor rates We also may be forced to hire novice miners who are

required to be accompanied by experienced workers as safety precaution These measures could adversely

affect our productivity and operating costs lack of qualified people also may affect companies that we use to

perform certain specialized work If we or our contractors cannot find enough qualified workers it may delay

completion of projects and increase our costs

We have reclamation and mine closure obligations lithe assumptions underlying our accruals are

inaccurate we may be required to expend significantly greater amounts than anticipated

The Surface Mining Control and Reclamation Act established operational reclamation and closure

standards for all aspects of surface mining as well as most aspects of deep mining We accrue for the costs of

current mine disturbance and of final mine closure including the cost of treating mine water discharge where

necessary The amounts recorded are dependent upon number of variables including the estimated future

retirement costs estimated proven reserves assumptions involving profit margins inflation rates and the

assumed credit-adjusted risk-free interest rates Furthermore our reclamation and mine-closing liabilities are

unfunded If these accruals are insufficient or our cash requirements in particular year are greater than

currently anticipated our future operating results and cash flows could be adversely affected

Our failure to obtain or renew surety bonds on acceptable terms could materially and adversely affect our

ability to secure reclamation and coal lease obligations and therefore our ability to mine or lease coal

Our reclamation and mine-closing liabilities are unfunded Federal and state laws require us to obtain surety

bonds to secure performance or payment of certain long-term obligations such as mine closure or reclamation

costs federal and state workers compensation costs coal leases and other obligations These bonds are typically

renewable annually Surety bond issuers and holders may not continue to renew the bonds or may demand higher

fees additional collateral including letters of credit or other terms less favorable to us upon those renewals We

are also subject to increases in the amount of surety bonds required by federal and state laws as these laws or

interpretations of these laws change Because we are required by state and federal law to have these bonds in

place before mining can commence or continue our failure to maintain or inability to acquire these bonds

would have material and adverse impact on us That failure could result from variety of factors including the

following lack of availability higher expense or unfavorable market terms of new bonds restrictions on

availability of collateral for current and future third-party surety bond issuers under the terms of future

indebtedness our inability to meet certain financial tests with respect to portion of the post-mining reclamation

bonds and the exercise by third-party surety bond issuers of their right to refuse to renew or issue new bonds
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Risks Related to Ownership of Our Common Stock

Your percentage ownership in us may be diluted by future issuances of capital stock or securities or

instruments that are convertible into our capital stock which could reduce your influence over matters on

which stockholders vote

Our Board of Directors has the authority without action or vote of our stockholders to issue all or any part

of our authorized but unissued shares of common stock including shares issuable upon the exercise of options

shares that may be issued to satisfy our obligations under our incentive plans shares of our authorized but

unissued preferred stock and securities and instruments that are convertible into our common stock Issuances of

common stock or voting preferred stock would reduce your influence over matters on which our stockholders

vote and in the case of issuances of preferred stock likely would result in your interest in us being subject to the

prior rights of holders of that preferred stock

We have no plans to pay dividends on our common stock so you may not receive funds without selling your

common stock

We do not anticipate paying any
dividends on our common stock in the foreseeable future Any declaration

and payment of future dividends to holders of our common stock are limited by restrictive covenants contained in

our debt agreements and will be at the sole discretion of our Board of Directors and will depend on many

factors including our financial condition earnings capital requirements level of indebtedness statutory and

contractual restrictions applying to the payment of dividends and other considerations that our Board of Directors

deems relevant

Further we may not have sufficient surplus under Delaware law to be able to pay any dividends in the

future The absence of sufficient surplus may result from extraordinary cash expenses actual
expenses exceeding

contemplated costs funding of capital expenditures or increases in reserves

Provisions of our amended and restated articles of incorporation our amended and restated by-laws and the

Delaware General Corporation Law the DGCL could discourage potential acquisition proposals and

could deter or prevent change in control

Our amended Lnd restated articles of incorporation and amended and restated by-laws contain provisions

that are intended to deter coercive takeover practices and inadequate takeover bids and to encourage prospective

acquirers to negotiate with our Board of Directors rather than to attempt hostile takeover These provisions

include

Board ol Directors that is divided into three classes with staggered terms

action by written consent of stockholders may only be taken unanimously by holders of all our shares

of common stock

rules regarding how our stockholders may present proposals or nominate directors for election at

stockholder meetings

the right of our Board of Directors to issue preferred stock without stockholder approval

limitations on the right of stockholders to remove directors and

limitations on our ability to be acquired

The DGCL also imposes some restrictions on mergers and other business combinations between us and
any

holder of perceni or more of our outstanding common stock

We believe that these provisions protect our stockholders from coercive or otherwise unfair takeover tactics

by requiring potential acquirers to negotiate with our Board of Directors and by providing our Board of Directors
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with more time to assess any acquisition proposal These provisions are not intended to make us immune from

takeovers However these provisions apply even if the offer may be considered beneficial by some stockholders

and could delay or prevent an acquisition that our Board of Directors determines is in our best interests and that

of our stockholders

Any or all of the foregoing provisions could limit the price that some investors might be willing to pay in

the future for shares of our common stock

Risks Related to Our Separation from Sunoco

We have limited operating history as separate public company and our historical financial information

is not necessarily representative of the results that we would have achieved as separate publicly-traded

company and may not be reliable indicator of our future results

Our historical financial information for the periods ended prior to the Separation included in this Annual

Report on Form 10-K is derived from the consolidated financial statements and accounting records of Sunoco

Accordingly the historical financial information included here do not necessarily reflect the results of operations

financial position and cash flows that we would have achieved as separate publicly-traded company during the

periods presented or those that we will achieve in the future primarily as result of the following factors

Prior to the Separation our business was operated by Sunoco as part of its broader corporate

organization rather than as an independent company Sunoco or one of its affiliates performed various

corporate functions for us including but not limited to legal services treasury accounting auditing

risk management information technology human resources corporate affairs tax administration

certain governance functions including internal audit and compliance with the Sarbanes-Oxley Act of

2002 and external reporting Our historical financial results reflect allocations of corporate expenses

from Sunoco for these and similar functions These allocations are likely less than the comparable

expenses we believe we would have incurred had we operated as separate public company

Previously our business was integrated with the other businesses of Sunoco Historically we have

shared economies of scale in costs employees vendor relationships and customer relationships While

we entered into transition agreements with Sunoco in connection with the Separation that govern

certain commercial and other relationships between us those transitional arrangements may not fully

capture the benefits our businesses have enjoyed as result of being integrated with the other

businesses of Sunoco The loss of these benefits could have an adverse effect on our cash flows

financial position and results of operations

Generally prior to the Separation our working capital requirements and capital for our general

corporate purposes including acquisitions research and development and capital expenditures were

satisfied as part of the enterprise-wide cash management policies of Sunoco In connection with the

Separation and the IPO we obtained financing in the form of our credit facilities and notes In the

future we may need to obtain additional financing from banks through public offerings or private

placements of debt or equity securities strategic relationships or other arrangements

The cost of capital for our business may be higher than Sunoco cost of capital prior to the Separation

Other significant changes may occur in our cost structure management financing and business

operations as result of operating as public company separate from Sunoco The adjustments and

allocations we have made in preparing our historical Combined and Consolidated Financial Statements

may not appropriately reflect our operations during those periods as if we had in fact operated as

stand-alone entity or what the actual effect of our Separation from Sunoco will be
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If there is determination that the Distribution is taxable for U.S federal income tax purposes because the

facts assumptions representations or undertakings underlying the Internal Revenue Service IRS
private letter ruling or tax opinion are incorrect or for any other reason then Sunoco and its shareholders

could incur significant U.S federal income tax liabilities and we could incur significant liabilities

Sunoco has received private letter ruling from the IRS substantially to the effect that among other things

the contribution and the distribution qualify as transaction that is tax-free for U.S federal income tax purposes

under Sections 355 and 368a1D of the Internal Revenue Code in addition Sunoco has received an opinion

of Wachtell Lipton Rosen Katz counsel to Sunoco to the effect that the contribution and the distribution will

qualify as transaction that is described in Sections 355 and 368a1D of the Internal Revenue Code The

ruling and the opinion rely on certain facts assumptions representations and undertakings from Sunoco and us

regarding
the past and future conduct of the companies respective businesses and other matters If any

of these

facts assumptions representations or undertakings are incorrect or not otherwise satisfied Sunoco and its

shareholders may not be able to rely on the ruling or the opinion of tax counsel and could be subject to

significant tax liabilities Notwithstanding the private letter ruling and opinion of tax counsel the IRS could

determine on audit that the Separation is taxable if it determines that any
of these facts assumptions

representations or undertakings are not correct or have been violated or if it disagrees with the conclusions in the

opinion that are not covered by the private letter ruling or for other reasons including as result of certain

significant changes in the stock ownership of Sunoco or us after the Separation If the Separation is determined to

be taxable for U.S federal income tax purposes Sunoco and its shareholders could incur significant U.S federal

income tax liabilities and we could incur significant liabilities See Note to the Combined and Consolidated

Financial Statements for description of the sharing of such liabilities between Sunoco and us

To preserve the tax-free treatment to Sunoco of the contribution and the Distribution we may not be able to

engage in certain transactions

To preserve the tax-free treatment to Sunoco of the contribution and the Distribution under the tax sharing

agreement we are restricted from taking any action that prevents the Distribution and related transactions from

being tax-free for U.S federal income tax purposes These restrictions may limit our ability to pursue
certain

strategic transactions or engage in other transactions including use of our common stock to make acquisitions

and equity capital market transactions that might increase the value of our business See Note to the Combined

and Consolidated Financial Statements for more information

Risks Related to Our Master Limited Partnership

We own significant equity interest in SunCoke Energy Partners L.P the Partnership publicly

traded master limited partnership

We own the general partner of the Partnership which consists of percent ownership interest and

incentive distribution rights and we currently own 55.9 percent interest in the Partnership The Partnership

holds 65 percent interest in each of two entities that own our Haverhill and Middletown cokemaking facilities

and related assets The Haverhill and Middletown facilities have combined 300 cokemaking ovens with an

aggregate capacity of approximately 1.7 million tons per year and an average age
of four years The Partnership

currently operates at full capacity and expects to sell an aggregate of approximately 1.7 million tons of coke per

year to two primary customers AK Steel and ArcelorMittal All of the Partnerships coke sales are made

pursuant to long-term take-or-pay agreements Our financial statements include the consolidated results of the

Partnership The Partnership is subject to operating and regulatory risks which are substantially similar to our

own The occurrence of any of these risks could directly or indirectly affect the Partnerships as well as our

financial condition results of operations and cash flows as the Partnership is consolidated subsidiary For

additional information about the Partnership see Cokemaking Operations and Formation of Master Limited

Partnership in Business and Managements Discussion and Analysis of Financial Condition and Operating

Results Items and
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We are party to an omnibus agreement with the Partnership that exposes us to various risks and

uncertainties

In connection with the initial public offering of the Partnership we entered into an omnibus agreement with

the Partnership Pursuant to this agreement we have agreed to grant the Partnership preferential rights to pursue

certain growth opportunities we identify in the United States and Canada and right of first offer to acquire

certain of our cokemaking assets located in the United States and Canada for so long as we control the

Partnerships general partner In addition pursuant to this agreement we have agreed for period of five years

from the closing of the initial public offering to make the Partnership whole in certain circumstances to the

extent of customers failure to satisfy its obligations or to the extent customers obligations are reduced This

includes an obligation during this five
year period to indemnify the Partnership in the event that AK Steel fails to

fulfill its obligations to purchase or pay for coke under the Haverhill coke sales agreement subject to certain

conditions Additionally pursuant to this agreement we have agreed to indemnify the Partnership for certain

environmental remediation costs arising prior to the closing of the initial public offering The agreement further

provides that we will fully indemnify the Partnership with respect to any tax liability arising prior to or in

connection with the closing of the initial public offering and that we will cure or fully indemnify the Partnership

for losses resulting from certain title defects at the properties owned by the Partnership or its subsidiaries Our

obligations and the extent of our exposures that may arise under the omnibus agreement are subject to various

contingencies and cannot be estimated with certainty at this time

The tax treatment of the Partnership depends on its status as partnership forfederal income tax purposes

as well as not being subject to material amount of entity level taxation by individual states If the Internal

Revenue Service IRS treats the Partnership as corporation or it becomes subject to material amount

of entity level taxation for state tax purposes it would substantially reduce the amount of cash available for

distribution to its unitholders including SunCoke Energy

The anticipated after-tax economic benefit of SunCoke Energys investment in the common units of the

Partnership depends largely on the Partnership being treated as partnership for federal income tax purposes

The Partnership has not requested and does not plan to request ruling from the IRS on this matter The IRS

may adopt positions that differ from the ones the Partnership has taken successful IRS contest of the federal

income tax positions the Partnership takes may impact adversely the market for its common units and the costs

of any IRS contest will reduce the Partnerships cash available for distribution to unitholders including SunCoke

Energy If the Partnership was treated as corporation for federal income tax purposes it would pay federal

income tax at the corporate tax rate and likely would pay state income tax at varying rates Distributions to

unitholders including SunCoke Energy generally would be taxed again as corporate distributions Treatment of

the Partnership as corporation would result in material reduction in its anticipated cash flow and after-tax

return to unitholders including SunCoke Energy Current law may change so as to cause the Partnership to be

treated as corporation for federal income tax purposes or to otherwise subject it to material level of entity

level taxation States are evaluating ways to subject partnerships to entity level taxation through the imposition of

state income franchise and other forms of taxation If any of these states were to impose tax on the Partnership

the cash available for distribution to unitholders including Suncoke Energy would be reduced

The tax treatment of publicly traded partnerships or an investment in the Partnerships common units could

be subject to potential legislative judicial or administrative changes and differing interpretations possibly

on retroactive basis

The present federal income tax treatment of publicly traded partnerships including the Partnership or an

investment in its common units may be modified by administrative legislative or judicial interpretation at any

time Any modification to the federal income tax laws and interpretations thereof may or may not be applied

retroactively Moreover any such modification could make it more difficult or impossible for the Partnership to

meet the exception which allows publicly traded partnerships that generate qualifying income to be treated as

partnerships rather than corporations for U.S federal income tax purposes affect or cause us to change our
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business activities cr affect the tax consequences of an investment in its common units For example members

of Congress have been considering substantive changes to the definition of qualifying income and the treatment

of certain types of income earned from partnerships While these specific proposals would not appear to affect

the treatment of the Partnership as partnership we are unable to predict whether any of these changes or other

proposals will ultimately be enacted Any such changes could negatively impact the value of SunCoke Energys

investment in the Partnerships common units

Item lB Unresolved Staff Comments

None

Item Properties

Properties

We own the following real property

Approximately 66 acres in Vansant Buchanan County Virginia on which the Jewell cokemaking

facility is located along with an additional approximately 2550 acres including the offices warehouse

and support buildings for our Jewell coal and coke affiliates located in Buchanan County Virginia as

well as other general property holdings and unoccupied land in Buchanan County Virginia and

McDowell County West Virginia In addition we own certain mineral rights on approximately

1650 acres of property in Buchanan Dickenson and Wise Counties Virginia

Approximately 250 acres in Russell County Virginia owned by the HKCC Companies which include

warehousing facility two coal preparation plants and certain coal loadout facilities as well as

unoccupied land

Approximately 400 acres in Franklin Furnace Scioto County Ohio on which the Haverhill

cokemaking facility both the first and second phases is located

Approximately 41 acres in Granite City Madison County Illinois adjacent to the U.S Steel Granite

City Works facility on which the Granite City cokemaking facility is located Upon the earlier of

ceasing production at the facility or the end of 2044 U.S Steel has the right to repurchase the property

including the facility at the fair market value of the land Alternatively U.S Steel may require us to

demolish and remove the facility and remediate the site to original condition upon exercise of its option

to repurchase the land

Approximately 250 acres in Middletown Butler County Ohio near AK Steels Middletown Works

facility on which the Middletown cokemaking facility is located

We lease the following real property

Approxini ately 88 acres of land located in East Chicago Lake County Indiana on which the Indiana

Harbor cokemaking facility is located and through sublease the coal handling and blending facilities

that service the Indiana Harbor cokemaking facility The leased property is inside ArcelorMittal

Indiana Harbor Works facility and is part of an enterprise zone

Approximately 22 acres of land located in Buchanan County Virginia on which one of our coal

preparation plants is located

Our former corporate headquarters located in Knoxville Tennessee under ten year
lease which

commenced in 2007 Beginning in the second quarter of 2011 concurrent with our move to Lisle

Illinois this space was subleased to another tenant for the remainder of the lease term although we

remain directly liable to the landlord under the original lease

Our corporate headquarters is located in leased office space in Lisle Illinois under an 11-year lease that

commenced in 2011
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In addition through our Jewell coal affiliates and the HKCC Companies we lease small parcels of land

mineral rights and coal mining rights for approximately 127 thousand acres of land in Buchanan and Russell

Counties Virginia and McDowell County West Virginia Substantially all of the leases are life of mine

agreements that extend our mining rights until all reserves have been recovered These leases convey mining

rights to us in exchange for payment of certain royalties and/or fixed fees We use internal land managers and

attorneys to perform title reviews on properties prior to obtaining coal leases

Set forth below is map depicting the properties and facilities of our coal mining operations
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The table below sets forth the proven
and probable metallurgical coal reserves at our Jewell coal mining

operations as of December 31 2012

All tons are recoverable reserve tons utilizing appropriate mine recovery wash recovery at 1.50 float

preparation plant efficiency and moisture factors

Amounts may not add to totals due to rounding

The table below sets forth summary of the proven and probable metallurgical coal reserves of the HKCC

Companies as of December 31 2012

Total Demonstrated Reserves millions of tons12

Tons by

--

Tons by Tons by Tons by

Reserves Assignment Mining Type Permit Status Property Control

Not

Total Proven Probable Assigned Unassigned Surface Deep Permitted Permitted Owned Leased

2.82 1.93 0.89 2.82 0.00 1.49 1.33 0.00 2.82 0.03 2.79

3.27 2.84 0.43 3.27 0.00 0.19 3.08 0.57 2.70 0.04 3.23

4.98 4.52 0.46 4.98 0.00 0.00 4.98 0.00 4.98 0.00 4.98

7.60 6.76 0.84 7.60 0.00 0.00 7.60 0.00 7.60 0.00 7.60

1.44 0.00 0.00 1.44 0.00 1.44 0.00 1.44

20.11 0.00 1.68 18.43 0.57 19.54 0.07 20.04

All tons are recoverable reserve tons utilizing appropriate mine recovery wash recovery at 1.50 float and

moisture factors

Amounts may not add to totals due to rounding

The table below sets forth the historical amount of coal produced at our coal mining operations

Years Ended December 31

2012 2011 2010 2009 2008

Company Operated Mines 867 842 878 823 879

Contractor Operated Mines 6090 522 226 311 300

Total 1476 1364 1104 1134 1179

These amounts include coal production of the HKCC Companies which we acquired in January 2011

Total Demonstrated Reserves millions of tons2

Tons by Tons by Tons by Tons by

Reserves Assignment Mining Type Permit Status Property Control

Not

Seam Total Proven Probable Assigned Unassigned Surface Deep Permitted Permitted Owned Leased

Hagy 0.50 0.34 0.16 0.13 0.37 0.00 0.50 0.13 0.37 0.00 0.50

Middle Splashdam .. 1.58 1.42 0.16 0.27 1.31 0.00 1.58 0.27 1.31 0.00 1.58

Upper Banner 0.52 0.41 0.11 0.00 0.52 0.00 0.52 0.00 0.52 0.00 0.52

Kennedy 2.88 2.40 0.48 0.14 2.74 0.00 2.88 0.29 2.59 0.00 2.88

Red Ash 26.91 16.77 10.14 3.23 23.68 0.00 26.91 7.64 19.27 0.00 26.91

Jawbone Rider 7.29 4.28 3.01 0.00 7.29 0.00 7.29 0.00 7.29 0.00 7.29

Jawbone JB3O 41.28 24.67 16.61 8.87 32.41 0.34 40.94 7.22 34.06 0.00 41.28

Tiller 12.04 8.78 3.26 7.09 4.95 0.04 12.00 7.61 4.43 0.00 12.04

Grand Total 93.00 59.07 33.93 19.73 73.27 0.38 92.62 23.16 69.84 0.00 93.00

Seam

Lower Banner

Kennedy

Red Ash

Jawbone Rider

Jawbone JB2O-30

JB 10-30 1.44 1.43

Grand Total 20.11 17.48

0.01

2.63
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Item Legal Proceedings

Beginning in July 2009 ArcelorMittal initiated legal proceedings challenging the prices we charged

ArcelorMittal under the Jewell coke sales agreement In January 2011 we participated in mediation ordered by

the U.S District Court for the Northern District of Ohio Eastern Division with ArcelorMittal that resulted in

commercial resolution of the litigation We entered into settlement agreement with ArcelorMittal to resolve the

lawsuit concerning coke pricing for the Jewell facility The parties agreed to amend the Jewell and Haverhill

coke sales agreements effective January 2011 to eliminate the fixed coal cost adjustment factor in the Jewell

agreement and increase the operating cost and fixed fee components of the coke price under both agreements

The parties also agreed that the take-or-pay provisions of these coke sales agreements would remain in effect

through the end of the terms of these agreements in December 2020 Prior to the settlement these take-or-pay

provisions were scheduled to change in the second half of 2012 into annually adjusted provisions that would have

only required ArcelorMittal to purchase coke from us for its projected requirements above certain fixed

thresholds If the amendments to the Jewell and Haverhill coke supply agreements had been in place during 2010

our pretax earnings would have been reduced by approximately $51 million

On August 2010 ArcelorMittal through its main United States subsidiary gave the partnership that owns

the Indiana Harbor cokemaking facility Indiana Harbor Partnership in which we are the general partner and

currently own an 85 percent interest written notice that it intended to arbitrate certain outstanding issues under

the Indiana Harbor coke sales agreement ArcelorMittal claimed that it has been subject to substantial

overcharges and losses as result of alleged improper force majeure notifications issued by the Indiana

Harbor Partnership in 2010 the alleged overstatement of the coal cost component of the coke price the

Indiana Harbor Partnership allegedly failing to provide the ongoing anticipated capital needs of the Indiana

Harbor cokemaking facility and the alleged inadequacy of the Indiana Harbor Partnerships procedures to

control coal inventory loss We entered into settlement agreement with ArcelorMittal to resolve the Indiana

Harbor arbitration claims The settlement was effective January 2011 and will not significantly impact our

future income

The EPA has issued NOVs to us for our Haverhill Granite City Middletown and Indiana Harbor

cokemaking facilities described in Note 17 to our Combined and Consolidated Financial Statements

Many other legal and administrative proceedings are pending or may be brought against us arising out of our

current and past operations including matters related to commercial and tax disputes product liability antitrust

employment claims natural resource damage claims premises-liability claims allegations of exposures of third

parties to toxic substances and general environmental claims Although the ultimate outcome of these

proceedings cannot be ascertained at this time it is reasonably possible that some of them could be resolved

unfavorably to us Our management believes that any liabilities that may arise from such matters would not be

material in relation to our business or our consolidated financial position results of operations or cash flows at

December 31 2012

Item Mine Safety Disclosures

The information concerning mine safety violations and other regulatory matters that we are required to

report in accordance with Section 1503a of the Dodd-Frank Wall Street Reform and Consumer Protection Act

is included in Exhibit 95.1 to this Annual Report on Form 10-K
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PART II

Item Market for Registrants Common Equity Related Stockholders Matters and Issuer Purchases of

Equity Securities

Market Information

Shares of our common stock which is traded under the stock trading symbol SXC have been trading

since July 21 2011 when our stock was listed on the New York Stock Exchange As result the table below

provides data beginning with the third quarter of 2011 Quarterly price ranges of our common stock are based on

the high and low prices from intraday trades

2012 2011

High Low High Low

First Quarter $16.00 $11.01

Second Quarter 15.37 13.10

Third Quarter 17.59 14.04 18.00 10.78

Fourth Quarter 17.24 14.26 13.11 9.20

Holders

As of February 15 2013 we had total of 70055748 issued and outstanding shares of our common stock

and had 16099 holders of record of our common stock

Dividends

Since our formation we have not paid any dividends on our common stock We have no current plans to pay

any dividends on our common stock Our payment of dividends in the future if any will be determined by our

Board of Directors and will depend on business conditions our financial condition earnings liquidity and capital

requirements covenants in our debt agreements and other factors

Share Repurchase Program

On February 16 2012 our Board of Directors authorized program to repurchase an aggregate amount of

up to 3500000 shares of our common stock through the end of 2015 from time to time in the open market

through privately negotiated transactions block transactions or otherwise in order to counter the dilutive impact

of exercised stock options and the vesting of restricted stock grants The Company did not make any repurchases

of common stock during the fourth quarter of 2012

Maximum
Total Number Number of

of Shares Shares that

Purchased as May Yet Be

Part of Publicly Purchased

Total Number Average Announced under the

of Shares Price Paid Plans or Plans or

Period Purchased per Share Programs Programs

In millions except per share amounts

October 31 2012 2.9

November 30 2012 2.9

December 31 2012 2.9

Total

On February 29 2012 we reported that our Board of Directors authorized the repurchase of up to

3.5 million shares of the Companys common stock in order to counter the dilutive impact of exercised

stock options and the vesting of restricted stock grants Such authorization expires on December 31 2015
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Item Selected Financial Data

The following table presents summary combined and consolidated operating results and other information

of SunCoke Energy and should be read in conjunction with Item Managements Discussion and Analysis of

Financial Condition and Results of Operations and our Combined and Consolidated Financial Statements and

accompanying notes included elsewhere in this Annual Report on Form 10-K

The historical Combined Financial Statements for periods prior to the Separation Date include the accounts

of all operations that comprised the cokemaking and coal mining operations of Sunoco after elimination of all

intercompany balances and transactions within the combined group of companies The historical Combined

Financial Statements also include allocations of certain Sunoco corporate expenses Our management believes

the assumptions and methodologies underlying the allocation of general corporate overhead
expenses were

reasonable However such expenses should not be considered indicative of the actual level of expense that we

would have incurred if we had operated as an independent publicly-traded company during the periods prior to

the IPO or of the costs expected to be incurred in future periods See Note to our Combined and Consolidated

Financial Statements for further information regarding allocated expenses

The weighted average number of common shares outstanding used in the computation of earnings

attributable to SunCoke Energy Inc net parent investment
per common share for periods prior to 2012 includes

70.0 million shares of common stock owned by Sunoco on the Separation Date as result of its contribution of

the assets of its cokemaking and coal mining operations to us and related capitalization

Years Ended December 31

2012 2011 2010 2009 2008

Dollars in millions except per share amounts

Operating Results

Total revenues $1914.1 $1538.9 $1326.5 $1145.0 840.3

Operating income 173.7 67.5 174.2 211.6 150.7

Netincome 102.5 58.9 146.3 211.2 132.9

Net income attributable to SunCoke Energy Inc net

parentinvestment 98.8 60.6 139.2 189.6 113.9

Earnings attributable to SunCoke Energy Inc net

parent investment per common share

Basic 1.41 0.87 1.99 2.71 1.63

Diluted 1.40 0.87 1.99 2.71 1.63

Other Information

Cash and cash equivalents 239.2 127.5 40.1 2.7 23.0

Total assets $2011.0 $1941.8 $1718.4 $1546.7 $1312.9

Long-term debt including current portion due to

unrelated parties 723.4 726.4

SunCoke Energy Inc stockholders equity net parent

investment 539.1 525.5 369.5 742.0 552.4
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Item Managements Discussion and Analysis of Financial Condition and Results of Operations

This Annual Report on Form 10-K contains certain forward-looking statements of expected future

developments as defined in the Private Securities Litigation Reform Act of 1995 This discussion contains

forward-looking statements about our business operations and industry that involve risks and uncertainties such

as statements regarding our plans objectives expectations and intentions Our future results and financial

condition may differ materially from those we currently anticipate as result of the factors we describe under

Cautionary Statement Concerning Forward-Looking Statements and Risk Factors

Unless the coniext otherwise requires references in this report to the Company we our us or

like terms when used in describing periods prior to July 18 2011 refer to the cokemaking and coal mining

operations of Sunoco prior to their transfer to the Company in connection with the Separation References when

used in describing periods after July 18 2011 refer to SunCoke Energy Inc and its subsidiaries

This Managements Discussion and Analysis of Financial Condition and Results of Operations is based

on financial data derived from the financial statements prepared in accordance with U.S generally accepted

accounting principles GAAP and certain other financial data that is prepared using non-GAAP measures

For reconciliation of these non-GAAP measures to the most comparable GAAP components see Non
GAAP Financial Measures at the end of this Item

Overview

SunCoke Energy Inc SunCoke Energy Company we our and us is the largest independent

producer of high-quality coke in the Americas as measured by tons of coke produced each year and has more

than 50 years of coke production experience Coke is principal raw material in the blast furnace steelmaking

process Coke is generally produced by heating metallurgical coal in refractory oven which releases certain

volatile components from the coal thus transforming the coal into coke

We have designed developed and built and own and operate five cokemaking facilities in the United States

U.S and designed and operate one cokemaking facility in Brazil under licensing and operating agreements on

behalf of our customer Our newest U.S cokemaking facility in Middletown Ohio commenced operations in

October 2011 bringing our total U.S cokemaking capacity from approximately 3.7 million tons of coke per year

to approximately 4.2 million tons of coke per year The cokemaking facility that we operate in Brazil has

cokemaking capacity of approximately 1.7 million tons of coke per year We have preferred stock investment

in the project company that owns the Brazil facility

Our cokemakirLg ovens utilize efficient modern heat recovery technology designed to combust the coals

volatile components liberated during the cokemaking process and use the resulting heat to create steam or

electricity for sale This differs from by-product cokemaking which seeks to repurpose the coals liberated

volatile components for other uses We have also constructed the only greenfield cokemaking facilities in the

United States in the last 25 years and are the only North American coke producer that utilizes heat recovery

technology in the cokemaking process We believe that heat recovery technology has several advantages over the

alternative by-product cokemaking process including producing higher quality coke using waste heat to

generate steam or electricity for sale and reducing environmental impact

Our Granite City facility and the first phase of our Haverhill facility or Haverhill include steam

generation facilities which use hot flue gas from the cokemaking process to produce steam The steam is sold to

third-parties pursuant to steam supply and purchase agreements Our Middletown facility and the second phase of

our Haverhill facility or Haverhill include cogeneration plants that use the hot flue
gas

created by the

cokemaking process to generate electricity The electricity is either sold into the regional power market or to AK

Steel pursuant to energy sales agreements

We own and operate coal mining operations in Virginia and West Virginia that sold approximately

1.3 million tons of metallurgical coal including internal sales to our cokemaking operations and 0.2 million tons

of thermal coal in 2012
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Incorporated in Delaware in 2010 and headquartered in Lisle Illinois we became publicly-traded

company in 2011 and our stock is listed on the New York Stock Exchange NYSE under the symbol SXC
As discussed below our two-step separation Separation from Sunoco Inc Sunoco was completed in

2012

Our Separation from Sunoco

On January 17 2012 the Distribution Date we became an independent publicly-traded company

following our separation from Sunoco Our separation from Sunoco occurred in two steps

We were formed as wholly-owned subsidiary of Sunoco On July 18 2011 the Separation Date
Sunoco contributed the subsidiaries assets and liabilities that were primarily related to its cokemaking

and coal mining operations to us in exchange for shares of our common stock As of such date Sunoco

owned 100 percent of our common stock On July 26 2011 we completed an initial public offering

IPO of 13340000 shares of our common stock or 19.1 percent of our outstanding common stock

Following the IPO Sunoco continued to own 56660000 shares of our common stock or 80.9 percent

of our outstanding common stock

On the Distribution Date Sunoco made pro-rata tax free distribution the Distribution of the

remaining shares of our common stock that it owned in the form of special stock dividend to Sunoco

shareholders Sunoco shareholders received 0.53046456 of share of common stock for every share of

Sunoco common stock held as of the close of business on January 2012 the record date for the

Distribution After the Distribution Sunoco ceased to own any shares of our common stock

Formation of Master Limited Partnership

On January 24 2013 we completed the initial public offering of master limited partnership the

Partnership through the sale of 13500000 common units of limited partner interests in the Partnership in

exchange for $233.1 million of net proceeds Of these net proceeds $67 million was retained by the Partnership

for environmental remediation capital expenditures and $12.4 million for sales discounts related to tax credits

owed to our customers Upon the closing of the Partnership offering the Partnership offering we own the

general partner of the Partnership which consists of percent ownership interest and incentive distribution

rights and we currently own 55.9 percent interest in the Partnership The key assets of the Partnership are

65 percent of our interests in each of our Haverhill and Middletown cokemaking and heat recovery facilities The

operations of the Partnership will be consolidated in our results We are also party to an omnibus agreement

pursuant to which we will provide remarketing efforts to the Partnership upon the occurrence of certain potential

adverse events under our coke sales agreements indemnification of certain environmental costs and preferential

rights for growth opportunities

In connection with the closing of the Partnership offering we repaid $225.0 million of our Term Loan and

entered into an amendment to our Credit Agreement The Partnership issued $150.0 million of Senior Notes and

entered into $100.0 million revolving credit facility For more detailed discussion see Liquidity and Capital

Resources

2012 Key Financial Results

Total revenues in 2012 increased 24 percent to $1914.1 million primarily due to the addition of our

Middletown operations which contributed $260.3 million to the increase The remaining increase was

primarily driven by higher sales in our Jewell Coke and Other Domestic Coke segments due to the
pass-

through of higher coal prices and transportation costs Higher sales in our Coal Mining segment which

reflect higher coal prices and increased volumes also contributed to the increase

Net income attributable to stockholders was $98.8 million in 2012 compared to $60.6 million in 2011 The

increase was due to the contribution of our Middletown facility and the strong performance of our

cokemaking operations offset by an increase in our interest cost as stand-alone financial structure and

decreased performance from our Coal Mining segment

43



Adjusted EBITDA was $265.7 million in 2012 compared to $138.8 million in 2011 due primarily to the

same factors driving the increase in net income discussed above

Cash generated from operating activities was $206.1 million in 2012 compared to $101.3 million in 2011

The increase is due primarily to full year of production at Middletown in 2012 as compared to the

2011 period Additionally changes in working capital including decline in inventory in 2012 further

contributed to ihe increase

Our Focus in 2012

In 2012 we executed on our commitments and made progress in laying the foundation for future growth

We delivered solid performance across our cokemaking operations including the start-up of our Middletown

facility We also took actions in our coal operations to address challenges caused by weak demand and low

price environment 2012 we generated cash from operating activities of $206.1 million and achieved Adjusted

EBITDA of $265.7 million Further we have positioned our business for future growth with the signing of an

agreement to form cokemaking joint venture in India with VISA Steel Limited filing permit application to

potentially build new U.S cokemaking facility and pursuing our plans for an initial public offering of master

limited partnership Our 2012 strategies and accomplishments were as follows

Execute the startup of our Middletown cokemaking operations and achieve full production

Achieve targeted domestic coke production volume of 4.0 to 4.2 million tons through continued focus on

operational excellence including safety and environmental stewardship at all facilities

Continue permitting work for potential new U.S plant in anticipation of market recovery

Continue pursuing and exploring opportunities to profitably expand our cokemaking presence in global

markets with focus on India

Improve efficiency of mining operations and implement cost reduction plans to navigate the difficult

industry environment

Pursue an initial public offering of master limited partnership for portion of our cokemaking business

Execute the ramp up of our Middletown cokemaking operations and achieve full production

We successfuly executed the start-up of our Middletown Ohio cokemaking facility and reached full

production in the first quarter of 2012 ahead of schedule The facility consists of 100 ovens which have

cokemaking capacily of 550 thousand tons of coke per year
and cogeneration facility which generates on

average approximately 45 megawatts of electricity per hour In 2012 the Middletown facility produced

602 thousand tons of coke which is in excess of 100 percent capacity utilization and contributed $289.0 million

and $59.9 million to revenues and Adjusted EBITDA respectively

Achieve targeted domestic coke production volume of 4.0 to 4.2 million tons through continued focus on

operational excellence including safety and environmental stewardship at all facilities

During 2012 we produced 4.3 million tons of coke exceeding both 100 percent capacity utilization and our

domestic coke production target of 4.0 to 4.2 million tons In addition the coal-to-coke yield performance

improved at all our domestic cokemaking facilities contributing positively to 2012 results

Operating our cokemaking facilities reliably and at low cost while producing consistently high quality coke

is critical to mainta the satisfaction of existing customers and our ability to grow with new and existing

customers We have continued to achieve reliable and cost-efficient operation of our facilities through the

SunCoke Way standardized processes procedures and management system incorporating best practices We

believe the SunCoke Way provides the foundation to achieve operational excellence at our facilities and is

essential to our future growth Our expertise at developing constructing and operating our facilities will enable

us to continue growing with current and new customers as they construct new blast furnaces and their existing

cokemaking facilities require replacement
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We are also committed to maintaining safe work environment and ensuring strict compliance with

applicable laws and regulations at our cokemaking and coal mining operations To support these objectives we

have implemented the core components of structured safety and environmental
process and will continue to

build upon this and other
processes to create robust framework for managing and monitoring safety and

environmental performance For example our coal mining operations safety performance was in the first

quartile of U.S coal mining companies in 2012 We also seek to foster good relationships with regulators

policymakers state and local officials and the communities in which we operate

Continue permitting work for potential new U.S plant in anticipation of market recovery

We are currently discussing opportunities for developing new heat recovery cokemaking facilities with

domestic steel companies Such cokemaking facilities could be either wholly-owned or developed through other

business structures As applicable our steel making customers would be expected to purchase coke production

under long-term take or pay contracts We expect such future facilities would also generate steam or electrical

power which could either be sold to the steel customer or into the local power market During 2012 we focused

on the design engineering and planning work required for potential new cokemaking facility with 120 ovens

and approximately 660 thousand tons of capacity This potential new facility may serve multiple customers while

also reserving portion of its capacity for opportunistic spot market coke sales We submitted permit

application in Kentucky for this potential facility in December 2012 and will seek customer commitments once

the permit has been received while continuing to assess alternative sites in other states We anticipate receiving

our permit in late 2013 or early 2014 Our ability to construct new facility and to enter into new commercial

arrangements is dependent upon market conditions in the steel industry The Partnership has preferential rights to

purchase our interest in this potential facility upon the completion of construction at price sufficient to provide

us with return on our invested capital equal to our weighted average cost of capital plus percent

Continue pursuing and exploring opportunities to profitably expand our cokemaking presence in global

markets with focus on India

During 2012 we actively researched number of coke business opportunities in India As part of this effort

we announced our plan to form cokemaking joint venture with VISA Steel Limited in India called VISA

SunCoke Limited VISA SunCoke Limited will be comprised of VISA Steels 400 thousand metric ton heat

recovery cokemaking facility and the facilitys associated steam generation units Upon closing we will acquire

49 percent interest in the joint venture with VISA Steel holding the remaining 51 percent We believe this joint

venture enables us to better
pursue

future opportunities to grow in India and other emerging markets We plan to

close the transaction in the first quarter of 2013 by making an investment of approximately $67 million subject

to customary closing conditions

Improve efficiency of coal operations and implement cost reduction plans

When we began 2012 our initial strategy was to expand production at our Jewell underground coal mining

operations However coal market conditions deteriorated throughout 2012 and are expected to remain weak in

2013 As we progressed through 2012 our strategy shifted and we implemented plans to reduce costs and

increase productivity in our coal operations These plans included idling certain high-cost mines consolidating

our labor force and equipment into more productive lower cost mines relocating mine sections in our largest

mine and implementing deep cut mining plans as permits are received Simultaneously we deferred our

expansion plans for our Jewell underground mines and substantially all the capital expenditures associated with

the expansion plan Jewell coal mining production was 1.1 million tons in 2012 and we do not anticipate

increasing production in 2013

In June 2011 we entered into series of coal transactions with Revelation Energy LLC Revelation
Under contract mining agreement Revelation will mine approximately 1.2 million tons of coal reserves at our

Jewell coal mining operations of which 1.0 million tons is included in our current proven and probable reserve
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estimate as of December 31 2012 Mining began in the first quarter of 2012 resulting in approximately

180 thousand tons of production which was lower than expected as result of permitting delays for portion of

the reserves We expect the remaining tons to be mined between 2013 and 2015 and anticipate 75 percent of

production to be mid-volatility metallurgical coal and 25 percent to be thermal coal In conjunction with the

Revelation agreement we intended to build train coal loading facility however we have deferred the project

and are providing load out services to Revelation from our existing facilities We are evaluating alternatives to

this load out facility in conjunction with the potential construction of new coal preparation plant for our Jewell

Coal Mining operations

Pursue an initial public offering of master limited partnership

On July 19 2012 our Board of Directors approved the formation of master limited partnership the

Partnership and the filing of registration statement to affect the initial public offering of common units

representing limited partner interests in the Partnership On January 24 2013 we completed the initial public

offering of master limited partnership through the sale of 13500000 common units of limited partner interests

in the Partnership in exchange for $233.1 million of net proceeds Of these net proceeds $67 million was

retained by the Partnership for environmental remediation capital expenditures and $12.4 million to pay sales

discounts related to tax credits owed to our customers The Partnership will benefit from favorable partnership

tax treatment and is expected to result in lower cost of capital which could provide us with potential

advantage to grow the business For more detailed discussion of the Partnership see Formation of Master

Limited Partnership

Our Focus and Outlook for 2013

In 2013 our primary focus will be to

Sustain momentum established at our cokemaking facilities

Execute initiat yes at Indiana Harbor and certain of our other domestic cokemaking facilities

Pursue domestic and international opportunities to grow the coke business

Optimize coal assets to enhance long-term strategic flexibility

Taking into account the effects of the IPO of our master limited partnership we expect 2013 net income

attributable to Suncoke Energy Inc to be in the range
of $43 million to $60 million diluted earnings per share

attributable to SunCoke Energy Inc stockholders to be in the
range

of $0.30 to $0.55 and total Adjusted

EBITDA to be in the range of $205 million to $230 million This compares to 2012 net income of $98.8 million

diluted earnings per share attributable to SunCoke Energy Inc stockholders of $1.40 and total Adjusted

EBITDA of $265.7 million We expect cash from operations in 2013 of approximately $140 million Our capital

expenditures for 2013 are expected to be approximately $133 million consisting of $58 million of on-going

capital expenditures $60 million for the refurbishment of the Indiana Harbor facility and $15 million in

environmental remediation capital

Sustain momentum at our cokemaking facilities

Given our strong cokemaking operations in 2012 and the growth initiatives we are pursuing we expect our

cokemaking business to maintain its positive momentum over the long term In 2013 we expect to produce in

excess of 4.3 million tons of coke again exceeding 100 percent capacity utilization Under the take-or-pay

provisions of our contracts the cost of coal used to make coke for our customers is passed through to them

subject to certain yield standards If we exceed those standards we recognize the benefit of using less coal to

produce the same amount of coke but still get to bill our customer based on the contracted coal-to-coke yield

standard As coal prices decline coal-to-coke yield benefits also decline as the coal prices passed through to

customers is less and therefore the benefit of exceeding the contracted yield standard is less Due to lower
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expected coal prices in 2013 we expect less benefit from better coal-to-coke yields although this will be

partially offset by sustained strong domestic cokemaking performance meaningful improvement at our Indiana

Harbor facility and the absence of start-up costs and higher operating expense recovery at our Middletown

facility Despite this reduced benefit we expect Adjusted EBITDA per ton from our cokemaking operations of

between $55 and $60 in 2013 consistent with 2012 levels

Execute initiatives at Indiana Harbor and certain of our other domestic cokemaking facilities

The initial term of our coke sales agreement at Indiana Harbor ends on September 30 2013 In preparation

for negotiation of new long-term contract we conducted an engineering study to identify major maintenance

projects necessary to preserve the production capacity of the facility In accordance with the findings of the

study we originally estimated that we would spend approximately $50 million Based on discussions with our

customer regarding their requirements for the potential contract renewal term we now estimate that we could

spend as much as $85 million We spent $14 million related to this project in 2012 and anticipate spending

$60 million in 2013 While we believe there is reasonable likelihood that we will reach agreement with our

customer for new long-term contract such an agreement may not be reached We expect to earn reasonable

return on our investment and consequently the actual level of capital expenditures may depend upon the terms of

an eventual agreement with our customer and DTE Energy Company the third party investor owning

15 percent interest in the partnership the Indiana Harbor Partnership that owns the Indiana Harbor

cokemaking facility In addition we believe the project scope will address items that may be required in

connection with the settlement of the NOVs at our Indiana Harbor facility See the section entitled Business

Legal and Regulatory RequirementsEnvironmental Matters and Compliance

Our customer also has contractual relationship to purchase steam and electricity from Cokenergy Inc

Cokenergy an independent power producer that owns and operates an energy facility including heat

recovery equipment flue gas desulfurization system and power generation plant that processes hot flue gas

from the Indiana Harbor Partnerships facility to produce steam and electricity and to reduce the sulfur and

particulate content of such flue gas The Indiana Harbor Partnership also has an agreement with Cokenergy under

which the Indiana Harbor facility supplies flue gas to Cokenergy and Cokenergy processes such flue gas The

agreement between the Indiana Harbor Partnership and Cokenergy ends on September 30 2013 In the first six

months of the final year of the agreement between the Indiana Harbor Partnership and Cokenergy the parties are

obligated to negotiate in good faith for an extension to the term of the agreement In the event that the parties

cannot reach agreement on an extension of the term of the agreement and subject to the rights of our customer to

purchase the energy facility from Cokenergy the Indiana Harbor Partnership may purchase certain assets

specifically the flue gas desulfurization system and heat recovery equipment necessary for the continued

operation of the Indiana Harbor cokemaking facility from Cokenergy at fair market value upon written notice to

Cokenergy not later than six months prior to the expiration of the agreement To the extent the Indiana Harbor

Partnership does not exercise such right Cokenergy at its option may either abandon or remove all or any of the

heat recovery equipment of the energy facility

We have undertaken capital projects to improve the reliability of the energy recovery systems and enhance

environmental performance at our Haverhill and Granite City cokemaking facilities As result of discussions

with the EPA we spent approximately $5 million related to these projects in 2012 and expect to spend

approximately $15 million in 2013 and an additional $80 million in the 2014 to 2016 timeframe $67 million of

which is to be funded with portion of the proceeds from the Partnership offering The final cost of the projects

will be dependent upon the ultimate outcome of discussions with regulators We are currently engaged in penalty

negotiations with regulators and estimate our probable loss to be approximately $2.2 million For more

information see the section entitled BusinessLegal and Regulatory RequirementsEnvironmental Matters

and Compliance
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Pursue domestic and international opportunities to grow the coke business

In 2013 we expect to continue to explore ways to grow our coke business both domestically and abroad

We expect to obtain permit for our next potential U.S facility in Kentucky in late 2013 or early 2014 and are

working to identify and pursue strategic acquisition opportunities for the Partnership in the U.S and Canada We

plan to close the VISA SunCoke joint venture in the first quarter of 2013 and are continuing to work to identify

potential follow-on international opportunities focusing initially on India

We believe that the efficiencies we have developed from our experience as the leading independent U.S

coke producer and our proven ability to provide reliable supply of coke make us well suited to purchase or

operate facilities including by-product cokemaking facilities currently operated by steelmakers or others that

would prefer to utilize the capital committed to such equipment for other purposes According to CRU in 2011

there was approximately 16 million tons of cokemaking capacity in the and Canada unaffihiated with us of

which 89 percent was owned by steel producers and 11 percent was owned by merchant providers We may

acquire make investments in or enter into commercial arrangements with respect to existing cokemaking

facilities in order to opportunistically capture market share in the United States and Canada

Optimize coal assets to enhance long-term strategic flexibility

During 2013 we will continue to reposition our mining operations to address near-term market weakness

and enhance long-term strategic flexibility In the first quarter of 2013 we continued with our plan to reduce

costs and increase productivity and implemented reduction in force This reduction in force resulted in the

termination of 52 employees eligible to receive certain payments resulting in expected restructuring charges of

$0.7 million during 2013 In addition we have and will continue to take several actions to reduce costs and

increase productivity as previously discussed Coal mining production was 1.5 million tons in 2012 and we do

not anticipate increasing production in 2013 In the fourth quarter of 2012 we negotiated coal sale contracts for

2013 and expect average sales prices in our Coal Mining segment to decrease by approximately $45 to $50 per

ton As result of these factors we expect Adjusted EBITDA for our coal mining segment to be in the range of

break-even to loss of $15 million for 2013

Items Impacting Comparability

Middletown Project Execution We successfully executed the start-up of our Middletown Ohio

cokemaking facility in October 2011 and reached full production in the first quarter
of 2012 ahead of

schedule Total costs of the project were approximately $410 million For the year
ended December 31

2012 the Middletown cokemaking facility produced 602 thousand tons of coke and contributed

$289.0 million and $59.9 million to revenues and Adjusted EBITDA respectively For the year ended

December 31 2011 the Middletown cokemaking facility produced 68 thousand tons of coke and

contributed $28.7 million and $0.3 million to revenues and Adjusted EBITDA respectively

Unreimbursed costs and start-up costs of $10.0 million of which $4.0 million related to start-up

activities in the first quarter of 2012 are included in the results of operations for the
year

ended

December 31 2012 Beginning in 2013 we expect an increase in the recovery of operating costs at

Middletown as the operating fee transitions from fixed amount per ton to budgeted amount per ton

based on ihe full recovery of expected operating maintenance costs

Indiana Harbor On September 30 2011 we acquired the 19 percent interest held by an affiliate of GE

Capital in the Partnership that owns the Indiana Harbor facility for $34.0 million As result of this

transaction we now hold an 85 percent interest in the Partnership The remaining 15 percent interest in

the Partnership is owned by an affiliate of DTE Energy Company The change in ownership percentage

contributed $4.7 million and $0.6 million to Net Income attributable to SunCoke Energy Inc for the

years ended December 31 2012 and 2011 respectively

In the fourth quarter of 2011 we clarified the interpretation of certain contract and billing items with

our customer As result coal spilled during the coke oven charging process pad coal may not be

subsequently reused for making coke for this customer unless it is included in the coal blend at zero
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cost The Company recorded expense of approximately $7.0 million for the year ended December 31

2011 related to these contract and billing issues The Company reached an agreement to settle its

contract and billing issues with ArcelorMittal during the fourth quarter of 2012 and reversed

$4.2 million of the $7.0 million charge recorded in 2011 For the
year

ended December 31 2012 the

Company recorded approximately $3.3 million in lower of cost or market adjustments on existing pad

coal inventory and is currently remarketing this pad coal to other customers

Corporate Separation Transactions Prior to the Distribution Date our operating expenses included

allocations of certain general and administrative costs of Sunoco for services provided to us by Sunoco

During 2011 we replaced most services provided by Sunoco and developed the internal functions such

as financial reporting tax regulatory compliance legal corporate governance treasury internal audit

and investor relations necessary to fulfill our responsibilities as stand-alone public company
Allocations from Sunoco were $0.6 million and $14.9 million for the years ended December 31 2012

and 2011 respectively Additionally we incurred $7.2 million in nonrecurring operating expense

related to headquarter relocation costs and costs associated with hiring key senior management

personnel during the
year

ended December 31 2011

Loss on Firm Purchase Commitments During 2011 we estimated that Indiana Harbor would fall

short of its 2011 annual minimum coke production requirements by approximately 122 thousand tons

Accordingly we entered into contracts to procure approximately 133 thousand tons of coke from third

parties However the coke prices in the purchase agreements exceeded the sales price in our contract

with ArcelorMittal This pricing difference resulted in an estimated loss on firm purchase commitments

of $18.5 million $12.2 million attributable to net parent investment and $6.3 million attributable to

noncontrolling interest all of which was recorded during the first quarter of 2011 In the remainder of

2011 the Company recorded lower of cost or market adjustments of $1.9 million $1.4 million

attributable to SunCoke Energy Inc./net parent investment and $0.5 million attributable to

noncontrolling interests on this purchased coke In the second quarter of 2011 the Company sold

38 thousand tons of this coke to ArcelorMittal Operational improvements at Indiana Harbor

subsequent to the first quarter of 2011 increased coke production for the balance of 2011 and Indiana

Harbor was able to meet its 2011 contractual requirements with ArcelorMittal

In the third quarter of 2011 the Company entered into an agreement to sell approximately 95 thousand

tons of this purchased coke to customer on consignment basis that will expire as amended on the

earlier of April 30 2013 or full consumption of and payment for the coke The customer did not

consume any coke in fiscal 2011 The customer consumed approximately 73 thousand tons of

consigned coke during 2012 and the remaining 22 thousand tons during January 2013

Black Lung Obligations The Patient Protection and Affordable Care Act PPACA which was

implemented in 2010 amended previous legislation related to coal workers black lung obligations

PPACA provides for the automatic extension of awarded lifetime benefits to surviving spouses and

changes the legal criteria used to assess and award claims Our obligation related to black lung benefits

is estimated based on various assumptions including actuarial estimates discount rates and changes in

health care costs The impact of PPACA in 2011 as well as changes in discount rates and other

assumptions increased our black lung benefit obligation by approximately $1.8 million and

$6.0 million during 2012 and 2011 respectively

Resolution of Contract Disputes with ArcelorMittal Beginning in July 2009 ArcelorMittal initiated

legal proceedings challenging the prices charged to ArcelorMittal under the Jewell coke sales

agreement In January 2011 we participated in court ordered mediation with ArcelorMittal which

resulted in commercial resolution of the litigation The parties agreed to amend the Jewell and

Haverhill coke sales agreements effective January 2011 to eliminate the fixed coal cost adjustment

factor in the Jewell agreement and increase the operating cost and fixed fee components of the coke

price under both agreements The parties also agreed that the take-or-pay provisions of these coke sales

agreements would remain in effect through the end of the terms of these agreements in December 2020
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Prior to the settlement these take-or-pay provisions were scheduled to change in the second half of

2012 into annually adjusted provisions that would have only required ArcelorMittal to purchase coke

from us for its projected requirements above certain fixed thresholds This extension provides us

guaranteed outlet for coke production through 2020 We also expect that the settlement will

significantly reduce the concentration of our profitability in the Jewell coke sales agreement For

example with our Middletown facility in full production none of our coke sales agreements
constitute

more than approximately 20 percent of our overall operating income excluding corporate overhead

costs whereas the Jewell coke sales agreement accounted for nearly 80 percent of such income in

2010 If the amendments to the coke supply agreements had been in place during 2010 the pretax

earnings of the Jewell Coke segment would have been reduced by approximately $69 million and the

pretax earnings of our Haverhill facility included in the Other Domestic Coke segment would have

been increased by approximately $18 million We also entered into settlement agreement with

ArcelorMittal to resolve the Indiana Harbor arbitration claims This settlement was effective January

2011 and will not significantly impact our future income

Acquisition of HKCC Companies In January 2011 we acquired the HKCC Companies and its

affiliated companies for approximately $52 million consisting of net cash payment of $38 million and

contingent consideration of $14 million HKCC has 20 million tons of proven and probable coals

reserves located in Russell and Buchanan Counties in Virginia contiguous to our existing metallurgical

coal mining operations While lower production levels are anticipated in the short-term due to

unfavorable coal market conditions this acquisition has the ability to produce between 250 thousand

and 300 thousand tons of coal production annually with the potential to expand production in the

future HKCC contributed revenues and gross margin of $8.1 million and $2.1 million respectively

for the year ended December 31 2012 and contributed $19.4 million and $2.7 million to revenues and

gross margin respectively for the year ended December 31 2011

Financing Activities Prior to the IPO our primary source of liquidity was cash from operations and

borrowings from Sunoco Our funding from Sunoco was through floating-rate borrowings from

Sunoco Inc RM wholly-owned subsidiary of Sunoco The agreements between Sunoco and the

Company related to these borrowings terminated concurrent with the IPO and all outstanding advances

were settled Prior to the Separation Date we also earned interest income on $289.0 million in notes

receivable from The Claymont Investment Company Claymont then wholly-owned subsidiary of

Sunoco In connection with the Separation Sunoco contributed Claymont to SunCoke Energy As

result we no longer earn interest income for these notes as the balances and related interest are

eliminated in our consolidated results For periods prior to the Separation Date interest income

exceeded interest expense

Between July 26 2011 through December 31 2012 SunCoke Energy issued $730.0 million in debt

For periods subsequent to the Separation Date interest expense exceeded interest income For more

information see the section entitled Liquidity and Capital Resources
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Results of Operations

The following table sets forth amounts from the Combined and Consolidated Statements of Income for the

years ended December 31 2012 2011 and 2010

Years Ended December 31

2012 2011 2010

Dollars in millions

Revenues

Sales and other operating revenue $1902.0 $1527.6 $1316.5

Other income net 12.1 11.3 10.0

Total revenues 1914.1 1538.9 1326.5

Costs and Operating Expenses

Cost of products sold and operating expenses 1577.6 1305.8 1036.9

Loss on firm purchase commitments 18.5

Selling general and administrative expenses 82.0 88.7 67.2

Depreciation depletion and amortization 80.8 58.4 48.2

Total costs and operating expenses 1740.4 1471.4 1152.3

Operating income 173.7 67.5 174.2

Interest incomeaffiliate 12.5 23.7

Interest income 0.4 0.4

Interest costaffiliate 3.5 5.4
Interest cost 48.2 20.6

Capitalized interest 9.8 0.7

Total financing expense income net 47.8 1.4 19.0

Income before income tax expense 125.9 66.1 193.2

Income tax expense 23.4 7.2 46.9

Net income 102.5 58.9 146.3

Less Net income loss attributable to noncontrolling interests 3.7 1.7 7.1

Net income attributable to SunCoke Energy Inc net parent

investment 98.8 60.6 139.2

Year Ended December 31 2012 compared to Year Ended December 31 2011

Revenues Our total revenues net of sales discounts were $1914.1 million for the
year ended December 31

2012 compared to $1538.9 million for the corresponding period of 2011 Our Middletown facility contributed

$260.3 million to the increase in revenues The remaining increase was primarily driven by higher sales in our

Jewell Coke and Other Domestic Coke segments due to the pass-through of higher coal prices and transportation

costs Also contributing to the revenue increase was higher sales in our Coal Mining segment due primarily to

higher coal prices and increased volumes Sales price discounts provided to our customers in connection with

sharing of nonconventional fuel tax credits were $11.2 million and $12.9 million for 2012 and 2011 respectively

Costs and Operating Expenses Total operating expenses were $1740.4 million for the year ended December 31

2012 compared to $1471.4 million for the corresponding period of 2011 Our Middletown facility contributed

$212.3 million to the increase in operating expenses The remaining increase in cost of products sold and

operating expenses was driven by increased coal and coke volumes and higher coal mining costs Selling general

and administrative expenses SGA decreased slightly in 2012 due to favorable comparison to the prior year

which included start-up costs related to our Middletown operations and restructuring charges related to the

relocation of our corporate headquarters offset partially by higher legal costs increased headcount and higher

share-based compensation expense Depreciation depletion and amortization expense increased due to the
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addition of our Middletown cokemaking facility higher depreciation at our Coal Mining segment due to prior

year capital expenditures and accelerated depreciation taken on certain assets due to change in their estimated

useful lives

Financing Expense Net Net financing expense was $47.8 million for the year ended December 31 2012

compared to $1.4 ni illion for the year ended December 31 2011 Comparability between periods is impacted by

the financing activities discussed above

income Taxes Income tax expense
increased $16.2 million to $23.4 million for the year

ended December 31

2012 compared to $7.2 million for the corresponding period of 2011 Our effective tax rate was 18.6 percent and

10.9 percent in 2012 and 2011 respectively Our effective tax rate after deducting income attributable to

noncontrolling interests and excluding tax credits and the effects of state statutory tax rate changes was

34.8 percent
for 2012 compared to 38.3 percent for 2011 Our effective tax rate excluding the items referenced

above was lower for the
year

ended December 31 2012 as compared to the
year

ended December 31 2011

largely due to the minimized impact of permanent book to tax differences given the increase in pre-tax income

Additionally the loss of the 2010 manufacturers deduction for federal income tax purposes
in 2011 further

contributed to the decrease We were not able to utilize this tax benefit in 2011 because we had federal net

operating loss for tax purposes Nonconventional fuel tax credits decreased $3.8 million to $16.0 million for

2012 from $19.8 mllion in 2011 due to the expiration of the Haverhill nonconventional fuel tax credits on

June 30 2012 In 2012 we recorded net tax credit benefit of $1.2 million in addition to $1.9 million state tax

benefit related to state tax rate change

Year Ended December 31 2011 compared to Year Ended December 31 2010

Revenues Our total revenues net of sales discounts were $1538.9 million for the year ended December 31

2011 compared to $1326.5 million for the corresponding period of 2010 The increase was primarily driven by

higher sales in our Other Domestic Coke segment due to the pass-through of higher coal prices and an increase in

fees Higher sales in our Coal Mining segment due to higher coal prices and the contribution from HKCC

Companies also contributed to the increase in revenues Sales price discounts provided to our customers in

connection with sharing of nonconventional fuels tax credits were $12.9 million and $12.0 million for the year

ended December31 2011 and 2010 respectively

Costs and Operating Expenses Total operating expenses were $1471.4 million for the year ended December 31

2011 compared to $1152.3 million for the corresponding period of 2010 The increase in cost of products sold

and operating expenses was driven by higher purchased coal costs increased coal and coke volumes and higher

coal mining costs SGA expense increased $21.5 million in 2011 due to higher corporate expenses
associated

with public company readiness increased headcount and relocation costs and higher pre-start up Middletown

costs SGA expenses in 2010 included legal fees and settlement charges related to the resolution of the Jewell

Coke contract amendments and settlement agreement with ArcelorMittal that resolved Indiana Harbor

arbitration claims lepreciation depletion and amortization expense increased due to the addition of the

Middletown cokemaking facility the acquisition of HKCC and higher depreciation at our Granite City facility

due to prior year capital expenditures

Financing Expense income Net Net financing expense was $1.4 million for the year ended December 31

2011 compared to Sl9.0 million in net financing income for the year ended December 31 2010 The 2011 period

reflects $20.6 million of interest expense associated with the issuance of debt and $10.8 million decrease in

interest income from Claymont former Sunoco subsidiary offset by $9.1 million increase in capitalized

interest related to capital projects Beginning in the third quarter of 2011 the Company used its external interest

rate as basis for capitalizing interest which was higher than historical rates

Income Taxes Income tax expense decreased $39.7 million to $7.2 million for the
year

ended December 31

2011 compared to S46.9 million for the corresponding period of 2010 Our effective tax rate was 10.9 percent

and 24.3 percent respectively Our effective tax rate after deducting income attributable to noncontrolling
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interests and excluding tax credits and the effects of the Indiana and Illinois statutory rate changes recorded

during the second and third quarters of 2011 was 38.3 percent for the year ended December 31 2011 compared

to 35.4 percent for the corresponding period of 2010 Our effective tax rate excluding the items referenced

above was higher for the
year ended December 31 2011 compared to December 31 2010 largely due to the loss

of the 2010 manufacturers deduction for federal income tax purposes We were not able to utilize this tax benefit

in 2011 because we had federal net operating loss for tax purposes Nonconventional fuel tax credits increased

$0.8 million to $19.8 million for the 2011 period from $19.0 million in the same period of 2010 driven by

increased production from the Granite City and Haverhill cokemaking facilities

Results of Reportable Business Segments

We report our business results through four segments

Jewell Coke consists of our cokemaking operations located in Vansant Virginia

Other Domestic Coke consists of our Indiana Harbor Haverhill and Granite City cokemaking and heat

recovery operations located in East Chicago Indiana Franklin Furnace Ohio and Granite City Illinois

respectively Beginning in the fourth quarter of 2011 our Other Domestic Coke segment included our

Middletown Ohio facility

International Coke consists of our operations in Vitória Brazil where we operate cokemaking facility

for Brazilian subsidiary of ArcelorMittal and

Coal Mining consists of our metallurgical coal mining activities conducted in Virginia and West

Virginia In addition we have included the results of the HKCC Companies that we acquired in

January 2011 in this segment from the date of acquisition

Our coke sales agreements in our Jewell Coke and Other Domestic Coke segments contain highly similar

contract provisions Specifically each agreement includes

Take-or-Pay Provisions Substantially all of our current coke sales are under take-or-pay contracts that

require us to produce the contracted volumes of coke and require the customer to purchase such

volumes of coke up to specified tonnage maximum or pay the contract price for any tonnage they

elect not to take As result our ability to produce the contracted coke volume and performance by our

customers are key determinants of our profitability We do not have any significant spot coke sales

accordingly spot prices for coke do not generally affect our revenues

Coal Cost Component with Pass-Through Provisions The largest cost component of our coke is the

cost of purchased coal including any transportation or handling costs Under the contracts at our

cokemaking facilities in the Other Domestic Coke segment coal costs are pass-through component of

the coke price provided that we realize certain targeted coal-to-coke yields When targeted coal-to-

coke yields are achieved the price of coal is not significant determining factor in the profitability of

these facilities although it does affect our revenue and cost of sales for these facilities in approximately

equal amounts However to the extent that the actual coal-to-coke yields are less than the contractual

standard we are responsible for the cost of the excess coal used in the cokemaking process

Conversely to the extent our actual coal-to-coke yields are higher than the contractual standard we

realize gains As coal prices decline the benefits associated with favorable coal-to-coke yields also

decline

Under the Jewell coke sales agreement prior to January 2011 the component of the coke price

attributable to coal was equal to the delivered cost of coal applicable to our sales to ArcelorMittal from

our Haverhill facility increased by the application of fixed adjustment factor As result of this

pricing formula as coal prices increased the profitability of our Jewel facility increased and as coal

prices decreased the profitability of our Jewell cokemaking facility decreased The coal supply for our

Haverhill cokemaking facility has generally been purchased under contracts with terms of one- to two
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years Accordingly these coal costs were most impacted by market prices at the time these agreements

were entered into and were generally not responsive to changes in coal prices during the year The

impact of coal prices on Jewell Coke profitability has therefore lagged the market for spot coal prices

Beginning January 2011 as result of the settlement agreement with ArcelorMittal discussed above the

coal component of the price of coke under the Jewell coke sales agreement was amended The coal

component of the Jewell coke price will now be fixed annually for each calendar year based on the

weighted-average contract price of third-party coal purchases at our Haverhill facility applicable to

ArcelorMittal coke sales To the extent that contracts for third-party coal purchases at our Haverhill facility

convert to pricing mechanisms of less than year the Jewell coke price will be adjusted accordingly

during that year The fixed adjustment factor has been eliminated and as result coal prices will no longer

significantly affect the financial results of the Jewell Coke segment Beginning in the first quarter of 2012

the intersegment coal price charged to the Jewell Coke segment is reflective of the contract price Jewell

Coke charges its customers Prior year periods have been adjusted to reflect this change

Operating Cost Component with Pass-Through or Inflation Adjustment Provisions Our coke prices

include an operating cost component Operating costs under three of our coke sales agreements are

passed through to the respective customers subject to an annually negotiated budget in some cases

subject to cap annually adjusted for inflation and we share any difference in costs from the budgeted

amounts with our customers Under our other two coke sales agreements the operating cost component

for our coke sales are fixed subject to an annual adjustment based on an inflation index Accordingly

actual operating costs can have significant impact on the profitability of all our domestic cokemaking

facilities

At Middletown our actual coal-to-coke yields were lower than the contractual standard in 2011 due to

the start-up
of operations which lowered operating income by $1.0 million Coal-to-coke yields at

Middletown were near break-even in 2012 due to improved performance in the second half of the year

Fixed Fee Component Our coke prices also include per ton fixed fee component for each ton of

coke sold to the customer and is determined at the time the coke sales agreement is signed and is

effective for the term of each sales agreement

Tax Component Our coke sales agreements also contain provisions that generally permit the pass-

through of all applicable taxes other than income taxes related to the production of coke at our

facilities

Coke Transportation Cost Component Where we deliver coke to our customers via rail our coke

sales agreements also contain provisions that permit the pass-through of all applicable transportation

costs relai to the transportation of coke to our customers

Our domestic coke facilities have also realized and some continue to realize certain federal income tax

credits Specifically energy policy legislation enacted in August 2005 created nonconventional fuel tax credits

for U.S federal income tax purposes pertaining to portion of the coke production at our Jewell cokemaking

facility all of the production at our Haverhill and Granite City cokemaking facilities and all future domestic

cokemaking facilities placed into service by January 2010 The credits cover four-year period effective the

later of January 2006 or the date any new facility is placed into service prior to January 2010 The credits

attributable to production from the second phase of our Haverhill expired in June of 2012 and those attributable

to production at our Granite City facility will expire in September of 2013 In 2012 2011 and 2010 the value of

these credits was approximately $15.35 $15.02 and $14.67 per ton of coke produced at facilities eligible to

receive credits respectively We have shared portion of the tax credits with AK Steel for sales from the second

phase of our Haverhill facility and continue to share portion of the tax credits with U.S Steel for sales from our

Granite City facility through discounts to the sales price of coke

We received federal income tax credits for coke production from the second phase of our Haverhill facility

through June 30 2012 and are currently receiving federal income tax credits for coke production from our

Granite City cokemaking facility To the extent Sunoco ultimately utilizes federal income tax credits for coke
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production for which it qualified prior to the Distribution we expect to share portion of the value of such

credits with our customers but we will not receive the benefits of such credits on our consolidated federal

income tax return pursuant to the tax sharing agreement we entered into in connection with our separation from

Sunoco Sales price discounts provided to our customers in connection with sharing of nonconventional fuels tax

credits which are reflected in the operating results of the Other Domestic Coke segment totaled $11.2 million

$12.9 million and $12.0 million in the 2012 2011 and 2010 periods respectively Following the Distribution we

will share portion of the tax credits when we utilize the benefits of such credits on our consolidated federal

income tax return As result of these discounts our pretax results for these facilities reflect the impact of these

sales discounts while the actual tax benefits are reflected as reduction of income tax expense Accordingly

when the tax credits expire the results of our Other Domestic Coke segment will increase but this increase will

be more than offset by the increase in our income tax expense

Revenues from our International Coke segment are derived from licensing and operating fees based upon

the level of production from Brazilian subsidiary of ArcelorMittal Our revenues also include the full pass-

through of the operating costs of the facility We also receive an annual preferred dividend on our preferred stock

investment in the Brazilian project company that owns the facility In general the facility must achieve certain

minimum production levels for us to receive the preferred dividend Recently we have reduced production at our

Brazilian cokemaking facility at the request of our customer These decreases to production do not impact the

receipt of our preferred dividend

Revenues from our Coal Mining segment are generated largely from sales of coal to the Jewell cokemaking

facility for conversion into coke Some coal is also sold to our other domestic cokemaking facilities Coal sales to

third parties have historically been limited but they have increased as result of the HKCC acquisition and our

contract mining arrangement with Revelation Intersegment coal revenues for sales to the Jewell Coke and Other

Domestic Coke segments are based on prices that third parties or coke customers of the Other Domestic Coke

segment have agreed to pay for our coal and which approximate the market price for this quality of metallurgical

coal Most of the coal sales to these third parties and facilities are under contracts with one- to two-year terms

and as result coal revenues lag the market for spot coal prices Accordingly the revenues from the Coal Mining

segment are most affected by the timing of the execution of coal sales agreements with third parties or the

customers of our Other Domestic Coke segment Coal production costs are the other critical factor in the

financial results of the Coal Mining segment

Overhead expenses that can be identified with segment have been included as deductions in determining

operating results of our business segments and the remaining expenses have been included in Corporate and

Other

Management believes Adjusted EBITDA is an important measure of operating performance and is used as

the primary basis for the Chief Operating Decision Maker CODM to evaluate the performance of each of our

reportable segments Adjusted EBITDA should not be considered substitute for the reported results prepared in

accordance with US GAAP See Non-GAAP Financial Measures at the end of this Item
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Segment Operating Data

The following tables set forth the sales and other operating revenues and Adjusted EBITDA of our segments

and other financial and operating data for the years ended December 31 2012 2011 and 2010

Years Ended December 31

2012 2011 2010

Dollars in millions

Sales and other operating revenues

Jewell Coke 286.4 257.6 298.0

Jewell Coke intersegment sales 5.8

Other Domestic Coke 1530.4 1187.5 979.5

International Coke 36.9 38.0 38.4

Coal Mining 48.3 44.5 0.6

Coal Mining intersegment sales 203.4 183.6 159.9

Elimination of intersegment sales 203.4 183.6 165.7

Total $1902.0 $1527.6 $1316.5

Adjusted EBITDA

Jewell Coke 50.5 46.1 123.9

Other Domestic Coke 198.9 87.7 85.6

International Coke 11.9 13.7 15.0

Coal Mining 33.4 35.5 24.0

Corporate and Other 29.0 44.2 14.1

Total 265.7 138.8 234.4

Coke Operating Data

Capacity Utilization percent

Jewell Coke 97 98 99

Other Domestic Coke 103 100 97

Total 102 100 97

Coke production votumes thousands of tons

Jewell Coke 699 707 715

Other Domestic Coke2 3643 3055 2879

Total 4342 3762 3594

International Coke productionoperated facility thousands of tons 1209 1442 1636

Coke sales volumes thousands of tons

Jewell Coke3 710 702 721

Other Domestic Coke4 3635 3068 2917

Total 4345 3770 3638

Domestic Coke Adjusted EBITDA per
ton5 57.40 35.49 57.59

Coal Operating Data6

Coal sales volumes thousands of tons

Internal use 1149 1128 1275

Third parties 351 326

Total 1500 1454 1277

Coal production thousands of tons 1476 1364 1104

Purchased coal thousands of tons 42 117 149

Coal sales price per ton excludes transportation costs7 167.23 156.52 $125.39

Coal cash production cost per ton 144.90 132.27 $105.92

Purchased coal cost per ton8 93.77 103.11 87.74

Total coal production cost per ton9 $152.75 137.23 $108.67

56



See definition of Adjusted EBITDA and reconciliation to GAAP below

Includes Middletown production volumes of 602 thousand tons and 68 thousand tons for 2012 and 2011

respectively

Excludes 17 thousand tons of internal coke sales to our Indiana Harbor cokemaking operations during 2010

Excludes 73 thousand tons of consigned coke sales for 2012 Includes Middletown sales volumes of

597 thousand tons and 68 thousand tons for 2012 and 2011 respectively

Reflects Jewell Coke plus Other Domestic Coke Adjusted EBITDA divided by U.S coke sales volume

Includes production from Company and contract-operated mines inclusive of our Revelation contract-

mining arrangement

Includes sales to affiliates including sales to Jewel Coke established via transfer pricing agreement The

transfer price per ton to Jewell Coke was $179.30 $165.00 and $130.28 for 2012 2011 and 2010

respectively

Costs of purchased raw coal divided by purchased coal volume

Cost of mining and preparation costs purchased raw coal costs and depreciation depletion and

amortization divided by coal sales volume Depreciation depletion and amortization per ton were $11.76

$8.89 and $6.04 for 2012 2011 and 2010 respectively

Analysis of Segment Results

Year Ended December 31 2012 compared to Year Ended December 31 2011

Jewel Coke

Sales and Other Operating Revenue

Sales and other operating revenue increased $28.8 million or 11.2 percent to $286.4 million in 2012

compared to $257.6 million in 2011 The pass-through of higher coal costs and higher volumes contributed

$20.2 million and $2.9 million respectively to the increase in segment sales and other operating revenues in

2012 The remaining $5.7 million increase was primarily driven by higher pass-through of transportation costs

and increased operating expense recovery

Adjusted EBITDA

Beginning in the first quarter of 2012 the intersegment coal price charged to the Jewel Coke segment is

reflective of the contract price Jewell Coke charges its customers Prior year periods have been adjusted to reflect

this change

Adjusted EBITDA from our Jewel Coke segment increased $4.4 million or 9.5 percent to $50.5 million

for 2012 compared to $46.1 million for 2011 More favorable coal-to-coke yields increased Adjusted EBITDA

by $3.0 million for 2012 The remaining $1.4 million increase relates primarily to lower allocation of corporate

costs for 2012 as compared to 2011

Depreciation expense which is not included in segment profitability increased $0.5 million from

$4.9 million in 2011 to $5.4 million in 2012

Other Domestic Coke

Sales and Other Operating Revenue

Sales and other operating revenue increased $342.9 million or 28.9 percent to $1530.4 million in 2012

compared to $1187.5 million in 2011 Our Middletown facility commenced operations in the fourth quarter of

2011 and contributed $260.3 million to the increase in sales for 2012 Excluding Middletown the increase was

mainly attributable to higher pricing driven by the pass-through of higher coal costs which contributed

$47.9 million of the increase Approximately $18.9 million of the increase was related to higher fees for the

reimbursement of operating and transportation costs Coke sales volumes excluding Middletown also increased
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38 thousand tons or percent in 2012 compared to 2011 which contributed $14.2 million of the increase

Capacity utilization in 2012 was 103 percent an increase from 100 percent in 2011 which favorably impacted

volume and sales at each of our facilities Decreased sales discounts due to the expiration of federal income tax

credits at our Haverhill facility in June 2012 increased revenues approximately $1.7 million in 2012 Revenues in

2012 also benefited approximately $4.2 million from the settlement of billing dispute with ArcelorMittal during

the fourth quarter of 2012 These increases were partially offset by decrease in energy pricing which lowered

sales and other operating revenue by $4.3 million for 2012

Adjusted EBITDA

Other Domestic Coke Adjusted EBITDA increased $111.2 million or over 126.8 percent to $198.9 million

for 2012 compared to $87.7 million in 2011 The contribution of our Middletown facility increased Adjusted

EBITDA by $60.2 million for 2012 The Middletown results included approximately $10.0 million of

unreimbursed costs $4.0 million of which is associated with start-up activities in the first quarter of 2012

Excluding Middletown Adjusted EBITDA increased $51.0 million

Increased coal cost recovery of $35.1 million and increased operating cost recovery of $8.1 million which

was primarily driven by improved performance at our Indiana Harbor and Granite City facilities contributed

primarily to the increase Increased volumes contributed an additional $4.2 million to the increase in Adjusted

EBITDA and the settlement of billing dispute with ArcelorMittal during the fourth quarter of 2012 also

contributed an additional $11.2 million when compared to the prior period These increases were partially offset

by decreases of $7.6 million primarily related to decreased energy sales due primarily to lower pricing and an

increase in selling general and administrative expenses due primarily to an increase in legal costs

Depreciation expense which is not included in segment profitability increased $16.6 million to

$55.3 million in 2012 from $38.7 million in 2011 primarily due to the impact of Middletown operations and

accelerated depreciation taken on certain assets due to change in their estimated useful lives

International Coke

Sales and Other Operating Revenue

Sales and other operating revenue decreased $1.1 million or 2.9 percent to $36.9 million in 2012 compared

to $38.0 million in 2011 due to decrease in volumes of 233 thousand tons or 16.2 percent partially offset by

higher pass-through of operating costs The decrease in volumes was due to request from our customer and

does not impact our ability to receive our preferred dividend

Adjusted EBITDA

Adjusted EBITDA in the International Coke segment decreased $1.8 million or 13.1 percent to

$11.9 million in 2012 compared to $13.7 million in 2011 The decrease is due primarily to higher legal costs

decreased volumes an unfavorable comparison to prior year due to an operating expense reimbursement in 2011

This was partially offset by increased operating expense recovery

Depreciation expense which is not included in segment profitability was insignificant in both 2012 and

2011

Coal Mining

Sales and Other Operating Revenue

Total sales and other operating revenue including intersegment sales increased by $23.6 million or

10.3 percent to $251.7 million in 2012 compared to $228.1 million in 2011 The increase in sales and other

operating revenue is due to an increase in coal sales price per ton of $10.71 or 6.8 percent to $167.23 in 2012

from $156.52 in 20F Additionally volume increased 46 thousand tons or 3.2 percent for 2012
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Third party sales in 2012 increased $3.8 million or 8.5 percent to $48.3 million in 2012 from $44.5 million

in 2011 due primarily to an increase in volume of 25 thousand tons or 7.7 percent Pricing for third party sales

was essentially flat in 2012 as compared to 2011

Sales and other operating revenue is historically generated largely from sales of coal to the Jewell

cokemaking facility and our other domestic cokemaking facilities Beginning in the first quarter of 2012

intersegment coal revenues for sales to Jewell Coke are reflective of the contract price Jewell Coke charges its

customer Prior year periods have been adjusted to reflect this change Intersegment sales increased

$19.8 million or 10.8 percent to $203.4 million in 2012 compared to $183.6 million in 2011 due mainly to an

increase in price to $176.98 per ton in 2012 from $162.69 per ton in 2011 Internal sales volumes increased

21 thousand tons or 1.9 percent in 2012 as compared to 2011 contributing marginally to the increase

Adjusted EBITDA

Adjusted EBITDA decreased $2.1 million or 5.9 percent to $33.4 million in 2012 from $35.5 million in

2011

The decrease in Adjusted EBITDA was driven primarily by higher average coal cash production costs per

ton caused by increased reject rates early in the year increased labor costs due to higher wage rates and the

implementation of new bonus program and higher royalty and trucking payments The remainder of the

decrease was primarily related to lower sales of hi-volatile and thermal coal despite increased overall volumes

and selling prices Coal cash production costs per ton increased over the prior year due to change in the mix of

coal produced with hi-volatile and thermal coals representing smaller portion of production in the current year

Because mid-volatile coal is generally more costly to mine as compared to hi-volatile and thermal coal

production our shift toward mid-volatile production in response to weaker hi-volatile and thermal market

conditions increased the average cash production cost per ton in the current year These decreases to Adjusted

EBITDA were partially offset by an increase in the favorable fair value adjustment related to our HKCC

contingent consideration arrangement of $2.3 million from $1.9 million in 2011 to $4.2 million in 2012

The combined impact of these factors resulted in coal production costs increasing to $152.75 per ton in 2012

from $137.23 per ton in 2011 and coal cash production costs increasing to $144.90 per ton in 2012 from

$132.27 per ton in 2011

Depreciation expense which is not included in segment profitability increased $4.7 million from

$12.9 million in 2011 to $17.6 million in 2012 due primarily to capital expenditures for mining equipment in the

prior year

Corporate and Other

Corporate expenses decreased $15.2 million or 34.4 percent to $29.0 million in 2012 compared to

$44.2 million in 2011 The decrease in corporate expenses was driven by lower relocation costs of $7.4 million

increased allocations of corporate costs of $7.2 million decreased consulting and outside service cost of

$7.2 million and favorable comparison to the prior year period which included approximately $3.6 million of

start-up costs related to our Middletown operations These decreases were partially offset by increased costs of

$10.2 million primarily related to share-based compensation expense and increased incentive compensation

expense in 2012

Depreciation expense which is not included in segment profitability increased $0.5 million from

$1.7 million in 2011 to $2.2 million in 2012 The increase in depreciation is primarily due to increased capital

expenditures in the current period partially offset by accelerated depreciation and asset write-offs resulting from

our corporate headquarters relocation in the prior year
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Year Ended December 31 2011 compared to Year Ended December 31 2010

Jewel Coke

Sales and Other Operating Revenue

Sales and other operating revenue decreased $40.4 million or 13.5 percent to $257.6 million in 2011

compared to $298.0 million in 2010 Comparability between periods was impacted by the ArcelorMittal contract

amendments As result of the amendments the absence of the fixed adjustment factor decreased sales revenue

by $96.8 million while higher operating cost and fixed fee components from the amendments increased sales

revenues by $28.0 million over the prior year period The combination of these factors resulted in net decrease

of $68.8 million over the prior year period Sales revenue further decreased $10.3 million due to decreased

external sales in 2011 compared to the prior year period These factors were partially offset by higher average

coal and transportation costs and an increase in tons sold to ArcelorMittal which increased sales revenue by

$32.6 million $3.4 million and 28 million respectively

Adjusted EBITDA

Adjusted EBITDA from our Jewell Coke segment decreased $77.8 million or 62.8 percent to $46.1 million

in 2011 compared to $123.9 million in 2010 Comparability between periods is impacted by the ArcelorMittal

contract amendments which decreased segment earnings by $68.8 million Beginning in the first quarter of 2012

the intersegment coal price charged to the Jewell Coke segment is reflective of the contract price Jewell Coke

charges its customers Prior year periods have been adjusted to reflect this change

Internal coal transfer pricing increased from $130.28 per ton in 2010 to $165.00 per ton in 2011 subsequent

to the transfer price adjustment referenced above and negatively impacted Jewell Coke segment earnings by

$36.1 million with corresponding increase in the earnings of the Coal Mining segment Other items including

the absence of attractively priced spot coke sales that occurred in the prior year the consolidated elimination of

intersegment coke sales in the prior period and higher operating expenses in the current period further reduced

segment earnings by an aggregate of $11.6 million Excluding the impact of these spot coke sales and

intersegment coke sales the impact of volume changes on Adjusted EBITDA was flat The impact to earnings

due to these higher coal costs and other items was partially offset by $38.7 million of higher revenues primarily

due to the pass-through of higher coal prices

Depreciation expense which is not included in segment profitability increased $0.5 million from

$4.4 million in 2010 to $4.9 million in 2011

Other Domestic Coke

Sales and Other Operating Revenue

Sales and other operating revenue increased $208.0 million or 21.2 percent to $1187.5 million in 2011

compared to $979.5 million in 2010 The start-up of Middletown operations in the fourth quarter of 2011

contributed $28.6 million to the increase in sales Excluding Middletown the increase was mainly attributable to

higher pricing driven by the pass-through of higher coal costs which contributed $115.9 million of the increase

Higher fixed fee revenue and fees for the reimbursement of operating costs contributed $34.9 million to sales

revenue Coke sales volumes also increased 83 thousand tons or percent in 2011 compared to 2010 which

contributed $27.8 million of the increase Capacity utilization in 2011 was 100 percent and increased from

97
percent

in 2010 Increased capacity utilization at Indiana Harbor and Granite City favorably impacted volume

and sales including energy sales Sales decreased by $7.0 million in 2011 due to resolution of certain contract

and billing issues with our customer at Indiana Harbor
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Adjusted EBITDA

Other Domestic Coke Adjusted EBITDA increased $2.1 million or 2.5 percent to $87.7 million for 2011

compared to $85.6 million in 2010 The start-up of Middletown operations in the fourth quarter of 2011

decreased Adjusted EBITDA by $0.4 million Excluding Middletown increases in Adjusted EBITDA

attributable to contract changes and steam sales were partially offset by decreased recovery of coal and operating

costs primarily due to Indiana Harbor results in the first quarter of 2011 Sales discounts also increased

$0.9 million which are excluded from Adjusted EBITDA

Haverhill contract changes increased operating cost reimbursement and fixed fee revenue by $17.5 million

in 2011 Higher steam and power sales increased segment earnings by $6.8 million

These increases were partially offset by lower results at Indiana Harbor During the first three months of

2011 we estimated that Indiana Harbor would fall short of its 2011 annual minimum coke production

requirements by approximately 122 thousand tons We entered into contracts to procure the coke from third

parties to meet the projected volume shortfall However the coke prices in the purchase agreements exceeded the

sales price in our contract with ArcelorMittal This pricing difference resulted in an estimated loss on firm

purchase commitments of $18.5 million $12.2 million attributable to net parent investment and $6.3 million

attributable to noncontrolling interest all of which was recorded during the first three months of 2011 During

the balance of the year we recorded lower of cost or market adjustments totaling $1.9 million $1.4 million

attributable to SunCoke Energy stockholders equity and $0.5 million attributable to noncontrolling interests on

the purchased coke Operational improvements at Indiana Harbor resulting from maintenance and repairs at this

facility increased volume during the second third and fourth quarters such that coke production at Indiana

Harbor was sufficient to meet contractual requirements with ArcelorMittal Additionally higher maintenance and

repair costs to address oven reliability issues of approximately $6.4 million which was not recoverable from our

customer lowered recovery of operating costs in 2011 Finally the resolution of certain contract and billing

issues with our customer at Indiana Harbor decreased Adjusted EBITDA by $7.0 million in 2011

Selling general and administrative expenses decreased by approximately $9.1 million which was driven

primarily by settlement and legal cost incurred at Indiana Harbor in 2010 which was slightly offset by change

in the corporate allocation methodology for Granite City

Depreciation expense which is not included in segment profitability increased $3.7 million from

$35.0 million in 2010 to $38.7 million in 2011

International Coke

Sales and Other Operating Revenue

Sales and other operating revenue decreased $0.4 million or percent to $38.0 million in 2011 compared

to $38.4 million in 2010 Sales and other operating revenue decreased due to lower operating and license fees

driven by 12 percent decrease in coke production partially offset by higher pass-through of operating costs

Adjusted EBITDA

Adjusted EBITDA in the International Coke segment decreased $1.3 million or percent to $13.7 million

in 2011 compared to $15.0 million in 2010 The decrease is due primarily to lower licensing and operating fees

and higher selling general and administrative expenses in 2011 partially offset by the absence of currency

transaction losses recognized in 2010

Depreciation expense which is not included in segment profitability was insignificant in both 2011 and

2010
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Coal Mining

Sales and Other Operating Revenue

Total sales and other operating revenue increased by $67.6 million or 42.1 percent to $228.1 million in

2011 compared to $160.5 million in 2010 due to an increase in coal sales price per ton of $31.13 from $125.39 in

2010 to $156.52 in 2011 and an increase in volume of 177 thousand tons Beginning in the first quarter of 2012

the intersegment coal price charged to the Jewell Coke segment is reflective of the contract price Jewell Coke

charges its customers Prior year periods have been adjusted to reflect this change

Sales and other operating revenue is historically generated largely from sales of coal to the Jewell

cokemaking facility and our other domestic cokemaking facilities Intersegment sales increased $23.7 million or

14.8 percent to $183.6 million in 2011 compared to $159.9 million in 2010 due mainly to an increase in transfer

price from $130.28 per ton in 2010 to $165.00 per ton in 2011 The increase in price was partially offset by an

11.5 percent decrease in internal sales volume as sales to facilities in our Other Domestic Coke segment

decreased

Third party sales in 2011 increased $43.9 million from $0.6 million in 2010 to $44.5 million in 2011 Third

party sales during 2010 were insignificant Existing operations sold 150 thousand external tons in 2011 and

contributed $24.7 million to the increase The acquisition of HKCC contributed 176 thousand tons or

$19.2 million in third party sales during 2011

Adjusted EBITDA

Adjusted EBITDA increased $11.5 million to $35.5 million in 2011 from $24.0 million in 2010 Beginning

in the first quarter of 2012 the intersegment coal price charged to the Jewell Coke segment is reflective of the

contract price Jewelli Coke charges its customers Prior year periods have been adjusted to reflect this change

The increase in Adjusted EBITDA was driven by higher sales offset by higher operating costs of

$72.2 million Our existing mining operations contributed $55.6 million of the increase in operating costs This

increase was driven by increasing reject rates due to variations in the thickness and quality of coal seams lower

productivity due to labor shortages for experienced miners and regulatory compliance rnquirements incremental

costs associated with training higher wage rates and implementation of new bonus program to retain skilled

mine employees and higher royalty payments

HKCC further contributed $16.7 million in operating costs which also included $1.9 million favorable fair

value adjustment related to the HKCC contingent consideration arrangement that requires the Company to pay

the former owners of HKCC $2.00 per ton of coal for each ton produced from the real property or leased property

acquired by HKCC if production levels exceed 150 thousand tons in calendar year for period of 20 years or

until full exhaustion whichever comes sooner This fair value adjustment decreased coal production costs by

$1.32 per ton

Lower volumes of purchased coal improved Adjusted EBITDA by $1.0 million Increased selling general

and administrative expenses of $1.0 million related to the acquisition of HKCC and capital expenditures further

decreased Adjusted EBITDA for 2011 compared to 2010 Finally coal cash production costs absorbed in

inventory increased $5.8 million for 2011 compared to 2010

The combined mpact of these factors resulted in coal production costs increasing from $108.67 per ton in

2010 to $137.23 per ton in 2011 and coal cash production costs increasing from $105.92 per ton in 2010 to

$132.27 per ton in 2011

Depreciation expense which is not included in segment profitability increased $5.2 million from

$7.7 million in 2010 to $12.9 million in 2011 due primarily to the acquisition of HKCC
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Corporate and Other

Corporate expenses increased $30.1 million to $44.2 million in 2011 compared to $14.1 million in 2010

The increase in corporate expenses was driven by $14.9 million in additional headcount and fees required to

operate as public company $3.6 million in additional headcount and costs related to the planned start-up of the

Middletown operations $7.2 million in headquarters relocation costs and $2.6 million in costs related to Black

Lung obligations

Depreciation expense which is not included in segment profitability increased $0.7 million from

$1.0 million in 2010 to $1.7 million in 2011 due primarily to accelerated depreciation and asset write-offs as

result of our corporate headquarters relocation

Liquidity and Capital Resources

Prior to the Separation Date our primary source of liquidity was cash from operations and borrowings from

Sunoco Our funding from Sunoco had been through floating-rate borrowings from Sunoco Inc RM
wholly- owned subsidiary of Sunoco The agreements between Sunoco and the Company related to these

borrowings terminated concurrent with the IPO and all outstanding advances were settled pursuant to the

Separation and Distribution Agreement described in Note to the Combined and Consolidated Financial

Statements

Concurrently with the IPO SunCoke Energy also entered into the Credit Agreement dated as of July 26

2011 that provides for seven-year term loan in principal amount of $300 million the Term Loan
repayable in equal quarterly installments at rate of 1.00 percent of the original principal amount per year with

the balance payable on the final maturity date Additionally the Credit Agreement provides for up to

$75.0 million in uncommitted incremental facilities the Incremental Facilities that are available subject to the

satisfaction of certain conditions On December 15 2011 we borrowed an additional $30.0 million Term Loan as

part of the Incremental Facilities As of December 31 2012 there was $45.0 million of capacity under the

Incremental Facilities We have $325.1 million outstanding under the Term Loan as of December 31 2012

The Credit Agreement also provided for five-year $150 million revolving facility the Revolving

Facility The proceeds of any loans made under the Revolving Facility could be used to finance capital

expenditures acquisitions working capital needs and for other general corporate purposes In the fourth quarter

of 2011 we utilized the Revolving Facility to fund the completion and start-up of our Middletown facility We

did not have
any outstanding borrowings under the Revolving Facility as of December 31 2012

Concurrently with the IPO SunCoke Energy issued $400 million aggregate principal amount of senior notes

the Notes that bear interest at rate of 7.625 percent per annum and will mature in 2019 with all principal

paid at maturity

During the
year

ended December 31 2011 net proceeds from the issuance of the Notes and Term Loan

were $708.8 million which reflected discount reduction of $2.1 million and debt issuance costs and fees of

$19.1 million The net proceeds were used to repay
certain intercompany indebtedness to Sunoco of

$575.0 million and for general corporate purposes

Following the Separation Date our primary sources of liquidity are cash on hand cash from operations and

borrowings under the debt financing arrangements described above In connection with the closing of the

Partnership offering we repaid $225.0 million of our Term Loan and entered into an amendment to our Credit

Agreement The Partnership issued $150.0 million of Senior Notes Partnership Notes and entered into

$100.0 million revolving credit facility Management believes our operating cash flows and the Revolving

Facilities and the Incremental Facilities should provide sufficient funds to fund our planned operations including

capital expenditures and stock repurchases
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The following table sets forth summary of the net cash provided by used in operating investing and

financing activities for the years ended December 31 2012 2011 and 2010

Years Ended December 31

2012 2011 2010

Iollars in millions

Net cash provided by operating activities $206.1 $101.3 296.6

Net cash used in investing activities 84.1 275.7 213.9

Net cash used in provided by financing activities 10.3 261.8 45.3

Net increase in cash and cash equivalents $111.7 87.4 37.4

Cash Provided by Operating Activities

Net cash provided by operating activities increased by $104.8 million to $206.1 million for the year ended

December 31 2012 as compared to 2011 The increase was primarily attributable to the contribution to earnings

of our Middletown operations of approximately $29.4 million and decreases in working capital in 2012 versus

2011 The decrease in working capital was primarily due to $32.8 million decrease in coal inventory held in the

Other Domestic Coke segment as well as $28.1 million decrease in consigned coke inventory Coal inventory

levels were higher in 2011 due to increased purchases in the third quarter in response to force majeure events

experienced by multiple coal suppliers in the first half of 2011 This decrease in inventory was partially offset by

decreases in accounts payable due primarily to lower inventory purchases

Net cash provtded by operating activities decreased by $195.3 million to $101.3 million for the year ended

December 31 2011 The decrease was primarily attributable to increases in working capital in 2011 largely due

to an increase in coal inventory an increase in coke inventory to meet the projected shortfall at Indiana Harbor

and higher receivables offset partly by higher accounts payable related to inventory purchases The increase in

coal inventory was due in part to the start-up of Middletown operations which contributed $20.9 million to the

increase The remaining increase was in the Other Domestic Coke segment and was primarily due to an increase

in coal inventory volume that resulted from additional purchases made in the third quarter in response to

tightness in coal supply due to force majeure events experienced by coal suppliers in the first and second quarters

of 2011 Lower net income also contributed to the decrease in cash flow from operations The year ended

December 31 2010 included reduction in working capital largely attributable to lower receivables balances

from customer that deferred payment at December 31 2009

Cash Used in Investing Activities

Cash used in investing activities decreased $191.6 million to $84.1 million for the
year

ended December 31

2012 The prior year period included capital expenditures of $169.4 million related to the construction of our

Middletown facility and $37.6 million net cash used for the acquisition of the HKCC Companies The current

year period includes $4.8 million of environmental remediation capital expenditures as well as $13.7 million of

expansion capital expenditures at Indiana Harbor In addition $3.5 million payment to complete the HKCC

acquisition was made in 2012

Cash used in investing activities increased $61.8 million to $275.7 million for the year ended December 31

2011 The increase was due to higher capital expenditures primarily associated with the construction of the

Middletown facility and the acquisition of the HKCC Companies

For more detailed discussion of our capital expenditures see Capital Requirements and Expenditures

below
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Cash Used in Provided by Financing Activities

For the year ended December 31 2012 net cash used in financing activities was $10.3 million compared to

net cash provided by financing activities of $261.8 million for the year ended December 31 2011 The 2011

period included the issuance of the Notes Term Loan and Incremental Facilities described above offset by

repayments to the Sunoco affiliate and the Companys acquisition of an additional 19 percent ownership interest

in the Indiana Harbor Partnership for $34.0 million During 2012 we repurchased 603528 shares for

$9.4 million and repaid debt of $3.3 million which were partly offset by proceeds from stock option exercises of

$4.7 million

Net cash provided by financing activities of $261.8 million increased by $307.1 million for the year ended

December 31 2011 compared to the corresponding period in 2010 The increase was primarily result of the

issuance of the Notes Term Loan and Incremental Facilities described above offset by repayments to the Sunoco

affiliate and the Companys acquisition of an additional 19 percent ownership interest in the Partnership that

owns the Indiana Harbor cokemaking facility for $34.0 million

Capital Requirements Expenditures and Investments

Capital Requirements and Expenditures

Our cokemaking and coal mining operations are capital intensive requiring significant investment to

upgrade or enhance existing operations and to meet environmental and operational regulations Our capital

requirements have consisted and are expected to consist primarily of

ongoing capital expenditures required to maintain equipment reliability the integrity and safety of our

coke ovens steam generators and coal mines and to comply with environmental regulations

environmental remediation capital expenditures required to implement design changes to ensure that

our existing facilities operate in accordance with existing environmental permits and

expansion capital expenditures to acquire and/or construct complementary assets to grow our business

and to expand existing facilities such as projects that increase coal production from existing mines and

increase coke production from existing facilities as well as capital expenditures made to enable the

renewal of coke sales agreement and on which we expect to earn reasonable return

The following table summarizes ongoing environmental remediation and expansion capital expenditures

Years Ended December 31

2012 2011 2010

Dollars in millions

Ongoing capital $61.2 57.3 45.9

Environmental remediation capital 4.8

Expansion capital

Indiana Harbor 13.7

Middletown 169.4 169.7

Coal Mining i9 11.4

0.9 180.8 169.7

Total $80.6 $238.1 $215.6

Excludes the acquisition of the HKCC Companies

Our capital expenditures for 2013 are expected to be approximately $133 million of which ongoing capital

expenditures are anticipated to be approximately $58 million Ongoing capital expenditures are capital

expenditures made to replace partially or fully depreciated assets in order to maintain the existing operating

capacity of the assets and/or to extend their useful lives Ongoing capital expenditures also include new
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equipment that improves the efficiency reliability or effectiveness of existing assets Ongoing capital

expenditures do not include normal repairs and maintenance expenses which are expensed as incurred In 2013

we anticipate spending $60 million for the refurbishment of the Indiana Harbor facility and $15 million in

environmental remediation capital to enhance the environmental performance at our Haverhill and Granite City

cokemaking operations

Our business is capital intensive requiring capital to fund the construction or acquisition of assets and to

maintain such assets The level of future capital expenditures
will depend on various factors including market

conditions and customer requirements and may differ from current or anticipated levels Material changes in

capital expenditures levels may impact financial results including but not limited to the amount of depreciation

interest expense and repair and maintenance expense

Investments

In December 2012 we announced our plan to form cokemaking joint venture with VISA Steel Limited in

India The joint venture will be named VISA SunCoke Limited and will be comprised of VISA Steels heat

recovery coke plant which produces 400 thousand metric tons of coke
per year and the plants associated steam

generation units We will acquire 49 percent interest in the joint venture while VISA Steel will hold the

remaining 51 percent We expect this transaction to close in early 2013 and expect to invest approximately

$67 million in this joint venture

Contractual Obligations

The following table summarizes our significant contractual obligations as of December 31 2012

Payment Due Dates

Total 2013 2014-2015 2016-2017 Thereafter

Dollars in millions

Total Debt

Principal
725.1 3.3 6.6 6.6 $708.6

Interest 278.4 44.5 88.6 87.2 58.1

Operating leases 17.3 3.6 6.8 3.2 3.7

Purchase obligations

Coal 656.2 656.2

Transportation and coal handling2 363.0 47.4 48.6 51.4 215.6

Obligations supporting financing arrangements3 3.5 3.5

Other4 20.0 3.4 3.6 3.1 9.9

Total $2063.5 $761.9 $154.2 $151.5 $995.9

Our operating leases include leases for office space land locomotives office equipment and other property

and equipment Operating leases include all operating leases that have initial noncancelable terms in excess

of one year

Transportation and coal handling services consist primarily of railroad and terminal services attributable to

delivery and handling of coal purchases and coke sales Long-term commitments generally relate to

locations for which limited transportation options exist and match the length of the related coke sales

agreement

Represents fixed and determinable obligations to secure coal handling services at the Indiana Harbor

cokemaking facility

Primarily represents open purchase orders for materials and supplies

purchase obligation is an enforceable and legally binding agreement to purchase goods or services that

specifies significant terms including fixed or minimum quantities to be purchased fixed minimum or variable

price provisions and the approximate timing of the transaction Our principal purchase obligations in the
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ordinary course of business consist of coal and transportation and distribution services including railroad

services We also have contractual obligations supporting financing arrangements of third parties contracts to

acquire or construct properties plants and equipment and other contractual obligations primarily related to

services and materials Most of our coal purchase obligations are based on fixed prices These purchase

obligations generally include fixed or minimum volume requirements Transportation and distribution obligations

also typically include required minimum volume commitments The purchase obligation amounts in the table

above are based on the minimum quantities or services to be purchased at estimated prices to be paid based on

current market conditions Accordingly the actual amounts may vary significantly from the estimates included in

the table

Off-Balance Sheet Arrangements

Other than the arrangements described in Note 17 to the Combined and Consolidated Financial Statements

the Company has not entered into any transactions agreements or other contractual arrangements that would

result in off-balance sheet liabilities

Impact of Inflation

Although the impact of inflation has slowed in recent years it is still factor in the U.S economy and may
increase the cost to acquire or replace properties plants and equipment and may increase the costs of labor and

supplies To the extent permitted by competition regulation and existing agreements we have generally passed

along increased costs to our customers in the form of higher fees and we expect to continue this practice

Critical Accounting Policies

summary of our significant accounting policies is included in Note to the Combined and Consolidated

Financial Statements Our management believes that the application of these policies on consistent basis

enables us to provide the users of the financial statements with useful and reliable information about our

operating results and financial condition The preparation of our Combined and Consolidated Financial

Statements requires management to make estimates and assumptions that affect the reported amounts of assets

liabilities revenues and expenses and the disclosures of contingent assets and liabilities Significant items that

are subject to such estimates and assumptions consist of properties plants and equipment retirement

benefit liabilities black lung benefit obligations and deferred income taxes Although our management

bases its estimates on historical experience and various other assumptions that are believed to be reasonable

under the circumstances actual results may differ to some extent from the estimates on which our Combined and

Consolidated Financial Statements have been prepared at any point in time Despite these inherent limitations

our management believes the Managements Discussion and Analysis of Financial Condition and Results of

Operations and Combined and Consolidated Financial Statements provide meaningful and fair perspective of

our financial condition

Properties Plants and Equipment

The cost of plants and equipment is generally depreciated on straight-line basis over the estimated useful

lives of the assets Useful lives of assets which are depreciated on straight-line basis are based on historical

experience and are adjusted when changes in the expected physical life of the asset its planned use technological

advances or other factors show that different life would be more appropriate Changes in useful lives that do

not result in the impairment of an asset are recognized prospectively The lease and mineral rights are capitalized

and amortized to operations as depletion expense using the units-of-production method

Normal repairs and maintenance costs are expensed as incurred Amounts incurred that extend an assets

useful life increase its productivity or add production capacity are capitalized Direct costs such as outside labor

materials internal payroll and benefit costs incurred during the construction of new facility are capitalized

indirect costs are not capitalized Repairs and maintenance costs were $100.1 million $93.7 million and

$65.8 million for the years ended December 31 2012 2011 and 2010 respectively
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Long-lived assets other than those held for sale are reviewed for impairment whenever events or changes

in circumstances indicate that the carrying amount of the assets may not be recoverable Such events and

circumstances include among other factors operating losses unused capacity market value declines changes in

the expected physical life of an asset technological developments resulting in obsolescence changes in demand

for our products or in end-use goods manufactured by others utilizing our products as raw materials changes in

our business plans or those of our major customers suppliers or other business partners changes in competition

and competitive practices uncertainties associated with the United States and world economies changes in the

expected level of capital operating or environmental remediation expenditures and changes in governmental

regulations or actions Additional factors impacting the economic viability of long-lived assets are described

under Cautionary Statement Concerning Forward-Looking Statements

long-lived asset that is not held for sale is considered to be impaired when the undiscounted net cash

flows expected to be generated by the asset are less than its carrying amount Such estimated future cash flows

are highly subjective and are based on numerous assumptions about future operations and market conditions The

impairment recognized is the amount by which the carrying amount exceeds the fair market value of the impaired

asset It is also difficult to precisely estimate fair market value because quoted market prices for our long-lived

assets may not be readily available Therefore fair market value is generally based on the present values of

estimated future cash flows using discount rates commensurate with the risks associated with the assets being

reviewed for impairment We have had no significant asset impairments during the years ended December 31

2012 2011 and 2010

Retirement Benefit Liabilities

Pension Benefit Liabilities We have obligations totaling $37.5 million in connection with funded

noncontributory defined benefit pension plan During 2012 we contributed $4.6 million to this plan Effective

January 2011 benefits under this plan were frozen for all eligible participants In addition we have obligations

totaling $43.7 million in connection with postretirement welfare benefit plans that provide health care benefits

for substantially all of our current retirees Medical benefits under these plans were also phased out or eliminated

for most non-mining employees with less than 10 years of service on January 2011 Our future contributions

for these plans will also be subject to an annual
cap

for all those who are still eligible for these benefits The

postretirement welfare benefit plans are unfunded and have historically been paid by us subject to deductibles

and coinsurance that have been the responsibility of retirees The principal assumptions that impact the

determination of both expense and benefit obligations for our pension plan is the discount rate and the long-term

expected rate of return on plan assets The discount rate and the health care cost trend rate are the principal

assumptions that impact the determination of expense and benefit obligations for our postretirement health care

benefit plans However the impact of the health care trend rate has been greatly mitigated by the cap on our

contributions

We determine the discount rates for our pension and other postretirement welfare benefit obligations on the

measurement date by reference to annualized rates earned on high quality fixed income investments and yield-to-

maturity analysis specific to each plans estimated future benefit payments The present values of our future

pension and other postretirement welfare obligations were determined using discount rates of 3.65 and 3.30

percent respectively at December 31 2012 and 4.25 and 3.90 percent respectively at December 31 2011 Our

expense under these plans is generally determined using the discount rate as of the beginning of the year or using

weighted-average rate when curtailments settlements andlor other events require plan remeasurement The

weighted-average discount rate for the pension plan was 4.25 5.00 and 5.60 percent for 2012 2011 and 2010

respectively The weighted-average discount rate for postretirement welfare plans was 3.90 4.60 and

5.30 percent for 2012 2011 and 2010 respectively

The long-term expected rate of return on plan assets was assumed to be 6.25 percent for 2012 and

8.25 percent for each of 2011 and 2010 During the second quarter of 2012 the pension plans investment

strategy and target asset allocation for non-cash investments were modified to implement an allocation of 66
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percent to equity securities and 34 percent to investment grade fixed income securities The objective of this

strategy is to maximize the long-term return on plan assets at prudent level of risk in order to ensure adequate

funding for the Companys pension benefit obligations Prior to this change the plans investment strategy for

2012 reflected 100 percent allocation to investment grade fixed income securities with weighted average

duration approximately equal to the plans benefit obligation Following this change in asset allocation the

plans expected return on assets increased from 4.25 percent to 6.25 percent and resulted in reduction of

defined benefit plan expense of $0.6 million for fiscal 2012 long-term expected rate of return of 7.25 percent

on plan assets is anticipated to be used to determine our pension expense for 2013 The expected rate of return on

plan assets is estimated utilizing variety of factors including the historical investment return achieved over

long-term period the targeted allocation of plan assets and expectations concerning future returns in the

marketplace for both equity and fixed income securities The long-term expected rate of return for 2013 reflects

the 20 year compound average of simulated expected returns of the portfolio described above based on market

conditions as of the beginning of 2013 and reflects blended reversion to long-term normative assumptions In

determining pension expense we apply the expected rate of return to the fair market value of plan assets at the

beginning of the year

The expected rate of return on plan assets is designed to be long-term assumption It generally will differ

from the actual annual return which is subject to considerable year-to-year variability In 2011 and 2010 our

pension plan assets were invested in trust with the assets of other pension plans of Sunoco Per the Separation

and Distribution Agreement these assets were separated from the Sunoco trust in January 2012 and were

transferred to newly formed trust established for our pension plan For 2012 the pension plan assets generated

positive return of 6.8 percent compared to return of 6.7 percent for 2011 and return of 16.0 percent in 2010

For the 15-year period ended December 31 2012 the compounded annual investment return on our pension plan

assets was positive return of 6.4 percent While the 15-year period return is below our long-term expected rate

of return for fiscal 2013 we believe that this is largely result of the negative return during 2008 which was one

of the worst asset return periods in history as result of the financial crisis in the second half of that year As

permitted by existing accounting rules we do not currently recognize in pension expense the difference between

the expected and actual return on assets Rather the difference along with other actuarial gains or losses resulting

from changes in actuarial assumptions used in accounting for the plans primarily the discount rate and

differences between actuarial assumptions and actual experience are fully recognized in the Consolidated

Balance Sheets If such actuarial gains and losses on cumulative basis exceed 10 percent of the projected

benefit obligation or the fair market value of plan assets if larger the excess is amortized into net income as

component of pension or postretirement welfare benefits expense generally over the average remaining service

period of plan participants still employed with us which currently is approximately 13 years for the pension

plans and approximately years for the postretirement welfare benefit plans At December 31 2012 the

accumulated net actuarial loss gain for defined benefit and postretirement welfare benefit plans was

$16.7 million and $16.5 million respectively

Other Post-Employment Benefit Liabilities We also have unrecognized prior service benefits attributable to

our postretirement benefit plans of approximately $22.2 million at December 31 2012 which is primarily

attributable to the phase down or elimination of retiree medical benefits described above Most of the benefit of

this liability reduction will be amortized into income through 2016

The initial health care cost trend assumptions used to compute the accumulated postretirement welfare

benefit obligation were increases of 8.50 percent 9.00 percent and 7.75 percent at December 31 2012 2011 and

2010 respectively These trend rates were assumed to decline gradually to 5.00 percent in 2020 as of

December 31 2012 and December 31 2011 and to 5.00 percent in 2017 as of December 31 2010 the trend

assumption remains at that level thereafter
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Set forth below are the estimated increases in pension and postretirement welfare benefits expense and

benefit obligations that would occur in 2013 from change in the indicated assumptions

Benefit

Change in Rate Expense2 Obligations2

Dollars in millions

Pension benefits

Decrease in the discount rate 0.25% 1.1

Decrease in the long-term expected rate of return on plan

assets 0.25% $0.1 $0.9

Postretirement welfare benefits

Decrease in the discount rate 0.25% $1.0

Increase in the annual health care cost trend rates 1.00%

Represents both the increase in accumulated benefit obligation and the projected benefit obligation for our

defined benefil pension plan and the accumulated postretirement benefit welfare obligations for our

postretirement welfare benefit plans

Certain expense and benefit obligation changes are less than $0.1 million and are not reflected in the table

Black Lung Benaflt Liabilities

We have obligations related to coal workers pneumoconiosis or black lung benefits to certain of our

employees and former employees and their dependents Such benefits are provided for under Title IV of the

Federal Coal Mine Health and Safety Act of 1969 and subsequent amendments as well as for black lung benefits

provided in the states of Virginia Kentucky and West Virginia pursuant to workers compensation legislation

The Patient Protection and Affordable Care Act PPACA which was implemented in 2010 amended previous

legislation related to coal workers black lung obligations PPACA provides for the automatic extension of

awarded lifetime benefits to surviving spouses and changes the legal criteria used to assess and award claims We

act as self-insurer for both state and federal black lung benefits and adjust our liability each year based upon

actuarial calculations of our expected future payments for these benefits Charges against income for black lung

benefits amounted to $3.3 million $8.7 million and $4.8 million during the years
ended December 31 2012

2011 and 2010 respectively

Our independent actuaries annually calculate the actuarial present value of the estimated black lung liability

based on assumptions regarding disability incidence medical costs mortality death benefits dependents and

discount rates The discount rate is determined based on portfolio of high-quality corporate bonds with

maturities that are consistent with the estimated duration of our black lung obligations For the years ended

December 31 2012 2011 and 2010 the discount rate used to calculate the period end liability was 3.80 4.50 and

5.00 percent respectively 0.25 percent decrease in the discount rate would have increased 2012 coal workers

black lung expense by $1.2 million

The estimated liability recognized in our financial statements at December 31 2012 and 2011 was

$34.8 million and $33.5 million respectively Changes in actuarial assumptions including the discount rate and

mortality assumptions increased our black lung obligation by approximately $1.8 million at December 31 2012

For the year ended December 31 2012 we paid black lung benefits of approximately $2.1 million Our

obligations with respect to these liabilities are unfunded at December 31 2012

Deferred Income Taxes

Prior to the Distribution Date SunCoke Energy and certain subsidiaries of Sunoco were included in the

consolidated federal and certain consolidated combined or unitary state income tax returns filed by Sunoco

However SunCoke Energys provision for income taxes and the deferred income tax amounts reflected in the

Combined and Consolidated Financial Statements have been determined on theoretical separate-return basis
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Prior to the Separation Date any current federal and state income tax amounts were settled with Sunoco under

previous tax sharing arrangement Under this previous tax sharing arrangement net operating losses and tax

credit carryforwards generated on theoretical separate-return basis could be used to offset future taxable income

determined on similarbasis Such benefits were reflected in the Companys deferred tax assets

notwithstanding the fact that such net operating losses and tax credits may actually have been realized on

Sunocos consolidated income tax returns or may be realized in future Sunoco consolidated income tax returns

for periods through the Distribution Date Our Consolidated Balance Sheets as of December 31 2011 included

deferred income taxes assets net of valuation allowances attributable to tax credits and net operating loss

carryforwards determined on theoretical separate-return basis totaling $72.2 million

On the Separation Date SunCoke Energy and Sunoco entered into new tax sharing agreement that governs

the parties respective rights responsibilities and obligations with respect to tax liabilities and benefits tax

attributes the preparation and filing of tax returns the control of audits and other tax proceedings and other

matters regarding taxes Under the tax sharing agreement certain deferred tax assets attributable to net operating

losses and credit carry forwards which had been reflected in SunCoke Energys balance sheets prior to the

Separation Date on standalone theoretical basis are no longer realizable by SunCoke Energy Accordingly

after the Separation Date current and deferred tax benefits totaling $229.2 million were eliminated from the

Consolidated Balance Sheets with corresponding reduction in SunCoke Energys equity accounts $85.8 million

and $143.4 million of which were eliminated in the year ended December 31 2012 and 2011 respectively

As of December 31 2012 SunCoke Energy estimates that all tax benefits have been settled under the

provisions of the tax sharing agreement SunCoke Energy will continue to monitor the full utilization of all tax

attributes when the respective tax returns are filed and will consistent with the terms of the tax sharing

agreement record additional adjustments when necessary Any additional adjustments will be recorded through

income

We are currently receiving federal income tax credits for coke production from our Granite City

cokemaking facility and received credits from the second phase of our Haverhill cokemaking facility through

June 30 2012 These tax credits are earned for each ton of coke produced and sold and expire four
years after the

initial coke production at the facility The tax credit eligibility for coke production from the second phase of the

Haverhill facility expired in June 2012 and the tax credit eligibility for coke production from the Granite City

facility will expire in September 2013 In 2012 2011 and 2010 the value of the credits was approximately

$15.35 per ton $15.02 per ton and $14.67 per ton of coke produced at facilities eligible to receive credits

respectively We share with our customers portion of the value of these credits when utilized through sales

discounts to their respective coke prices Sales discounts provided to our customers were $11.2 million

$12.9 million and $12.0 million in 2012 2011 and 2010 respectively To the extent Sunoco ultimately utilizes

federal income tax credits for coke production for which it qualified prior to the Distribution we expect to share

portion of the value of such credits with our customers but pursuant to the tax sharing agreement we entered

into in connection with our separation from Sunoco we will not receive the benefits of such credits on our

consolidated federal income tax return At December 31 2012 we had $36.2 million accrued related to sales

discounts that had not yet been shared with our customers

See Note to our Combined and Consolidated Financial Statements for additional information

Arrangements Between Sunoco and SunCoke Energy Inc

In connection with the IPO SunCoke Energy and Sunoco entered into certain agreements that effected the

separation of SunCoke Energys business from Sunoco provided framework for its relationship with Sunoco

after the separation and provided for the allocation between SunCoke Energy and Sunoco of Sunoco assets

employees liabilities and obligations attributable to periods prior to at and after SunCoke Energys separation

from Sunoco
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Separation and Distribution Agreement On the Separation Date SunCoke Energy and Sunoco entered into

the separation and distribution agreement which set forth the agreements between SunCoke Energy and Sunoco

regarding the principal corporate transactions required to effect SunCoke Energys separation from Sunoco the

IPO and the distribution if any of SunCoke Energys shares to Sunocos shareholders and other agreements

governing the relationship between Sunoco and SunCoke Energy

The separation and distribution agreement identified assets to be transferred liabilities to be assumed and

contracts to be assigned to each of SunCoke Energy and Sunoco as part of the separation of Sunoco into two

companies Except as expressly provided all assets were transferred on an as is where is basis In general

each party to the separation and distribution agreement assumed liability for all pending threatened and

unasserted legal matters related to its own business or its assumed or retained liabilities and will indemnify the

other party for any liability to the extent arising out of or resulting from such assumed or retained legal matters

In addition the separation and distribution agreement provides for cross-indemnities principally designed to

place financial responsibility for the obligations and liabilities of SunCoke Energys business with SunCoke

Energy and financial responsibility for the obligations and liabilities of Sunocos business with Sunoco

The separation and distribution agreement allocates responsibility with respect to certain employee related

matters particularly with respect to Sunoco employee benefit plans in which any SunCoke Energy employees

participate or SunCcke Energy employee benefit plans which hold assets in joint trusts with Sunoco In addition

the separation and dstribution agreement provides for certain adjustments with respect to Sunoco equity

compensation award.s that occurred when Sunoco completed the distribution

Tax Sharing Agreement On the Separation Date SunCoke Energy and Sunoco entered into tax sharing

agreement that governs the parties respective rights responsibilities and obligations with respect to tax liabilities

and benefits tax attributes the preparation and filing of tax returns the control of audits and other tax

proceedings and other matters regarding taxes For detailed discussion of the tax sharing agreement see Note

to our Combined and Consolidated Financial Statements

Transition Seriices Agreement On the Separation Date SunCoke Energy and Sunoco entered into

transition services agreement in connection with the separation Pursuant to the transition services agreement

Sunoco provides certain support services to SunCoke Energy including among others information technology

treasury risk management and insurance tax internal audit and various other corporate services in each case

consistent with the services provided by Sunoco to SunCoke Energy before the separation The charges for the

transition services generally are intended to allow Sunoco to fully recover the costs directly associated with

providing the services plus all out-of-pocket costs and expenses generally without profit The services provided

under the transition services agreement will terminate at various times specified in the agreement generally

terminating upon completion of the Distribution on January 17 2012 As of December 31 2012 most services

provided under this agreement have terminated with the exception of certain information technology services

and other de minimis support SunCoke Energy may terminate certain or the remaining specified services by

giving prior written notice to Sunoco of such services and paying any applicable termination charge

Guaranty Keep Well and Indemnification Agreement On the Separation Date SunCoke Energy and

Sunoco entered into guaranty keep well and indemnification agreement Under this agreement SunCoke

Energy guarantees the performance of certain obligations of its subsidiaries prior to the date that Sunoco or

its affiliates may become obligated to pay or perform such obligations including the repayment of loan from

Indiana Harbor Coke Company L.P indemnifies defends and holds Sunoco and its affiliates harmless

against all liabilities relating to these obligations and restricts the assets debts liabilities and business

activities of one of its wholly-owned subsidiaries so long as certain obligations of such subsidiary remain unpaid

or unperformed In addition SunCoke Energy releases Sunoco from its guaranty of payment of promissory note

owed by one of its subsidiaries to another of its subsidiaries
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Recent Accounting Standards

There are no recently issued accounting standards which are not yet effective that we believe would

materially impact our financial statements

Non-GAAP Financial Measures

In addition to the GAAP results provided in the Annual Report on Form 10-K we have provided non

GAAP financial measure Adjusted EBITDA Reconciliation from GAAP to the non-GAAP measurement is

presented below

Our management as well as certain investors uses this non-GAAP measure to analyze our current and

expected future financial performance This measure is not in accordance with or substitute for GAAP and

may be different from or inconsistent with non-GAAP financial measures used by other companies

Adjusted EBITDA Adjusted EBITDA represents earnings before interest taxes depreciation depletion and

amortization EBITDA adjusted for sales discounts and the interest taxes depreciation depletion and

amortization attributable to equity earnings in our unconsolidated affiliates EBITDA reflects sales discounts

included as reduction in sales and other operating revenue The sales discounts represent the sharing with

customers of portion of nonconventional fuels tax credits which reduce our income tax expense However we
believe our Adjusted EBITDA would be inappropriately penalized if these discounts were treated as reduction

of EBITDA since they represent sharing of tax benefit that is not included in EBITDA Accordingly in

computing Adjusted EBITDA we have added back these sales discounts Our Adjusted EBITDA also includes

EBITDA attributable to our unconsolidated affiliates EBITDA and Adjusted EBITDA do not represent and

should not be considered alternatives to net income or operating income under GAAP and may not be

comparable to other similarly titled measures in other businesses Management believes Adjusted EBITDA is an

important measure of the operating performance of the Companys net assets

Adjusted EBITDA does not represent and should not be considered as an alternative to net income as

determined by GAAP and calculations thereof may not be comparable to those reported by other companies We
believe Adjusted EBITDA is an important measure of operating performance and provides useful information to

investors because it highlights trends in our business that may not otherwise be apparent when relying solely on

GAAP measures and because it eliminates items that have less bearing on our operating performance Adjusted

EBITDA is measure of operating performance that is not defined by GAAP and should not be considered

substitute for net income as determined in accordance with GAAP

Set forth below is additional detail as to how we use Adjusted EBITDA as measure of operating

performance as well as discussion of the limitations of Adjusted EBITDA as an analytical tool

Operating Performance Our management uses Adjusted EBITDA in number of ways to assess our

combined financial and operating performance and we believe this measure is helpful to management in

identifying trends in our performance Adjusted EBITDA helps management identify controllable expenses and

make decisions designed to help us meet our current financial goals and optimize our financial performance

while neutralizing the impact of capital structure on financial results Accordingly we believe this metric

measures our financial performance based on operational factors that management can impact in the short-term

namely our cost structure and expenses

Limitations Other companies may calculate Adjusted EBITDA differently then we do limiting its

usefulness as comparative measure Adjusted EBITDA also has limitations as an analytical tool and should not

be considered in isolation or as substitute for an analysis of our results as reported under GAAP Some of these

limitations include that Adjusted EBITDA

does not reflect our cash expenditures or future requirements for capital expenditures or contractual

commitments

does not reflect changes in or cash requirement for working capital needs

73



does not reflect our interest expense or the cash requirements necessary to service interest on or

principal payments of our debt

does not reflect certain other non-cash income and expenses

excludes income taxes that may represent reduction in available cash and

includes net income loss attributable to noncontrolling interests

We explain Adjusted EBITDA and reconcile this non-GAAP financial measure to our net income which is its

most directly comprable financial measure calculated and presented in accordance with GAAP

Below is reconciliation of Adjusted EBITDA to its closest GAAP measure

Years Ended December 31

2012 2011 2010

Iollars in millions

Adjusted EBITDA attributable to SunCoke Energy Inc $262.7 $142.8 $230.1

Subtract Adjusted EBITDA attributable to noncontrolling

interest 3.0 4.0 4.3

Total Adjusted EBITDA $265.7 $138.8 $234.4

Subtract

Depreciation depletion and amortization 80.8 58.4 48.2

Financing expense income net 47.8 1.4 19.0

income tax expense
23.4 7.2 46.9

Sales discount provided to customers due to sharing of

nonconventional fuels tax credits 11.2 12.9 12.0

Netincorne $102.5 58.9 $146.3

Below is reconciliation of 2013 Estimated Adjusted EBITDA to its closest GAAP measure

2013

Low High

Dollars in millions

Adjusted EBITDA attributable to SunCoke Energy Inc $165 $190

Subtract Adjusted EBITDA attributable to noncontrolling

inlerests 40 40

TotaI Adjusted EBITDA 205 230

Subtract

Depreciation depletion and amortization 97 95

Financing expense net 55 55

Income tax expense
10

Sales discount provided to customers due to sharing of

nonconventional fuels tax credits

Adjustments to unconsolidated affiliate earnings2

Net income $43 $60

Reflects non-controlling interest in Indiana Harbor and the portion of the Partnership owned by public

unitholders

Reflects estimated pro-rata 2013 income related to planned VISA SunCoke JV

74



CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS

We have made forward-looking statements in this Annual Report on Form 10-K including among others

in the sections entitled Business Risk Factors and Managements Discussion and Analysis of Financial

Condition and Results of Operations Such forward-looking statements are based on managements beliefs and

assumptions and on information currently available Forward-looking statements include the information

concerning our possible or assumed future results of operations business strategies financing plans competitive

position potential growth opportunities potential operating performance improvements benefits resulting from

our separation from Sunoco the effects of competition and the effects of future legislation or regulations

Forward-looking statements include all statements that are not historical facts and may be identified by the use of

forward-looking terminology such as the words believe expect plan intend anticipate estimate

predict potential continue may will should or the negative of these terms or similarexpressions

In particular statements in this Annual Report on Form 10-K concerning future dividend declarations are subject

to approval by our Board of Directors and will be based upon circumstances then existing

Forward-looking statements involve risks uncertainties and assumptions Actual results may differ

materially from those expressed in these forward-looking statements You should not put undue reliance on any

forward-looking statements We do not have any intention or obligation to update any forward-looking statement

or its associated cautionary language whether as result of new information or future events after the date of

this Annual Report on Form 10-K except as required by applicable law

The risk factors discussed in Risk Factors could cause our results to differ materially from those expressed

in forward-looking statements There may also be other risks that we are unable to predict at this time Such risks

and uncertainties include without limitation

changes in levels of production production capacity pricing and/or margins for metallurgical coal and

coke

variation in availability quality and supply of metallurgical coal used in the cokemaking process

including as result of non-performance by our suppliers

changes in the marketplace that may affect supply and demand for our metallurgical coal and/or coke

products including increased exports of coke from China related to reduced export duties and export

quotas and increasing competition from alternative steelmaking and cokemaking technologies that have

the potential to reduce or eliminate the use of metallurgical coke

our dependence on and relationships with and other conditions affecting our customers

severe financial hardship or bankruptcy of one of more of our major customers or the occurrence of

customer default and other events affecting our ability to collect payments from our customers

our significant equity interest in the Partnership

volatility and cyclical downturns in the carbon steel industry and other industries in which our

customers operate

our ability to enter into new or renew existing long-term agreements upon favorable terms for the

supply of metallurgical coke to domestic and/or foreign steel producers

our ability to successfully implement our international growth strategy

our ability to realize expected benefits from investments and acquisitions including our investment in

the Indian joint venture

the possibility that our investment in the Indian joint venture does not close for any reason

age of and changes in the reliability efficiency and capacity of the various equipment and operating

facilities used in our coal mining and/or cokemaking operations and in the operations of our major

customers business partners and/or suppliers
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changes in the expected operating levels of our assets

our ability to meet minimum volume requirements coal-to-coke yield standards and coke quality

requirements in our coke sales agreements

changes in the level of capital expenditures or operating expenses including any changes in the level of

environmental capital operating or remediation expenditures

our ability to service our outstanding indebtedness

our ability to comply with the restrictions imposed by our financing arrangements

nonperforrnance or force majeure by or disputes with or changes in contract terms with major

customers suppliers dealers distributors or other business partners

availability of skilled employees for our coal mining and/or cokemaking operations and other

workplace factors

effects of railroad barge truck and other transportation performance and costs including any

transportation disruptions

effects of adverse events relating to the operation of our facilities and to the transportation and storage

of hazardous materials including equipment malfunction explosions fires spills and the effects of

severe weather conditions

our ability to enter into joint ventures and other similararrangements under favorable terms

changes in the availability and cost of equity and debt financing

impact on our liquidity and ability to raise capital as result of changes in the credit ratings assigned to

our indebtedness

changes in credit terms required by our suppliers

risks related to labor relations and workplace safety

changes in or new statutes regulations governmental policies and taxes or their interpretations

including those relating to the environment and global warming

the existence of hazardous substances or other environmental contamination on property owned or used

by us

the availability of future permits authorizing the disposition of certain mining waste

claims of our noncompliance with any statutory and regulatory requirements

changes in the status of or initiation of new litigation arbitration or other proceedings to which we are

party or liability resulting from such litigation arbitration or other proceedings

historical combined and consolidated financial data may not be reliable indicator of future results

effects resulting from our separation from Sunoco Inc

incremental costs as stand-alone public company

our substantial indebtedness

certain covenants in our debt documents

our ability to secure new coal supply agreements or to renew existing coal supply agreements

our ability to acquire or develop coal reserves in an economically feasible manner

defects in title or the loss of one or more mineral leasehold interests

disruptions in the quantities of coal produced by our contract mine operators
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our ability to obtain and renew mining permits and the availability and cost of surety bonds needed in

our coal mining operations

changes in product specifications for either the coal or coke that we produce

changes in insurance markets impacting costs and the level and types of coverage available and the

financial ability of our insurers to meet their obligations

changes in accounting rules and/or tax laws or their interpretations including the method of accounting

for inventories leases and/or pensions

changes in financial markets impacting pension expense and funding requirements

the accuracy of our estimates of reclamation and other mine closure obligations

and effects of geologic conditions weather natural disasters

The factors identified above are believed to be important factors but not necessarily all of the important

factors that could cause actual results to differ materially from those expressed in any forward-looking statement

made by us Other factors not discussed herein could also have material adverse effects on us All forward-

looking statements included in this Annual Report on Form 10-K are expressly qualified in their entirety by the

foregoing cautionary statements

Item 7A Quantitative and Qualitative Disclosures About Market Risk

Our primary areas of market risk include changes in the price of coal which is the key raw material for

our cokemaking business and product of our coal mining business interest rates and foreign currency

exchange rates

In our Coal Mining segment we expect to sell approximately 1.7 million tons of coal in 2013 including

transfers to our cokemaking operations Although we have historically had limited third-party sales from our

coal mining operations we generally sell coal pursuant to contracts with terms similar to the terms of the

contracts pursuant to which we buy coal from third parties including pricing For 2013 approximately

88 percent of our projected sales are committed at established selling prices Accordingly increases and

decreases in the market price of metallurgical coal can significantly impact our Coal Mining Segment results

For our Other Domestic Coke segment the largest component of the price of our coke is coal cost

However under the coke sales agreements at all of our Other Domestic Coke cokemaking facilities coal costs

are pass-through component of the coke price provided that we are able to realize certain targeted coal-to-coke

yields As such when targeted coal-to-coke yields are achieved the price of coal is not significant determining

factor in the profitability of these facilities

Beginning January 2011 as result of settlement agreement with ArcelorMittal the coal component of

the price of coke under the Jewell coke sales agreement was amended The coal component of the Jewel coke

price will now be fixed annually for each calendar
year based on the weighted-average contract price of third-

party coal purchases at our Haverhill facility applicable to ArcelorMittal coke sales To the extent that contracts

for third-party coal purchases at our Haverhill facility convert to pricing mechanisms of less than year then the

Jewell coke price will be adjusted accordingly during that year The fixed adjustment factor has been eliminated

and as result coal prices will no longer significantly affect the financial results of the Jewell Coke segment

The provisions of our coke sales agreements require us to meet minimum production levels and generally

require us to secure replacement coke supplies at the prevailing contract price if we do not meet contractual

minimum volumes Because market prices for coke are generally highly correlated to market prices for

metallurgical coal to the extent any of our facilities are unable to produce their contractual minimum volumes

we are subject to market risk related to the procurement of replacement supplies
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We do not use derivatives to hedge any of our coal purchases or sales Although we have not previously

done so we may enter into derivative financial instruments from time to time in the future to economically

manage our exposure
related to these market risks

Prior to January 24 2013 we were exposed to changes in interest rates as result of our borrowing

activities and our cash balances Concurrently with the IPO SunCoke Energy entered into the Credit Agreement

which provides for seven-year term loan in principal amount of $300.0 million The Credit Agreement also

provides for up to $75.0 million of Incremental Facilities Incremental Facilities that are available subject to

the satisfaction of certain conditions Borrowings under the Term Loan and Incremental Facilities bear interest at

our option at either base rate plus an applicable margin or ii the greater of 1.00 percent or the London

Interbank Offered Rate LIBOR plus an applicable margin Borrowings under the Revolving Facility bear

interest at either base rate plus an applicable margin or ii at LIBOR plus an applicable margin Additionally

the Company issued $400 million aggregate principal amount of fixed rate senior notes After the impact of the

related interest rate derivative instruments described in Note 23 to our Combined and Consolidated Financial

Statements approximately 27.6 percent of our debt portfolio represented variable rate obligations For the Term

Loan our variable rate exposure relates to changes in LIBOR only when LIBOR is greater than 1.00 percent

During 2011 LIBOR was below the 1.00 percent floor that was established in the Credit Agreement Therefore

the Companys interest rate on Term Loan borrowings was fixed and as such the Company was not subject to

changes in interest rates for Term Loan borrowings For the Revolving Facility the daily average outstanding

balance was $0.4 million during the year ended December 31 2012 Assuming 50 basis point change in

LIBOR interest expense on the Term Loan and the Revolving Facility would not have changed by significant

amount for the full year 2012 As of December 31 2012 there were no outstanding borrowings under the

Revolving Facility

On January 24 2013 in connection with the closing of the Partnership offering we repaid $225.0 million of

our Term Loan and entered into an amendment to our Credit Agreement The amendment to our Credit

Agreement among other things amended certain provisions to reflect the Partnership offering and extended the

term of the Credit Agreement to January 2018 Please see Note 27 entitled Subsequent Events to our Combined

and Consolidated Financial Statements within this Annual Report on Form 10-K for additional information

regarding the amendment to our Credit Agreement The Company utilizes interest rate swaps to manage the risk

associated with changing interest rates and subsequent to the transactions described above is no longer exposed

to changes in interest rates on its outstanding borrowings

At December 31 2012 we had cash and cash equivalents of $239.2 million which accrues interest at

various rates Assuming 50 basis point change in the rate of interest associated with our cash and cash

equivalents interest income would not have changed by significant amount for the year ended 2012
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders

SunCoke Energy Inc

We have audited the accompanying consolidated balance sheets of SunCoke Energy Inc as of December 31

2012 and 2011 and the related combined and consolidated statements of income comprehensive income equity

and cash flows for each of the three years in the period ended December 31 2012 These financial statements are

the responsibility of the Companys management Our responsibility is to express an opinion on these financial

statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing the

accounting principles used and significant estimates made by management as well as evaluating the overall

financial statement presentation We believe that our audits provide reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the consolidated

financial position of SunCoke Energy Inc at December 31 2012 and 2011 and the combined and consolidated

results of its operations and its cash flows for each of the three years in the period ended December 31 2012 in

conformity with U.S generally accepted accounting principles

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States SunCoke Energy Inc.s internal control over financial reporting as of December 31 2012 based

on criteria established in Internal ControlIntegrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission and our report dated February 22 2013 expressed an unqualified

opinion thereon

Is Ernst Young LLP

Chicago Illinois

February 22 2013
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders

SunCoke Energy Inc

We have audited SunCoke Energy Inc.s internal control over financial reporting as of December 31 2012
based on criteria established in Internal ControlIntegrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission the COSO criteria SunCoke Energy Inc.s management is

responsible for maintaining effective internal control over financial reporting and for its assessment of the

effectiveness of internal control over financial reporting included in the accompanying Managements Report on

Internal Control over Financial Reporting Our responsibility is to express an opinion on the companys internal

control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether effective internal control over financial reporting was maintained in all material respects Our audit

included obtaining an understanding of internal control over financial reporting assessing the risk that material

weakness exists testing and evaluating the design and operating effectiveness of internal control based on the

assessed risk and performing such other procedures as we considered
necessary in the circumstances We believe

that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accounting principles companys internal control over financial reporting

includes those policies and procedures that pertain to the maintenance of records that in reasonable detail

accurately and fairly reflect the transactions and dispositions of the assets of the company provide reasonable

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance

with generally accepted accounting principles and that receipts and expenditures of the company are being made

only in accordance with authorizations of management and directors of the company and provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the

companys assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect

misstatements Also projections of any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of changes in conditions or that the degree of compliance with the

policies or procedures may deteriorate

In our opinion SunCoke Energy Inc maintained in all material respects effective internal control over financial

reporting as of December 31 2012 based on the COSO criteria

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States the consolidated balance sheets of SunCoke Energy Inc as of December 31 2012 and 2011 and

the related combined and consolidated statements of income comprehensive income equity and cash flows for

each of the three years in the period ended December 31 2012 and our report dated February 22 2013 expressed

an unqualified opinion thereon

Is Ernst Young LLP

Chicago Illinois

February 22 2013

81



SunCoke Energy Inc

Combined and Consolidated Statements of Income

Years Ended December 31

2012 2011 2010

Dollars and shares in millions except per share amounts

Revenues

Sales and other operating revenue $1902.0 $1527.6 $1316.5

Other income net 12.1 11.3 10.0

Total revenues 1914.1 1538.9 1326.5

Costs and operating expenses

Cost of products sold and operating expenses 1577.6 1305.8 1036.9

Loss on firm purchase commitments 18.5

Selling general and administrative expenses
82.0 88.7 67.2

Depreciation depletion and amortization 80.8 58.4 48.2

Total costs and operating expenses
1740.4 1471.4 1152.3

Operating income 173.7 67.5 174.2

Interest incomeaffiliate 12.5 23.7

Interest income 0.4 0.4

Interest costaffiliate 3.5 5.4

Interest cost 48.2 20.6

Capitalized interest 9.8 0.7

Total financing expense income net 47.8 1.4 19.0

Income before income tax expense
125.9 66.1 193.2

Income tax expense
23.4 7.2 46.9

Net income 102.5 58.9 146.3

Less Net income loss attributable to noncontrolling

interests 3.7 1.7 7.1

Net income attributable to SunCoke Energy Inc net

parent investment 98.8 60.6 139.2

Earnings attributable to SunCoke Energy Inc net parent

investment per common share

Basic 1.41 0.87 1.99

Diluted 1.40 0.87 1.99

Weighted average umber of common shares outstanding

Basic 70.0 70.0 70.0

Diluted 70.3 70.0 70.0

See Accompanying Notes
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SunCoke Energy Inc

Combined and Consolidated Statements of Comprehensive Income

Net income

Other comprehensive loss income

Reclassifications of prior service benefit and actuarial loss amortization to

earnings net of related tax benefit of $1.2 $1.2 and $1.0 respectively

Retirement benefit plans funded status adjustment net of related tax expense
benefit of $0.8 $4.3 and $14.8 respectively

Currency translation adjustment

Comprehensive income 101.1

Less Comprehensive income loss attributable to noncontrolling interests 3.7

Comprehensive income attributable to SunCoke Energy Inc net parent

investment 97.4 $50.7 $162.0

Years Ended December 31

2012 2011 2010

$102.5 $58.9 $146.3

1.9 2.2 1.7

1.6

1.1

6.3

1.4

49.0

1.7

24.1

0.4

169.1

7.1

See Accompanying Notes
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SunCoke Energy Inc

Consolidated Balance Sheets

December 31

2012 2011

Dollars in millions except per share

amounts

Assets

Cash and cash equivalents
239.2 127.5

Receivables 70.0 66.2

Inventories 160.1 219.7

Deferred income taxes 2.6 0.6

Total current assets 471.9 414.0

Investment in Brazilian cokemaking operations
41.0 41.0

Properties plants and equipment net 1396.6 1391.8

Lease and mineral rights net 52.5 53.2

Goodwill 9.4 9.4

Deferred charges and other assets 39.6 32.4

Total assets $2011.0 $1941.8

Liabilities and Equity

Accounts payable
132.9 181.9

Current portion of long-term debt 3.3 3.3

Accrued liabilities 91.2 80.4

Interest payable
15.7 15.9

Income taxes payable
3.9

Total current liabilities 247.0 281.5

Long-term debt 720.1 723.1

Accrual for black lung benefits 34.8 33.5

Retirement benefit liabilities 42.5 50.6

Deferred income taxes 361.5 261.1

Asset retirement obligations
13.5 12.5

Other deferred credits and liabilities 16.7 19.6

Total liabilities 1436.1 1381.9

Equity

Preferred stock $0.01 par value Authorized 50000000 shares no issued and

outstanding shares at December 31 2012 and 2011

Common stock $0.01 par value Authorized 300000000 shares issued and

outstanding 69988728 shares and 70012702 shares at December 31 2012

and December 31 2011 respectively
0.7 0.7

Treasury stock 603528 shares at December 31 2012 and no shares at

December 31 2011 9.4

Additional paid-in capital
436.9 511.3

Accumulated other comprehensive loss 7.9 6.5

Retained earnings
118.8 20.0

Total SunCoke Energy Inc stockholders equity net parent

investment 539.1 525.5

Noncontrolling interests 35.8 34.4

Total equity
574.9 559.9

Total liabilities and equity $2011.0 $1941.8

See Accompanying Notes
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SunCoke Energy Inc

Combined and Consolidated Statements of Cash Flows

Years Ended December 31

2012 2011 2010

Dollars in millions

Cash Flows from Operating Activities

Net income $102.5 58.9 146.3

Adjustments to reconcile net income to net cash provided by operating activities

Loss on firm purchase commitment 18.5

Depreciation depletion and amortization 80.8 58.4 48.2

Stock compensation expense 6.7

Deferred income tax expense 34.3 24.0 15.4

Payments in excess of less than expense for retirement plans 6.6 5.8 6.0
Changes in working capital pertaining to operating activities

Receivables 3.8 18.3 34.7

Inventories 56.1 110.1
Accounts payable 49.0 57.0 31.4

Accrued liabilities 15.2 15.7 25.5

Interest payable 0.2 15.9

Income taxes payable 17.4 21.3 0.8
Other 12.5 3.2 1.9

Net cash provided by operating activities 206.1 101.3 296.6

Cash Flows from Investing Activities

Capital expenditures 80.6 238.1 215.6

Acquisition of business net of cash received 3.5 37.6
Proceeds from sale of assets 1.7

Net cash used in investing activities 84.1 275.7 213.9

Cash Flows from Financing Activities

Proceeds from issuance of long-term debt 727.9

Debt issuance costs 19.1

Repayment of long-term debt 3.3 1.6
Proceeds from exercise of stock options 4.7

Repurchase of common stock 9.4
Purchase of noncontrolling interest in Indiana Harbor facility 34.0

Net decrease in advances from affiliate 412.8 56.2

Repayments of notes payable assumed in acquisition 2.3
Contribution from parent 1.0

Increase in payable to affiliate 5.3 30.8

Cash distributions to noncontrolling interests in cokemaking operations 2.3 1.6 20.9

Net cash used in provided by financing activities 10.3 261.8 45.3

Net increase in cash and cash equivalents 111.7 87.4 37.4

Cash and cash equivalents at beginning of year 127.5 40.1 2.7

Cash and cash equivalents at end of year $239.2 127.5 40.1

See Accompanying Notes
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SunCoke Energy Inc

Combined and Consolidated Statements of Equity

Accumulated

Additional Other Net Total SunCoke
Common Stock Treasury Stock

Paid-In Comprehensive Retained Parent Energy Inc or Noncontrolling Total

Shares Amount Shares Amount Capital Loss Earnings Investment Parent Equity Interests Equity

Dollars in millions

AtDecember3l2009 742.0 $742.0 $73.6 815.6

Net income loss from

January 2009 to

December3l2010

Reclassifications of prior

service benefit and actuarial

loss amortization to

earnings net of related tax

benefit of $1.0 million

Retirement benefit plans

funded status adj net of

related tax expense of

$14.8 million

Currency translation

adjustment

Capital contribution from

Sunoco tnc

Noncash distribution to

affiliates

Cash distributions to

noncontrolling interests

Net income loss from

January 12011 to July 18

2011

Net income from July 19

2011 to December31

2011

Reclassifications of prior

service benefit and actuarial

loss amortization to

earnings net of related tax

benefit of $1.2 million

Retirement benefit plans

funded status adj net of

related tax benefit of $4.3

million

Currency translation

adjustment

Capital contribution from

Sunoco Inc in connection

with contribution of

business

Noncash distribution to

Sunoco under Tax Sharing

Agreement

Issuance of common stock in

exchange for cokemaking

and coal mining operations

139.2 139.2 7.t 146.3

1.7 1.7 1.7

24 24.1 24.1

0.4 0.4 0.4

1.0 1.0 1.0

535.5 535.5 535.5

20.9 209

369.5 369.5 59.8 429.3

40.6 40.6 5.0 35.6

20.0 20.0 3.3 23.3

1.1 1.1 2.2 2.2

6.3 6.3 6.3

2.0 0.6 1.4 1.4

156.5 156.5 156.5

45.3 45.3 45.3

0.7 562.5 2.9 566.1

2.1 2.1 2.1

0.2 0.2 1.4 1.6

7.8 7.8 22.3 301

0.7 5-.-- $511.3 $6.5 $20.0 525.5 344 5599

of Sunoco Inc 70000.000

Share-based compensation

expense

Cash distributions to

noncontrolling interests

Purchase of noncontrolling

interests net of related tax

benefit of $4 million

Shares issued to directors 12702

At December 31 2011 70012702

At December 312010
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At December 312011 ... 70012702 $0.7

Net income

Reclassifications of prior

service benefit and

actuarial loss amortization

to earnings net of related

tax benefit of

$1.2 million

Retirement benefit plans

funded status adjustment

net of related tax expense

of $0.8 million

Currency translation

adjustment

Noncash distribution to

Sunoco under Tax Sharing

Agreement

Share-based compensation

expense

Cash distributions to

noncontrolling interests

Stock options exercised and

RSUs vesting 566204

Shares repurchased 603528
Shares issued to directors 13350

At December 312012 ... 69988728 $0.7

SunCoke Energy Inc

Combined and Consolidated Statements of Equity

See Accompanying Notes

Accumulated

Additional Other Net Total SunCoke
Common Stock Treasury Stock

Paid-In Comprehensive Retained Parent Energy Inc or Noncontrolling Total

Shares Amount Shares Amount Capital Loss Earnings Investment Parent Equity Interests Equity

Dollars in millions

$511.3 $6.5 $20.0 $525.5 $34.4 $559.9

98.8 98.8 3.7 102.5

1.9

1.6

1.1

85.8

6.5

1.9

1.6

1.1

85.8

6.5

4.7

9.4
0.2

$539.1

603528

603528

9.4

$9.4

1.9

1.6

1.1

85.8

6.5

2.3 2.3

4.7

9.4
0.2

$35.8 $574.9

4.7

0.2

$436.9 $7.9 $118.8
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SunCoke Energy Inc

Notes to Combined and Consolidated Financial Statements

General

Description of Business and Basis of Presentation

SunCoke Energy Inc SunCoke Energy Company we our and us is the largest independent

producer of high-quality coke in the Americas as measured by tons of coke produced each year and has more

than 50 years
of coke production experience Coke is principal raw material in the blast furnace steelmaking

process Coke is generally produced by heating metallurgical coal in refractory oven which releases certain

volatile components from the coal thus transforming the coal into coke

We have designed developed and built and own and operate five cokemaking facilities in the United States

U.S and designed and operate one cokemaking facility in Brazil under licensing and operating agreements on

behalf of our customer Our newest U.S cokemaking facility in Middletown Ohio commenced operations in

October 2011 bringing total U.S cokemaking capacity from approximately 3.7 million tons of coke per year to

approximately 4.2 million tons of coke per year The cokemaking facility that we operate in Brazil has

cokemaking capacity of approximately 1.7 million tons of coke per year We have preferred stock investment

in the project company that owns the Brazil facility

Our cokemaking ovens utilize efficient modern heat recovery technology designed to combust the coals

volatile components liberated during the cokemaking process and use the resulting heat to create steam or

electricity for sale This differs from by-product cokemaking which seeks to repurpose the coals liberated

volatile components for other uses We have constructed the only greenfield cokemaking facilities in the

United States in the last 25 years and are the only North American coke producer that utilizes heat recovery

technology in the cokemaking process Heat recovery technology uses waste heat to generate steam or electricity

Our Granite City facility and the first phase of our Haverhill facility or Haverhill include steam generation

facilities which use hot flue
gas

from the cokemaking process to produce steam The steam is sold to third-party

pursuant to steam mpply and purchase agreements Our Middletown facility and the second phase of our

Haverhill facility or Haverhill include cogeneration plants that use the hot flue gas created by the cokemaking

process to generate electricity The electricity is either sold into the regional power market or to AK Steel

pursuant to energy sales agreements

We have coal mining operations in Virginia and West Virginia with more than 113 million tons of proven

and probable reserves In 2012 we sold approximately 1.3 million tons of metallurgical coal including internal

sales to our cokemaking operations and 0.2 million tons of thermal coal

On January 17 2012 the Distribution Date we became an independent publicly-traded company

following our separation from Sunoco Inc Sunoco Our separation from Sunoco occurred in two steps

We were formed as wholly-owned subsidiary of Sunoco On July 18 2011 the Separation Date
Sunoco contributed the subsidiaries assets and liabilities that were primarily related to its cokemaking

and coal mining operations to us in exchange for shares of our common stock As of such date Sunoco

owned 100 percent of our common stock On July 26 2011 we completed an initial public offering

IPO of 13340000 shares of our common stock or 19.1 percent of our outstanding common stock

Following the IPO Sunoco continued to own 56660000 shares of our common stock or 80.9 percent

of our outstanding common stock

On the Distribution Date Sunoco made pro-rata tax free distribution the Distribution of the

remaining shares of our common stock that it owned in the form of special stock dividend to Sunoco

shareholders Sunoco shareholders received 0.53046456 of share of common stock for every share of

Sunoco common stock held as of the close of business on January 2012 the record date for the

Distribution After the Distribution Sunoco ceased to own any shares of our common stock
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Concurrent with the reorganization just prior to the IPO substantially all related party balances were settled

in connection with the issuance of common stock to Sunoco with the exception of $575 million which was

repaid on July 26 2011 in cash with portion of the proceeds from SunCoke Energys debt issuance

The historical Combined Financial Statements for periods prior to the Separation Date include the accounts

of all operations that comprised the cokemaking and coal mining operations of Sunoco after elimination of all

intercompany balances and transactions within the combined group of companies The historical Combined

Financial Statements also include allocations of certain Sunoco corporate expenses SunCoke Energy

management believes the assumptions and methodologies underlying the allocation of general corporate

overhead
expenses are reasonable However such expenses may not be indicative of the actual level of

expense

that would have been incurred by SunCoke Energy if it had operated as an independent publicly-traded company

during the periods prior to the IPO or of the costs expected to be incurred in the future See Note for further

information regarding allocated expenses The Consolidated Financial Statements for the period after the

Separation Date pertain to the operations of SunCoke Energy

variable interest entity VIE is legal entity in which equity investors do not have sufficient equity at

risk for the legal entity to finance its activities without additional subordinated financial support or as group

the holders of the equity investment at risk lack any one of the following three characteristics the power
through voting rights or similar rights to direct the activities of legal entity that most significantly impact the

entitys economic performance the obligation to absorb the expected losses of the legal entity or the right

to receive the expected residual returns of the legal entity company with variable interest or interests in

VIE is required to consolidate that VIE if it has controlling financial interest which will have both of the

following characteristics the power to direct the activities of the VIE that most significantly impact the

economic performance and the obligation to absorb losses of the VIE that could potentially be significant to

the VIE or the right to receive benefits from the VIE that could potentially be significant to the VIE

The Company entered into an agreement in March 1997 with Lakeshore Coal Handling Corporation

Lakeshore which provides coal handling services at the Indiana Harbor cokemaking facility Under

accounting principles generally accepted in the United States GAAP it is possible that Lakeshore would be

VIE and that the Company should be considered Lakeshores primary beneficiary However Lakeshore has

declined to provide the Company with the financial information to make this determination Accordingly the

Company does not include Lakeshores accounts in its Combined and Consolidated Financial Statements as

permitted by transition provision of the VIE accounting guidance In addition the Company has no obligations

to Lakeshore under the agreement other than the amounts payable for the coal handling services Note 17 The

Company will continue to make efforts to obtain this information

Summary of Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates

and assumptions that affect the amounts reported in the Combined and Consolidated Financial Statements and

accompanying notes Actual amounts could differ from these estimates

Reclassifications

Certain amounts in the prior period Combined and Consolidated Financial Statements have been reclassified

to conform to the current year presentation

Currency Translation

The functional
currency of the Companys Brazilian operations is the Brazilian real The Companys

Brazilian operations translate their assets and liabilities into U.S dollars at the current exchange rates in effect at
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the end of the fiscal period The gains or losses that result from this process are shown as cumulative translation

adjustments within accumulated other comprehensive loss in the Consolidated Balance Sheets The revenue and

expense accounts of foreign subsidiaries are translated into U.S dollars at the average exchange rates that

prevailed during the period

Some transactions of the Companys Brazilian operations are conducted in currencies different from their

functional currency Gains and losses from these foreign currency transactions are included in income as they

occur and were not material to the results of operations during the years ended December 31 2012 2011 and

2010

Revenue Recognition

The Company sells metallurgical coal and coke as well as steam and electricity to third-party customers

The Company also receives fees for operating the cokemaking plant in Brazil and for the licensing of its

proprietary technology for use at this facility as well as reimbursement of substantially all of its operating costs

Revenues related to the sale of products are recognized when title passes while service revenues are recognized

when services are provided Licensing fees which are determined on per ton basis are recognized when coke is

produced in accordance with the contract terms Title passage generally occurs when products are shipped or

delivered in accordance with the terms of the respective sales agreements Revenues are not recognized until

sales prices are fixed or determinable and collectability is reasonably assured

As discussed in Note substantially all of the coke produced by the Company is sold pursuant to long-term

contracts with its customers The Company evaluates each of its contracts to determine whether the arrangement

contains lease under the applicable accounting standards If the specific facts and circumstances indicate that it

is remote that parties other than the contracted customer will take more than minor amount of the coke that will

be produced by the property plant and equipment during the term of the coke supply agreement and the price

that the customer is paying for the coke is neither contractually fixed per unit nor equal to the current market

price per
unit at the time of delivery then the long-term contract is deemed to contain lease The lease

component of the price of coke represents the rental payment for the use of the property plant and equipment

and all such payments are accounted for as contingent rentals as they are only earned by the Company when the

coke is delivered and title
passes

to the customer The total amount of revenue recognized by the Company for

these contingent rentals represents less than 10 percent of combined sales and other operating revenues for each

of the years ended December 31 2012 2011 and 2010

Cash Equivalents

The Company considers all highly liquid investments with remaining maturity of three months or less at

the time of purchase to be cash equivalents These cash equivalents consist principally of time deposits and

money market investments

Inventories

Inventories are valued at the lower of cost or market Cost is determined using the first-in first-out method

except for the cost of coal inventory in our Coal Mining segment and the Companys materials and supplies

inventory which are determined using the average-cost
method

The Company utilizes the selling prices under its long-term coke supply contracts Note to record lower

of cost or market inventory adjustments

Properties Plants and Equipment

Plants and equipment are depreciated on straight-line basis over their estimated useful lives Coke and

energy plant machinery and equipment are depreciated over 25 to 30 years All depreciation depletion and
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amortization is excluded from cost of products sold and operating expenses and presented separately in the

Combined and Consolidated Statements of Income Gains and losses on the disposal or retirement of fixed assets

are reflected in earnings when the assets are sold or retired Amounts incurred that extend an assets useful life

increase its productivity or add production capacity are capitalized Direct costs such as outside labor materials

internal payroll and benefits costs incurred during the construction of new facility are capitalized indirect

costs are not capitalized Normal repairs and maintenance costs are expensed as incurred

The Companys coal mining operations lease small parcels of land mineral rights and coal mining rights

Substantially all of the leases are life of mine agreements that extend the Companys mining rights until all

reserves have been recovered These leases convey mining rights to the Company in exchange for payment of

certain royalties and/or fixed fees The lease and mineral rights are capitalized and amortized as depletion

expense using the units-of-production method Only proven and probable coal reserves are included in the

depletion base

Impairment of Long-Lived Assets

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that

the carrying amount of the assets may not be recoverable An asset or group of assets is considered to be

impaired when the undiscounted estimated net cash flows expected to be generated by the asset or group of

assets are less than its carrying amount The impairment recognized is the amount by which the carrying amount

exceeds the fair market value of the impaired asset or group of assets

Goodwill and Intangibles

Goodwill which represents the excess of the purchase price over the fair value of net assets acquired is

tested for impairment at least annually There was no impairment of goodwill or intangibles during the periods

presented Intangible assets with finite useful lives are amortized over their useful lives in manner that reflects

the pattern in which the economic benefit of the intangible asset is consumed

Investment in Brazilian Cokemaking Operations

SunCoke Energys investment in preferred shares of the company that owns the cokemaking facility in

Vitória Brazil that SunCoke Energy operates under licensing and operating agreements is accounted for at cost

Income received by SunCoke Energy from this investment which is in the form of dividend is contingent upon

achieving certain minimum production levels at the facility and payment is guaranteed by the parent company of

the plants owner which is lessee of the facility Accordingly the Company recognizes income from this

investment when certain required production levels have been met and the amount is deemed collectible

typically in the fourth quarter

Derivative Financial Instruments

The Company utilizes derivative financial instruments to hedge against the risk of adverse movements in

interest rates and foreign currency fluctuations Our corporate policy prohibits the use of derivative instruments

for trading or speculative purposes and we have procedures in place to monitor and control their use See Note

23 to the Combined and Consolidated Financial Statements

Cash received or paid upon settlement of derivative financial instruments are classified in the same category

as the cash flows from items being hedged in the Combined and Consolidated Statements of Cash Flows

Income Taxes

Prior to the Distribution Date SunCoke Energy and certain subsidiaries of Sunoco were included in the

consolidated federal and certain consolidated combined or unitary state income tax returns filed by Sunoco
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However SunCoke Energys provision for income taxes and the deferred income tax amounts reflected in the

Combined and Consolidated Financial Statements have been determined on theoretical separate-return basis

Prior to the Separation Date any current federal and state income tax amounts were settled with Sunoco under

previous tax sharing arrangement Under this previous tax sharing arrangement net operating losses and tax

credit carryforwards generated on theoretical separate-return basis could be used to offset future taxable income

determined on similarbasis Such benefits were reflected in the Companys deferred tax assets

notwithstanding the fact that such net operating losses and tax credits may actually have been realized on

Sunocos consolidated income tax returns or may be realized in future Sunoco consolidated income tax returns

for periods through the Distribution Date

On the Separat on Date SunCoke Energy and Sunoco entered into new tax sharing agreement that governs

the parties respective rights responsibilities and obligations with respect to tax liabilities and benefits tax

attributes the preparation and filing of tax returns the control of audits and other tax proceedings and other

matters regarding taxes Under the tax sharing agreement certain deferred tax assets attributable to net operating

losses and credit carry forwards which had been reflected in SunCoke Energys balance sheets prior to the

Separation Date on standalone theoretical basis are no longer realizable by SunCoke Energy and as such were

eliminated from the Consolidated Balance Sheets with corresponding reduction in SunCoke Energys equity

accounts We did nct retain any of the federal income tax credits or net operating loss carryforwards that the

Company had recognized as deferred income tax assets that were generated prior to the Distribution Date

However the Company retained certain state tax credits and net operating loss carryforwards which have been

recognized as deferred tax assets on our Consolidated Balance Sheet and that may be used to reduce the

Companys future income tax liabilities

The Company recognizes uncertain tax positions in its financial statements when minimum recognition

threshold and measurement attributes are met in accordance with current accounting guidance Unrecognized tax

benefits and accruals for interest and penalties are included in other deferred credits and liabilities in the

Consolidated Balance Sheets The Company recognizes interest related to unrecognized tax benefits in interest

cost and penalties in income tax expense in the Combined and Consolidated Statements of Income

Deferred tax asset and liabilities are measured using enacted tax rates expected to apply to taxable income in

the years in which those differences are projected to be recovered or settled

Retirement Benefit Liabilities

The funded status of defined benefit and postretirement benefit plans is fully recognized on the

Consolidated Balance Sheets It is determined by the difference between the fair value of plan assets and the

benefit obligation with the benefit obligation represented by the projected benefit obligation for defined benefit

plans and the accumulated postretirement benefit obligation for postretirement benefit plans Actuarial gains

losses and prior service benefits costs which have not yet been recognized in net income are recognized as

credit charge to accumulated other comprehensive loss The credit charge to accumulated other

comprehensive loss which is reflected net of related tax effects is subsequently recognized in net income when

amortized as component of defined benefit plans and postretirement benefit plans expense In addition the

credit charge may also be recognized in net income as result of plan curtailment or settlement

Asset Retirement Obligations

The fair value of liability for an asset retirement obligation is recognized in the period in which it is

incurred if reasonable estimate of fair value can be made The associated asset retirement costs are capitalized

as part of the carrying amount of the asset and depreciated over its remaining estimated useful life The

Companys asset retirement obligations primarily relate to costs associated with restoring land to its original

state
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Shipping and Handling Costs

Shipping and handling costs are included in cost of products sold and operating expenses

Stock-based Compensation

We measure the cost of employee services in exchange for an award of equity instruments based on the

grant-date fair value of the award The total cost is reduced by estimated forfeitures over the awards vesting

period and the cost is recognized over the requisite service period Forfeiture estimates are reviewed on an annual

basis

Fair Value Measurements

The Company determines fair value as the price that would be received to sell an asset or paid to transfer

liability in an orderly transaction between market participants at the measurement date As required the

Company utilizes valuation techniques that maximize the use of observable inputs levels and and minimize

the use of unobservable inputs level within the fair value hierarchy included in current accounting guidance

The Company generally applies the market approach to determine fair value This method uses pricing and

other information generated by market transactions for identical or comparable assets and liabilities Assets and

liabilities are classified within the fair value hierarchy based on the lowest level least observable input that is

significant to the measurement in its entirety

Recently Issued Pronouncements

There are no recently issued accounting standards which are not yet effective that we believe would

materially impact our Combined and Consolidated Financial Statements

Labor Concentrations

As of December 31 2012 we have approximately 1214 employees in the United States Approximately

312 or 26 percent of our domestic employees principally at our cokemaking operations are currently

represented by the United Steelworkers under various contracts The labor agreement at our Haverhill facility

was recently extended through October 31 2015 As of December 31 2012 we have approximately

249 employees at the cokemaking facility in Vitória Brazil all of whom are represented by union under an

agreement that expires on November 30 2013

Arrangements Between Sunoco and SunCoke Energy Inc

In connection with the IPO SunCoke Energy and Sunoco entered into certain agreements that effected the

separation of SunCoke Energys business from Sunoco the Separation provided framework for its

relationship with Sunoco after the separation and provided for the allocation between SunCoke Energy and

Sunoco of Sunocos assets employees liabilities and obligations attributable to periods prior to at and after

SunCoke Energys Separation from Sunoco

Separation and Distribution Agreement On the Separation Date SunCoke Energy and Sunoco entered into

the separation and distribution agreement which set forth the agreements between SunCoke Energy and Sunoco

regarding the principal corporate transactions required to effect SunCoke Energys separation from Sunoco the

IPO and the Distribution if any of SunCoke Energys shares to Sunocos shareholders and other agreements

governing the relationship between Sunoco and SunCoke Energy

The separation and distribution agreement identified assets to be transferred liabilities to be assumed and

contracts to be assigned to each of SunCoke Energy and Sunoco as part of the separation of Sunoco into two

companies Except as expressly provided all assets were transferred on an as is where is basis In general

each party to the separation and distribution agreement assumed liability for all pending threatened and
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unasserted legal maLters related to its own business or its assumed or retained liabilities and will indemnify the

other party for any liability to the extent arising out of or resulting from such assumed or retained legal matters

In addition the separation and distribution agreement provides for cross-indemnities principally designed to

place financial responsibility for the obligations and liabilities of SunCoke Energys business with SunCoke

Energy and financial responsibility for the obligations and liabilities of Sunocos business with Sunoco

The separation and distribution agreement allocates responsibility with respect to certain employee related

matters particularly with respect to Sunoco employee benefit plans in which any SunCoke Energy employees

participate or SunCoke Energy employee benefit plans which hold assets in joint trusts with Sunoco In addition

the separation and distribution agreement provided for certain adjustments with respect to Sunoco equity

compensation awards that occurred when Sunoco completed the Distribution

Tax Sharing Agreement On the Separation Date SunCoke Energy and Sunoco entered into tax sharing

agreement that governs the parties respective rights responsibilities and obligations with respect to tax liabilities

and benefits tax attributes the preparation and filing of tax returns the control of audits and other tax

proceedings and other matters regarding taxes For detailed discussion of the tax sharing agreement see Note

Transition Services Agreement On the Separation Date SunCoke Energy and Sunoco entered into

transition services agreement in connection with the separation Pursuant to the transition services agreement

Sunoco provides certain support services to SunCoke Energy including among others information technology

treasury risk management and insurance tax internal audit and various other corporate services in each case

consistent with the services provided by Sunoco to SunCoke Energy before the Separation The charges for the

transition services generally are intended to allow Sunoco to fully recover the costs directly associated with

providing the services plus all out-of-pocket costs and expenses generally without profit The services provided

under the transition services agreement terminate at various times specified in the agreement generally

terminating upon completion of the Distribution on January 17 2012 As of December 31 2012 most services

provided by Sunoco under this agreement have terminated with the exception of certain information technology

services and other de minimis support SunCoke Energy may terminate certain of the remaining specified

services by giving prior written notice to Sunoco of such services and paying any applicable termination charge

Guaranty Keep Well and Indemnification Agreement On the Separation Date SunCoke Energy and

Sunoco entered intc guaranty keep well and indemnification agreement Under this agreement SunCoke

Energy guarantees the performance of certain obligations of its subsidiaries prior to the date that Sunoco or

its affiliates may become obligated to pay or perform such obligations including the repayment of loan from

Indiana Harbor Coke Company L.P indernnifies defends and holds Sunoco and its affiliates harmless

against all liabilities relating to these obligations and restricts the assets debts liabilities and business

activities of one of its wholly-owned subsidiaries so long as certain obligations of such subsidiary remain unpaid

or unperformed In addition SunCoke Energy releases Sunoco from its guaranty of payment of promissory note

owed by one of its subsidiaries to another of its subsidiaries

Acquisition

Harold Keene Coal Company Inc

On January 14 2011 the Company acquired 100 percent of the outstanding common shares of HKCC for

approximately $52.0 million including working capital and contingent consideration The results of HKCC have

been included in the Consolidated Financial Statements since that date and are included in the Coal Mining

segment HKCC engages in the business of coal mining and owns leases and operates mines in Russell County

Virginia The operations of the HKCC Companies produce high volatile and high volatile metallurgical

coals which complement the coal produced by the Companys existing coal mining operations and high quality

thermal coal These operations have the ability to produce between 250 thousand and 300 thousand tons of coal

production annually with the potential to expand production in the future HKCC has approximately 20 million

tons of proven and probable coal reserves located in Russell and Buchanan Counties in Virginia contiguous to
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the Companys existing metallurgical coal mining operations The acquisition is part of the Companys strategy
to expand its domestic coal production and pursue selective reserve acquisitions The goodwill of $6.0 million

arising from the acquisition consists largely of synergies and cost reductions

The aggregate noncontingent portion of the purchase price was $41.1 million of which $37.6 million was
paid in cash net of cash received of $0.8 million The remaining amount relates to purchase price holdback of
$3.5 million that was paid in July 2012

The purchase price includes contingent consideration
arrangement that requires the Company to pay the

former owners of HKCC $2.00 per ton of coal for each ton produced from the real
property or leased property if

production levels exceed 150 thousand tons in calendar year for period of 20
years or until full exhaustion

whichever comes sooner The potential undiscounted amount of all future payments that could be required to be

paid under the contingent consideration
arrangement is between $0 and $42 million The fair value of the

contingent consideration at the acquisition date was $10.9 million and was based on significant inputs that are
not observable in the market or Level inputs Key assumptions included risk-adjusted discount rate range
of 0.895 percent to 6.027 percent which reflects the credit spread adjustment for each period and probability
adjusted production levels of HKCC operations between 300 thousand and 475 thousand tons per year The fair

value of the contingent consideration at December 31 2012 was $4.8 million The estimated fair value is based

on significant inputs that are not observable in the market or Level within the valuation hierarchy Key
assumptions at December 31 2012 include risk-adjusted discount rate range of 1.915 percent to

8.066 percent which reflects credit spread adjustment for each period and production levels of HKCC
operations between 91 thousand and 318 thousand tons per year The fair value adjustments to contingent
consideration decreased cost of products sold by $4.2 million and $1.9 million for 2012 and 2011 respectively

The following table summarizes the consideration paid for HKCC and the fair value of the assets acquired
and liabilities assumed at the acquisition date dollars in millions

Consideration

Cash net of cash received 37.6

Working capital adjustment and purchase price hold back 3.5

Contingent consideration
arrangement 10.9

Fair value of total consideration transferred 52.0

Recognized amounts of identifiable assets acquired and liabilities assumed

Current assets
7.3

Property and equipment 15.5

Mineral rights 48.1

Other assets
2.4

Current liabilities
1.5

Deferred tax liabilities net 22.7
Notes payable 2.3
Asset retirement obligations 0.8

Total identifiable net assets assumed 46.0

Goodwill
6.0

Total
52.0

The fair value of the acquired mineral rights of $47.3 million net of asset retirement obligations of

$0.8 million was determined by applying the income approach and is based on significant inputs that are not
observable in the market or Level inputs The acquired mineral rights will be depleted as they are extracted
which is estimated to be over period of 31 years

Immediately upon acquisition $2.3 million of notes payable were repaid
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The acquisition of HKCC contributed revenues and gross margin of $8.1 million and $2.1 million

respectively in 2012 and contributed revenues and gross margin of $19.4 million and $2.7 million respectively

in 2011 The acquisition of HKCC is not material to the Companys combined and consolidated results of

operations Therefore pro
forma information has not been presented

Noncontrolling Interests

On February 19 1998 the Company transferred an interest in its Indiana Harbor cokemaking operations to

third-party
investor for $200.0 million in cash On July 30 2002 the Company transferred an additional interest

in Indiana Harbor for $200.0 million and sold portion of its interest in Indiana Harbor for $15.0 million in cash

to another third-party
investor The Company did not recognize any gain at the dates of these transactions

because the third-party investors were entitled to preferential
return on their investments The returns of the

investors were equal to 98 percent of the cash flows and tax benefits from such cokemaking operations during the

preferential return period which continued until the fourth quarter
of 2007 at which time both investors had

recovered their investment and achieved cumulative annual after-tax return of approximately 10 percent

During the third quarter of 2011 the Company purchased an additional 19 percent ownership interest in the

partnership that owns the Indiana Harbor cokemaking facility for $34.0 million which decreased equity

attributable to SunCoke Energy by $7.8 million net of $4.1 million in deferred taxes for the year end

December 31 2011 As result of this transaction the Company now holds an 85 percent
interest in the

partnership The remaining interest in the partnership is owned by an affiliate of DTE Energy Company DTE

Energy is entitled to noncontrolling interest amounting to 15 percent of the partnerships net income through

2037 at which time the noncontrolling interest percentage
declines to percent

The Company accounted for the

increase in ownership as an equity transaction which resulted in $22.3 million decrease in noncontrolling

interest and $7.8 million decrease in additional paid-in capital net of income taxes in 2011 Direct costs of

$0.2 mu lion related to the increase in ownership were also accounted for as part of the equity transaction in 2011

Related Party Transactions

The related party
transactions with Sunoco and its affiliates are described below

Advances from/to Affiliate

Prior to the Separation Date Sunoco Inc RM wholly-owned subsidiary of Sunoco served as lender

and borrower of funds and clearinghouse for the settlement of receivables and payables for the Company and

Sunoco and its affiliates Amounts due Sunoco Inc RM for the settlement of payables included advances to

fund capital expenditures Interest on such payables was based on short-term money market rates The weighted-

average annual interest rate used to determine interest expense was 2.4 percent and 1.6 percent for 2011 and

2010 respectively
and $3.5 million and $5.4 million of expense is included in interest costaffiliate on the

Combined and Con olidated Statements of Income for 2011 and 2010 respectively As described in Note on

July 26 2011 proceeds
from debt issuances were used to repay $575 million of the advances from affiliate and

the remaining balance was treated as contribution from Sunoco and capitalized to net parent investment

Indiana Harbor had $30.0 million revolving credit agreement with Sunoco Inc RM the Indiana

Harbor Revolver which was terminated in conjunction with the Separation The interest rates for advances

under the Indiana 1-larbor Revolver were based on the one-month London Inter-Bank Offered Rate as quoted by

Bloomberg L.P pIus percent 1.26 percent at December 31 2010 The expense associated with the revolving

credit agreement is included in interest costaffiliate on the Combined and Consolidated Statements of Income

Interest income on advances to affiliate generated by the investment of idle funds under the clearinghouse

activities described above is included in interest incomeaffiliate in the Combined and Consolidated Statements

of Income and totaled $0.5 million and $1.5 million in 2011 and 2010 respectively Interest paid to affiliates
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under the above borrowing arrangements is classified as interest costaffihiate in the Combined and

Consolidated Statements of Income and totaled $3.6 million and $5.4 million in 2011 and 2010 respectively

Receivable/Payable from/to Affiliate

During 2002 in connection with an investment in the partnership by third-party investor Indiana Harbor

loaned $200.0 million of excess cash to The Claymont Investment Company Claymont then wholly-owned

subsidiary of Sunoco The loan was evidenced by note with an interest rate of 7.44 percent per annum Interest

income related to the note which was paid quarterly is included in interest incomeaffiliate in the Combined

and Consolidated Statements of Income and amounted to $8.0 million and $14.9 million in 2011 and 2010

respectively

During 2000 in connection with an investment in the partnership by third-party investor Jewell loaned

$89.0 million of excess cash to Claymont The loan was evidenced by note with an interest rate of 8.24 percent

per annum Interest income related to the note which was paid annually is included in interest incomeaffiliate

in the Combined and Consolidated Statements of Income and amounted to $4.0 million and $7.3 million in 2011

and 2010 respectively

In connection with the Separation Sunoco contributed Claymont to SunCoke Energy primarily to transfer

certain intercompany receivables from and intercompany payables to SunCoke Energy including the notes

payable to Indiana Harbor and Jewel Accordingly these notes receivable are now receivables and payables of

SunCoke Energys subsidiaries and the balances and related interest income are now eliminated in consolidation

The Company had non-interest bearing payable to affiliate totaling $55.8 million at December 31 2010

This intercompany balance represented the difference between the taxes allocated to the Company by Sunoco

under tax-sharing arrangement and the taxes recognized by the Company on separate-return basis as reflected

in the combined financial statements In connection with the Separation the payable to affiliate at the Separation

Date was capitalized to net parent investment as discussed in the Net Parent InvestmentlSunCoke Energy Inc

Stockholders Equity section below

Sales to Affiliate

The flue gas produced during the Haverhill cokemaking process is being utilized to generate low-pressure

steam which is sold to the adjacent chemical manufacturing complex formerly owned and operated by Sunocos

chemicals business In 2011 Sunoco sold this facility to Goradia Capital LLC Goradia Under this

agreement Goradia has assumed Sunocos obligations under the agreement Steam sales to Sunocos chemicals

business totaled $7.7 million and $9.6 million in 2011 and 2010 respectively

Allocated Expenses

Prior to the Separation amounts were allocated from subsidiaries of Sunoco for employee benefit costs of

certain executives of the Company as well as for the cost associated with the participation of such executives in

Sunocos principal management incentive plans The employee benefit costs were allocated as percentage of

the executives actual pay while the incentive plan costs represented the actual costs associated to the executives

Indirect corporate overhead attributable to the operations of the Company was also allocated from Sunoco These

overhead expenses incurred by Sunoco include costs of centralized corporate functions such as legal accounting

tax treasury engineering information technology insurance and other corporate services The allocation

methods for these costs include estimates of the costs and level of support attributable to SunCoke Energy for

legal accounting tax treasury and engineering usage and headcount for information technology and prior years

claims information and historical cost of insured assets for insurance
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Concurrent with the Separation SunCoke Energy entered into transition services agreement with

Sunoco Under this agreement Sunoco provides certain services the use of facilities and other assistance on

transitional basis to SunCoke Energy for fees which approximate Sunocos cost of providing these services

Note

The above allocations and transition services fee are included in cost of products sold and operating

expenses and selling general and administrative expenses in the Combined and Consolidated Statements of

Income and totaled $0.6 million $7.0 million and $7.1 million in 2012 2011 and 2010 respectively Note that

since the Distribution transactions with Sunoco are not considered related party transactions

Net Parent InvestmentiSunCoke Energy Inc Stockholders Equity

Prior to the contribution of the cokemaking and coal mining operations to SunCoke Energy the net parent

investment represented Sunocos equity investment in the Company and reflected capital contributions and

returns of capital net income attributable to Sunoco ownership and accumulated other comprehensive loss

which was all attributable to Sunocos ownership

In connection with the Separation Sunoco made capital contribution to SunCoke Energy under the terms

of the separation and distribution agreement which eliminated certain assets and obligations of SunCoke Energy

previously reflected in its combined balance sheet The following summarizes the impact on SunCoke Energys

Consolidated Balance Sheet at the Separation Date

Increase decrease in capital contribution dollars in millions

Interest receivable from affiliate 4.8

Notes receivable from affiliate 289.0

Advances from affiliate 487.3

Payable to affiliate 61.1

Deferred income taxes Note 98.1

Net capital contribution from Sunoco 156.5

In connection with the contribution of assets for shares of SunCoke Energy common stock the appropriate

components of the total net parent investment were capitalized to stockholders equity

Upon and subsequent to the Separation SunCoke Energy made noncash distributions of $229.2 million

related to the settlement of tax attributes under the tax sharing agreement with Sunoco corresponding

reduction was made to SunCoke Energys equity account See Note for additional information

During 2010 certain entities which are part of the Company made noncash distributions comprised of

$535.5 million of amounts receivable from Sunoco Inc RM as distribution of prior years earnings of such

subsidiaries to Sunoco The receivables which had been offset against amounts due to Sunoco Inc RM in

the combined balance sheet were established by prior cash deposits to Sunoco Inc RM resulting primarily

from the subsidiaries earnings This transaction was treated as noncash increase in advances from affiliate and

decrease in net parent investment Accordingly it is not reflected in the Combined Statement of Cash Flows for

the year ended December 31 2010

Guarantees and Indeninifications

For discussion of certain guarantees that Sunoco Inc is providing to the current and former third-party

investors of the Indiana Harbor cokemaking operations and the former third-party investors of the Jewell

cokeniaking facility on behalf of the Company see Note 17

98



Customer Concentrations

In 2012 the Company sold approximately 4.4 million tons of coke to its three primary customers in the

United States ArcelorMittal AK Steel and U.S Steel Substantially all of the production from the Jewell and

Indiana Harbor facilities and approximately one-half of the production from the Haverhill facility is sold

pursuant to long-term contracts with affiliates of ArcelorMittal The remaining balance of coke sales at the

Haverhill facility are sold to AK Steel under long-term contracts All coke sales from the Granite City

cokemaking facility are made pursuant to long-term contract with U.S Steel All coke sales from the

Middletown cokemaking facility which commenced operations in the fourth quarter of 2011 are made pursuant

to long-term contract with AK Steel In addition the licensing and operating fees as well as preferred

dividends pertaining to the Brazilian cokemaking operations are payable to the Company under long-term

contracts with Brazilian subsidiary of ArcelorMittal

The Company generally does not require any collateral with respect to its receivables At December 31

2012 the Companys receivables balance was primarily due from ArcelorMittal AK Steel and U.S Steel As

result the Company experiences concentrations of credit risk in its receivables with these three customers these

concentrations of credit risk may be affected by changes in economic or other conditions affecting the steel

industry At December 31 2012 receivables due from ArcelorMittal AK Steel and U.S Steel were

$26.1 million $18.5 million and $10.4 million respectively Also included in receivables at December 31 2012

is $9.4 million preferred dividend from ArcelorMittal Brasil This preferred dividend is recorded in other

income net on the Combined and Consolidated Statements of Income

Coke sales to ArcelorMittal and licensing and operating fees from ArcelorMittal Brasil in total accounted

for $1018.9 million $989.1 million and $899.8 million or 54 percent 64 percent and 68 percent for the years

ended December 31 2012 2011 and 2010 respectively of the Companys sales and other operating revenue and

are recorded in the Jewell Coke Other Domestic Coke and International segments Additionally preferred

dividends from ArcelorMittal Brasil of $9.4 million $9.3 million and $8.7 million are recorded in Other income

net on the Combined and Consolidated Statements of Income

Coke and power sales to AK Steel in total accounted for $539.4 million $215.2 million and

$176.1 million or 28 percent 14 percent and 13 percent for the years ended December 31 2012 2011 and 2010

respectively of the Companys sales and other operating revenue and are recorded in the Other Domestic Coke

segment

Coke and power sales to U.S Steel in total accounted for $310.6 million $231.4 million and

$197.3 million or 16 percent 15 percent and 15 percent for the years ended December 31 2012 2011 and 2010

respectively of the Companys sales and other operating revenue and are recorded in the Other Domestic Coke

segment

Income Taxes

Prior to the Distribution Date SunCoke Energy and certain subsidiaries of Sunoco were included in the

consolidated federal and certain consolidated combined or unitary state income tax returns filed by Sunoco

However SunCoke Energys provision for income taxes and the deferred income tax amounts reflected in the

Combined and Consolidated Financial Statements have been determined on theoretical separate-return basis

Prior to the Separation Date any current federal and state income tax amounts were settled with Sunoco under

previous tax sharing arrangement Under this previous tax sharing arrangement net operating losses and tax

credit carryforwards generated on theoretical separate-return basis could be used to offset future taxable income

determined on similarbasis Such benefits were reflected in the Companys deferred tax assets

notwithstanding the fact that such net operating losses and tax credits may actually have been realized on

Sunoco consolidated income tax returns or may be realized in future consolidated income tax returns covering

the period through the Distribution Date
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On the Separation Date SunCoke Energy and Sunoco entered into new tax sharing agreement that governs

the parties respective rights responsibilities and obligations with respect to tax liabilities and benefits tax

attributes the preparation and filing of tax returns the control of audits and other tax proceedings
and other

matters regarding taxes In general
under the tax sharing agreement

With respect to any periods ending at or prior to the Distribution SunCoke Energy is responsible
for any

U.S federal income taxes and any U.S state or local income taxes reportable on consolidated combined

or unitary return in each case as would be applicable to SunCoke Energy as if it filed tax returns on

standalone basis With respect to any periods beginning after the Distribution SunCoke Energy will be

responsible
for any U.S federal state or local income taxes of it or any of its subsidiaries

Sunoco is responsible for any income taxes reportable on returns that include only Sunoco and its

subsidiaries excluding SunCoke Energy and its subsidiaries and SunCoke Energy is responsible for any

income taxes filed on returns that include only it and its subsidiaries

Sunoco is responsible for any non-income taxes reportable on returns that include only Sunoco and its

subsidiaries excluding SunCoke Energy and its subsidiaries and SunCoke Energy is responsible for any

non-income taxes filed on returns that include only it and its subsidiaries

SunCoke Energy is generally not entitled to receive payment from Sunoco in respect of any of SunCoke

Energys tax attributes or tax benefits or any reduction of taxes of Sunoco Moreover Sunoco is generally

entitled to refunds of income taxes with respect to periods ending at or prior to the Distribution If SunCoke

Energy realizes any refund credit or other reduction in otherwise required tax payments in any period beginning

after the Distribution Date as result of an audit adjustment resulting in taxes for which Sunoco would otherwise

be responsible then subject to certain exceptions SunCoke Energy must pay Sunoco the amount of any such

taxes for which Suncco would otherwise be responsible Further if any taxes result to Sunoco as result of

reduction in SunCoke Energys tax attributes for period ending at or prior to the Distribution Date pursuant to

an audit adjustment relative to the amount of such tax attribute reflected on Sunoco tax return as originally

filed then subject to certain exceptions SunCoke Energy is generally responsible to pay Sunoco the amount of

any such taxes

SunCoke Energy has also agreed to certain restrictions that are intended to preserve
the tax-free status of the

contribution and the Distribution These covenants include restrictions on SunCoke Energys issuance or sale of

stock or other securities including securities convertible into our stock but excluding certain compensatory

arrangements and sales of assets outside the ordinary course of business and entering into any other corporate

transaction which would cause SunCoke Energy to undergo 50 percent or greater change in its stock ownership

SunCoke Energy has generally agreed to indemnify Sunoco and its affiliates against any
and all tax-related

liabilities incurred by them relating to the contribution or the Distribution to the extent caused by an acquisition

of SunCoke Energys stock or assets or other of its actions This indemnification applies even if Sunoco has

permitted
SunCoke Energy to take an action that would otherwise have been prohibited under the tax-related

covenants as described above

Under the tax sharing agreement it was determined that certain deferred tax assets attributable to net

operating losses and credit carry forwards which had been reflected in SunCoke Energys balance sheets prior to

the Separation Date on theoretical separate-return basis are not realizable by SunCoke Energy Accordingly

current and deferred tax benefits totaling $229.2 million were eliminated from the Consolidated Balance Sheets

with corresponding reduction to SunCoke Energys equity accounts $85.8 million and $143.4 million of which

were eliminated in the year ended December 31 2012 and 2011 respectively
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The following table sets forth the income tax benefits which were eliminated from SunCoke Energys

income tax balances dollars in millions

Years Ended December 31

2012 2011

Dollars in millions

Nonconventional fuel credit carryforward $39.9 54.2

Gasification investment tax credit carryforward 40.7

Federal net operating loss carryback 26.9

Federal state and foreign net operating losses and tax credit carryforwards 45.9 22.0

Other 0.4

$85.8 $143.4

SunCoke Energys tax provision was determined on theoretical separate-return basis through the

Distribution Date To the extent any tax assets or liabilities computed on that basis differ from amounts actually

payable or realizable under the provisions of the tax sharing agreement adjustments to the tax assets and

liabilities will be reflected as an income tax expense or benefit with corresponding payable due to Sunoco if

necessary
when such amounts have been effectively settled under the terms of the tax sharing agreement As of

December 31 2012 SunCoke Energy estimates that all tax benefits have been settled under the provisions of the

tax sharing agreement SunCoke Energy will continue to monitor the full utilization of all tax attributes when the

respective tax returns are filed and will consistent with the terms of the tax sharing agreement record additional

adjustments when
necessary

The components of income before income tax expense are as follows

Years Ended December 31

2012 2011 2010

Dollars in millions

Domestic $118.1 $59.8 $187.0

Foreign 7.8 6.3 6.2

$125.9 $66.1 $193.2

The components of income tax expense are as follows

Years Ended December 31

2012 2011 2010

Dollars in millions

Income taxes currently payable receivable

U.S federal $15.7 $16.8 $23.7

State 2.1 3.2 5.2

Foreign 2.7 3.2 2.6

10.9 16.8 31.5

Deferred tax benefit

U.S federal 36.9 20.0 14.8

State 2.6 4.0 0.6

34.3 24.0 15.4

$23.4 7.2 $46.9
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The reconciliation of the income tax expense at the U.S statutory rate to the income tax expense is as

1.3 0.6

16.0 19.8

0.3 0.8
1.3 0.2

1.7 1.2
1.3

0.8 4.2

0.7

23.4 7.2

2.5

19.0

3.8

2.8

0.2

46.9

No income tax expense is reflected in the Combined and Consolidated Statements of Income for partnership

income attributable to noncontrolling interests

The tax effects of temporary differences that comprise the net deferred income tax liability are as follows

18.2

13.4

8.4

7.5

2.0

12.3

6.2

68.0

1.3

66.7

326.7

98.9

425.6

$358.9

The net deferred income tax liability is classified in the consolidated balance sheets as follows

December 31

2012 2011

Dollars in millions

Current asset 2.6 0.6

Noncurrent liability 361.5 261.1

$358.9 $260.5

22.3

12.5

38.8

25.6

6.5

2.6

11.3

2.9

122.5

1.3

121.2

284.3

97.4

381.7

$260.5

follows

Income tax expense at 35 percent U.S statutory rate

Increase reduction in income taxes resulting from

Income attributable to noncontrolling interests

Nonconventional fuel credit

State and other income taxes net of federal income tax effects

Percentage depletion

Return-to-provision adjustments

Change in valuation allowance

Domestic production activity deduction

Other

Years Ended December 31

2012 2011 2010

Dollars in millions

44.1 23.1 67.6

December 31

2012 2011

Dollars in millions

Deferred tax assets

Retirement benefit liabilities

Black lung benefit liabilities

Nonconveritional fuel credit carryforward

Federal net operating loss and tax credit carryforward

State tax credit carryforward net of federal income tax effects

State net operating loss carryforward net of federal income tax effects

Other liabilities not yet deductible

Other

Deferred tax asset

Less valuation allowance

Deferred tax asset net

Deferred tax liabilities

Properties plants and equipment

Investment in partnerships

Deferred tax liability

Net deferred tax liability
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Cash payments including settlements for income taxes as required under the tax sharing arrangement with

Sunoco amounted to $6.3 million $7.3 million and $32.4 million for the years ended December 31 2012 2011

and 2010 respectively

Sunocos consolidated federal income tax returns which include SunCoke Energy have been examined by

the Internal Revenue Service IRS for all years through 2008 The 2007 and 2008 tax years remain open due

to the carryback of net operating losses State and foreign income tax returns are generally subject to examination

for period of three to five years after the filing of the respective returns The state impact of any amended

federal returns remains subject to examination by various states for period of up to one year after formal

notification of such amendments to the states

There are no outstanding controversies applicable to SunCoke Energy which would require recognition of

liability for unrecognized tax benefits at December 31 2012 and the Company has recorded no liabilities for

unrecognized tax benefits interest or penalties during the
years

ended December 31 2012 2011 and 2010 The

Company does not expect that any unrecognized tax benefits pertaining to income tax matters will be required in

the next twelve months

Inventories

The Companys inventory consists of metallurgical coal which is the principal raw material for the

Companys cokemaking operations coke which is the finished good sold by the Company to its customers and

materials supplies and other

These components of inventories were as follows

December 31

2012 2011

Dollars in millions

Coal $108.0 $138.8

Coke 11.8 15.1

Materials supplies and other 32.0 29.4

Consigned coke inventory 8.3 36.4

$160.1 $219.7

During 2011 the Company estimated that Indiana Harbor would fall short of its 2011 annual minimum coke

production requirements by approximately 122 thousand tons Accordingly we entered into contracts to procure

approximately 133 thousand tons of coke from third parties However the coke prices in the purchase

agreements exceeded the sales price in the Companys contract with ArcelorMittal This resulted in an estimated

loss on firm purchase commitments of $18.5 million $12.2 million attributable to net parent investment and

$6.3 million attributable to noncontrolling interests The Company recorded lower of cost or market adjustments

of $1.9 million $1.4 million attributable to SunCoke Energy Inc./net parent investment and $0.5 million

attributable to noncontrolling interests on this purchased coke during 2011 In the second
quarter

of 2011 the

Company sold 38 thousand tons of this coke to ArcelorMittal Operational improvements at Indiana Harbor

subsequent to the first quarter of 2011 increased coke production for the balance of 2011 and Indiana Harbor was

able to meet its 2011 contractual requirements with ArcelorMittal

In the third quarter of 2011 the Company entered into an agreement to sell approximately 95 thousand tons

of the purchased coke to customer on consignment basis that will expire as amended on the earlier of

April 30 2013 or full consumption of and payment for the coke The customer did not consume any coke in

fiscal 2011 In 2012 the customer consumed 73 thousand tons of consigned coke
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10 Properties Plants and Equipment Net

The components of net properties plants and equipment were as follows

December 311

2012 2011

Dollars in millions

Coke and energy plant machinery and equipment $1497.3 $1488.9

Mining plant machinery and equipment 191.2 164.3

Land and land improvements 77.4 60.8

Construction-in-progress 38.4 26.0

Other 49.1 34.5

Gross investment at cost 1853.4 1774.5

Less Accumulated depreciation 456.8 382.7

Total properties plants and equipment net $1396.6 $1391.8

Includes assets consisting mainly of coke and energy plant machinery and equipment with
gross

investment totaling $1049.7 million and $966.0 million and accumulated depreciation of $181.7 million

and $140.3 milbon at December 31 2012 and December 31 2011 respectively which are subject to long-

term contracts to sell coke and are deemed to contain operating leases

11 Asset Retirement Obligations

The Companys asset retirement obligations arise primarily from the Federal Surface Mining Control and

Reclamation Act of 11977 and similar state statutes which require that mine property be restored in accordance

with specified standards and an approved reclamation plan The Company also has asset retirement obligations

related to certain contractual obligations including the retirement and removal of long-lived assets from certain

properties We do not have any unrecorded asset retirement obligations

The following table provides reconciliation of changes in the asset retirement obligation during each

period in millions

Balance at January 12011 $11.0

Liabilities incurred 0.8

ILiabilities settled 0.2
Accretion expense 0.8

Revisions in estimated cash flows 0.1

Balance at December 31 2011 $12.5

Liabilities incurred 0.7

Liabilities settled

Accretion expense1 0.8

Revisions in estimated cash flows 0.5

Balance at December 31 2012 $13.5

Included in cost of products sold and operating expenses

12 Goodwill

The Company has goodwill of $9.4 million as of December 31 2012 and 2011 During 2011 the Company
recorded goodwill of $6.0 million in connection with its acquisition of HKCC which was allocated to the Coal

Mining segment Note
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13 Retirement Benefits Plans

Defined Benefit Pension Plan and Postretirement Health Care and Life Insurance Plans

The Company has noncontributory defined benefit pension plan defined benefit plan which provides

retirement benefits for certain of its employees The Company also has plans which provide health care and life

insurance benefits for many of its retirees postretirement benefit plans The postretirement benefit plans are

unfunded and the costs are borne by the Company

Effective January 2011 pension benefits under the Companys defined benefit plan were frozen for all

participants in this plan The Company also amended its postretirement benefit plans during the first quarter of

2010 Postretirement medical benefits for its future retirees were phased out or eliminated effective January

2011 for non-mining employees with less than ten years of service all new employees and employer costs for all

those still eligible for such benefits were capped As result of these changes to its postretirement benefit plans

the Companys postretirement benefit liability declined $36.7 million during 2010 Most of the benefit of this

liability reduction is being amortized into income through 2016 At December 31 2011 the Companys pension

plan assets were invested in trust with the assets of other pension plans of Sunoco These plan assets were

separated from the Sunoco trust in January 2012 and were transferred to newly formed trust established for the

Companys plan

Defined benefit plan expense benefit consisted of the following components

Service cost

Interest cost on benefit obligations

Expected return on plan assets

Amortization of

Actuarial losses

Postretirement benefit plans benefit expense consisted of the following components

Years Ended December 31

2012 2011 2010

Dollars in millions

$0.3 $0.3 $0.7

1.8 2.1 3.1

Service cost

Interest cost on benefit obligations

Amortization of

Actuarial losses

Prior service benefit

Curtailment gain

1.6 1.2 2.1

5.6 5.6 4.8

1.9 2.0 1.1

0.7

$l.9 $2.0 0.4

Amortization of actuarial losses for 2013 is estimated at $1.0 million for the defined benefit plan

Amortization of actuarial losses and prior service benefit for 2013 is estimated to be $1.4 and $5.7 million

respectively for postretirement benefit plans

Years Ended December 31

2012 2011 2010

Dollars in millions

$0.5

1.5 1.5 1.6

1.8 2.4 2.2

0.9

0.6

0.5 0.6

$0.4 0.5
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Defined benefit pan and postretirement benefit plans expense benefit is determined using actuarial

assumptions as of the beginning of the year or using weighted-average assumptions when curtailments

settlements and/or other events require plan remeasurement The following assumptions were used to

determine defined benefit plan and postretirement benefit plans expense benefit

Defined Benefit Plan

2011 2010

5.00% 5.60%

8.25% 8.25%

For the years ended December 31 2012 2011 and 2010 the long-term expected rate of return on plan assets

was estimated based on variety of factors including the historical investment return achieved over long-term

period the targeted allocation of plan assets and expectations concerning future returns in the marketplace for

both equity and fixed income securities

The following amounts were recognized as components of other comprehensive loss income for the years

ended December 31 2012 2011 and 2010

Defined Benefit Plan Postretirement Benefit Plans

2012 2011 2010 2012 2011 2010

Dollars in millions

Reclassifications to earnings of

Actuarial loss amortization 0.9 0.5 $0.6 1.6

Prior service benefit amortization 5.6
Retirement benefit plan funded status adjustments

Actuarial gains losses 1.9 6.0 0.2 0.4

Prior service benefit 3.9

$l.0 $5.5 $0.8 $0.3

The following tbles set forth the components of the changes in benefit obligations and fair value of plan

assets during 2012 and 2011 as well as the funded status at December 31 2012 and 2011

Benefit obligations at beginning of year

Service cost

Interest cost

Actuarial losse gains
Plan amendments3

Benefits paid

Benefit obligations at end of year1

Fair value of ptan assets at beginning of year

Actual income on plan assets

Employer contribution

Benefits paid from plan assets

Fair value of plan assets at end of year

Funded status at end of year2

Defined Postretirement

Benefit Plan Benefit Plans

2012 2011 2012 2011

Dollars in millions

$35.8 $30.9 49.7 46.8

0.3 0.3

1.5 1.5 1.8

2.1 5.4 0.7

3.9

1.9 2.0 3.5
_____

$37.5 $35.8 43.7
_____

$30.1 $30.4

2.1 1.7

4.6

1.9

2012

Discount Rate 4.25%

Long-term expected rate of return on plan assets 6.25%

Postretirement Benefit Plans

2012 2011 2010

3.90% 4.60% 5.30%

1.2 1.9

5.6 5.3

3.9 7.4

$8.3

31.3

$35.3

2.1

3.9

3.4

49.7

2.0

$30.1

$5.7

$34.9

$2.6 $43.7 $49.7
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Represents both the accumulated benefit obligation and the projected benefit obligation for the defined

benefit plan and the accumulated postretirement benefit obligations APBO for the postretirement benefit

plans

Represents retirement benefit liabilities including current portion in the consolidated balance sheets The

current portion of retirement liabilities which totaled $3.8 and $4.8 million at December 31 2012 and 2011

respectively is classified in accrued liabilities in the consolidated balance sheets

The Company has amended its postretirement benefit plan effective January 2013 to provide post-65

retiree health benefits via Health Reimbursement Arrangement employer contributions

The Company contributed $4.6 million to its defined benefit plan during 2012 and does not anticipate

making an additional contribution during 2013

The following table sets forth the cumulative amounts not yet recognized in net income at December 31

2012 and 2011

Defined Postretirement

Benefit Plan Benefit Plans

2012 2011 2012 2011

Dollars in millions

Cumulative amounts not yet recognized in net income

Actuarial losses $16.7 $15.6 16.5 18.7

Prior service benefits 22.2 24.0

Accumulated other comprehensive loss income before related tax benefit $16.7 $15.6 5.7 5.3

The following table sets forth the plan assets in the funded defined benefit plan measured at fair value by

input level at December 31 2012 and 2011

Quoted Prices

in Active Significant Other Significant

Markets for Observable Unobservable

Identical Assets Inputs Inputs

Level Level Level Total

2012 2011 2012 2011 2012 2011 2012 2011

Dollars in millions

Fixed income securities

Government and Federal-sponsored

agency obligations 2.1 2.1

Corporate and other debt 9.5 9.5

Mutual and collective trust funds

Equity securities

Domestic 12.6 6.8 12.6 6.8

International 8.2 4.7 8.2 4.7

Fixed income securities

Government and Federal-sponsored

agency obligations 2.7 2.7

Corporate and other debt

instruments 10.4 2.7 10.4 2.7

Private equity investments 3.0 3.0

Cash and cash equivalents 1.0 1.3 1.0 1.3

$34.9 1.3 $25.8 3.0 $34.9 $30.1

Substantially all of these funds are held in connection with fixed income investment strategies

107



The following table sets forth the change in fair value for plan assets measured using significant

unobservable inputs Ilevel

2012 2011

Dollars in millions

Balance at the beginning of the year 3.0 2.3

Actual gain on plan assets

Assets held at end of year 0.7

Assets sold during the
year

Investments 0.4

Return on capital 0.4
Asset sales 3.0

Balance at the end of the year $3.0

Investments in equity and fixed income securities that are publicly traded are valued at the closing market

prices on the last business day of the year Other equity and fixed income securities are generally valued using

other observable inputs to estimate fair value on the last business day of the year Investments in mutual funds

and collective trust funds are primarily based on the closing market price of the assets held in the funds on the

last business day of the year

At the beginning of 2012 the target asset allocation and strategy was 100 percent allocation to portfolio

of investment grade fixed income securities with weighted average duration approximately equal to the

duration of the pension plans benefit obligation During the second quarter of 2012 the pension plans

investment strategy and target asset allocation for non-cash investments was modified to implement an allocation

of 66 percent to equity securities and 34 percent to investment grade fixed income securities The objective of

this strategy is to maximize the long-term return on plan assets at prudent level of risk in order to ensure

adequate funding for the Companys pension benefit obligations Following this change in asset allocation the

plans expected return on assets for fiscal 2012 increased from 4.25 percent to 6.25 percent This change resulted

in reduction of defined benefit plan expense of $0.6 million for fiscal 2012

The asset allocations attributable to the defined benefit plan at December 31 2012 and 2011 and the target

allocation of plan assets for 2013 by asset category are as follows in percentages

December 31

2013 Target 2012 2011

Asset category

Equity securities 66% 60% 38%

Fixed income securities 34% 40% 52%

Private equity investments 10%

Total 100% 100% 100%

Includes cash and cash equivalents which are held to manage duration in connection with fixed income

investment strategies
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The expected benefit payments through 2022 for the defined benefit plan and postretirement benefit plans

are as follows

Defined Postretirement

Benefit Plan Benefit Plans

Dollars in millions

Year ending December 31

2013 2.2 3.9

2014 2.2 3.8

2015 2.2 3.8

2016 2.3 3.6

2017 2.3 3.5

2Ol8through2O22 $11.1 $15.2

The measurement date for the Companys defined benefit plan and postretirement benefit plans is

December 31 The following discount rates were used at December 31 2012 and 2011 to determine benefit

obligations for the plans in percentages

Defined Postretirement

Benefit Plan Benefit Plans

2012 2011 2012 2011

Discount rate 3.65% 4.25% 3.30% 3.90%

The health care cost trend assumption used at December 31 2012 to compute the APBO for the

postretirement benefit plans was an increase of 8.50 percent 9.00 percent at December 31 2011 which is

assumed to decline gradually to 5.00 percent in 2020 and to remain at that level thereafter one-percentage

point change each year in assumed health care cost trend rates would have an impact of less than $0.1 million on

the total of service and interest cost components of postretirement benefits expense and APBO as of

December 31 2012 and 2011

Defined Contribution Plans

The Company has defined contribution plans which provide retirement benefits for certain of its employees

The Companys contributions which are principally based on the Companys pretax income and the aggregate

compensation levels of participating employees and are charged against income as incurred amounted to

$5.9 million $4.4 million and $1.8 million in 2012 2011 and 2010 respectively

14 Accrued Liabilities

Accrued liabilities consist of following

December 31

2012 2011

Dollars in millions

Accrued sales discounts $36.2 $24.9

Accrued benefits 21.5 18.1

Other taxes payable 10.9 10.5

Other 226 26.9

Total $91.2 $80.4
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15 Debt

Total debt including the current portion of long-term debt consisted of the following

December 31

2012 2011

Dollars in millions

Term loans bearing interest at variable rates due 2018 net of original issue discount of $1.7

million and $2.0 million at December 31 2012 and December 31 2011 respectively $323.4 $326.4

7.625 percent senior notes due 2019 Notes 400.0 400.0

Total debt $723.4 $726.4

Less current portion of long-term debt 3.3 3.3

Total long-term debt $720.1 $723.1

Borrowed under the Companys Credit Agreement dated as of July 26 2011 Credit Agreement

Credit Facilities

On July 26 20 SunCoke Energy entered into Credit Agreement which provides for seven-year term

loan in principal amount of $300.0 million the Term Loan repayable in equal quarterly installments at

rate of 1.00 percent of the original principal amount per year with the balance payable on the final maturity date

Additionally the Credit Agreement provided for up to $75.0 million of Incremental Facilities Incremental

Facilities that are available subject to the satisfaction of certain conditions On December 15 2011 SunCoke

Energy borrowed an additional $30.0 million Term Loan as part of the Incremental Facilities As of

December 31 2012 there was $45.0 million of capacity remaining under the Incremental Facilities SunCoke

Energy has $325.1 million outstanding under the Term Loan and Incremental Facilities as of December 31 2012

The proceeds from the Term Loan and Incremental Facilities were used to repay certain intercompany

indebtedness to Sunoco to pay related fees and expenses and for general corporate purposes

The Credit Agreement also provides for five-year $150 million revolving facility the Revolving

Facility The proceeds of any loans made under the Revolving Facility can be used to finance capital

expenditures acquisitions working capital needs and for other general corporate purposes SunCoke Energy does

not have any outstanding borrowings under the Revolving Facility as of December 31 2012

Borrowings under the Term Loan bear interest at SunCoke Energys option at either base rate plus an

applicable margin or ii the greater of 1.00 percent or LIBOR plus an applicable margin The applicable margin

on the Term Loan is in the case of base rate loans 2.00 percent per annum and ii in the case of LIBOR loans

3.00 percent per annum Borrowings under the Revolving Facility bear interest at SunCoke Energys option at

either base rate plus an applicable margin or ii LIBOR plus an applicable margin The applicable margin on

loans made under the Revolving Facility is determined by reference to consolidated leverage ratio based pricing

grid The weighted-average interest rate for borrowings outstanding under the Credit Agreement during 2012 was

4.07 percent

The Credit Agreement contains certain covenants restrictions and events of default including but not

limited to maintaining maximum consolidated leverage ratio and minimum consolidated interest coverage

ratio and limitations on the ability of the Company and certain of the Companys subsidiaries to incur

indebtedness ii pay dividends or make other distributions iiiprepay redeem or repurchase certain debt

iv make loans and investments sell assets vi incur liens vii enter into transactions with affiliates and

viii consolidate or merge In addition under certain circumstances the Term Loan is subject to mandatory

principal prepayments
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The obligations under the Credit Agreement are guaranteed by certain of the Companys subsidiaries and

secured by liens on substantially all of the Companys and the guarantors assets pursuant to Guarantee and

Collateral Agreement dated as of July 26 2011 among the Company the subsidiaries of the Company party

thereto and JPMorgan Chase Bank N.A as administrative agent

Senior Notes

On July 26 2011 SunCoke Energy issued $400 million aggregate principal of senior notes the Notes in

private placement The Notes bear interest at rate of 7.625 percent per annum and will mature in 2019 with all

principal paid at maturity Interest on the Notes is payable semi-annually in cash in arrears on August and

February of each year commencing on February 2012 The proceeds from the Notes were used to repay

certain intercompany indebtedness to Sunoco to pay related fees and expenses and for general corporate

purposes

The Notes were offered in the United States to qualified institutional buyers in reliance on Rule 144A under

the Securities Act and outside the United States to non-U.S persons in reliance on Regulation under the

Securities Act On January 25 2012 we completed an exchange offer for the Notes for an equal principal amount

of the Notes whose sale is registered under the Securities Act

The Notes are the Companys senior unsecured obligations and are guaranteed on senior unsecured basis

by each of the Companys existing and future subsidiaries that guarantees the Companys credit facilities

collectively the Notes Guarantors The Notes rank equally in right of payment to all of the Companys

existing and future unsecured unsubordinated debt and senior in right of payment to all of the Companys

existing and future debt that is by its terms expressly subordinated in right of payment to the Notes The Notes

are subordinated to indebtedness under the Credit Agreement as well as any future secured debt to the extent of

the value of the assets securing such debt

The Company may redeem some or all of the Notes prior to August 2014 by paying make-whole

premium The Company also may redeem some or all of the Notes on or after August 2014 at specified

redemption prices In addition prior to August 2014 the Company may redeem up to 35 percent of the Notes

using the proceeds of certain equity offerings

The Company is obligated to offer to purchase the Notes at price of 101 percent of their principal

amount together with accrued and unpaid interest if any to the date of purchase upon the occurrence of certain

change of control events and 100 percent of their principal amount together with accrued and unpaid interest

if any to the date of purchase with the proceeds from certain asset dispositions These restrictions and

prohibitions are subject to certain qualifications and exceptions set forth in the Indenture including without

limitation reinvestment rights with respect to the proceeds of asset dispositions

The Indenture contains covenants that among other things limit the Companys ability and the ability of

certain of the Companys subsidiaries to incur indebtedness ii pay dividends or make other distributions

iiiprepay redeem or repurchase certain debt iv make loans and investments sell assets vi incur liens

vii enter into transactions with affiliates and viii consolidate or merge These covenants are subject to

number of exceptions and qualifications set forth in the Indenture

Upon issuance the Company recorded the Notes and the Term Loan on the consolidated balance sheet of

$727.9 million which is net of debt discount of $2.1 million In addition the Company recorded $19.1 million

of deferred financing fees related to the issuance of the Notes and Credit Facilities

Debt maturities for each of the next five years is $3.3 million

Interest Rate Swaps

On August 15 2011 the Company entered into interest rate swap agreements with an aggregate notional

amount of $125.0 million See Note 23 for further information on the interest rate swaps
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16 Black Lung Benefit Obligations

The Company is responsible for making pneumoconiosis black lung benefit payments to certain of its

employees and former employees and their dependents Such payments are for claims under Title IV of the

Federal Coal Mine Health and Safety Act of 1969 and subsequent amendments as well as for black lung benefits

provided in the states of Virginia Kentucky and West Virginia pursuant to workers compensation legislation

The Company acts as self-insurer for both state and federal black lung benefits and adjusts the Companys

accrual each year based upon actuarial calculations of the Companys expected future payments for these

benefits For the years ended December 31 2012 2011 and 2010 the discount rate used to calculate the period

end liability was 3.80 4.50 and 5.00 percent respectively The estimated liability was $34.8 million and

$33.5 million at December 31 2012 and 2011 respectively Charges against income for black lung benefits

amounted to $3.3 million $8.7 million and $4.8 million during 2012 2011 and 2010 respectively

The Patient Protection and Affordable Care Act PPACA which was implemented in 2010 amended

previous legislation related to coal workers black lung obligations PPACA provides for the automatic extension

of awarded lifetime benefits to surviving spouses and changes the legal criteria used to assess and award claims

Our obligation related to black lung benefits is estimated based on various assumptions including actuarial

estimates discount rates and changes in health care costs The impact of PPACA in 2011 changes in discount

rates and other assuniptions increased our black lung benefit obligation by approximately $1.8 million and

$6.0 million during 2012 and 2011 respectively

17 Commitments and Contingent Liabilities

The Company as lessee has noncancelable operating leases for land office space equipment and railcars

Total rental expense net of sublease income was $4.8 million $5.8 million and $4.6 million in 2012 2011 and

2010 respectively Sublease income is generated from our former corporate headquarters located in Knoxville

Tennessee Beginning in the second quarter of 2011 concurrent with our move to Lisle Illinois this space was

subleased to another tenant for the remainder of the lease term although we remain directly liable to the landlord

under the original lease

The aggregate amount of future minimum annual rentals applicable to noncancelable operating leases and

related subleases is as follows

Minimum
Rental Sublease

Payments Income Net Lease Expense

Dollars in millions

Year ending December 31

2013 3.6 $0.6 3.0

2014 3.6 0.7 2.9

2015 3.2 0.7 2.5

2016 2.2 0.7 1.5

2017 1.0 0.3 0.7

2018-Thereafter 3.7 3.7

Total $17.3 $3.0 $14.3

As discussed in Note the Company has an agreement with Lakeshore which provides coal handling

services The fixed and determinable amounts of the Companys obligation under this agreement are as follows

dollars in millions

Year ending December 31
2013 $2.3

Less Amount representing interest 0.1

Total at present value $2.2
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Payments under this agreement including variable components totaled $14.1 $11.2 and $10.0 million in

2012 2011 and 2010 respectively

The Company is subject to indemnity agreements with current and former third-party investors of Indiana

Harbor and Jewel related to certain tax benefits that they earned as limited partners Based on the partnerships

statute of limitations as well as published filings of the limited partners the Company believes that tax audits for

years 2006 and 2007 relating to tax credits of approximately $51 million may be still open for the limited

partners and subject to examination As of December 31 2012 the Company has not been notified by the limited

partners that any items subject to the indemnification are under examination and further believes that the

potential for any claims under the indemnity agreements are remote Sunoco also guarantees SunCoke Energys

performance under the indemnification to the current third party investor of Indiana Harbor and the former

investor at Jewel On September 30 2011 concurrent with SunCoke Energys purchase of the 19 percent

ownership interest from one of the Indiana Harbor limited
partners

Sunoco was released of its
guarantee to the

former Indiana Harbor partner of SunCoke Energys performance under this indemnification SunCoke Energy

has assumed this guarantee

The EPA has issued Notices of Violations NOVs for our Haverhill and Granite City cokemaking

facilities which stem from alleged violations of our air emission operating permits for these facilities We are

currently working in cooperative manner with the EPA Ohio Environmental Protection Agency and the Illinois

Environmental Protection Agency to address the allegations Settlement may require payment of penalty for

alleged past violations as well as undertaking capital projects to improve reliability of the energy recovery

systems and enhance environmental performance at the Haverhill and Granite City facilities As result of

discussions with the EPA we spent approximately $5 million related to these projects in 2012 and expect to

spend approximately $15 million in 2013 and an additional $80 million in the 2014 to 2016 timeframe We are

currently engaged in penalty negotiations with regulators and estimate our probable loss to be approximately

$2.2 million

The Company has received two NOVs from the EPA related to our Indiana Harbor cokemaking facility

After initial discussions with the EPA and the Indiana Department of Environmental Management IDEM
resolution of the NOVs was postponed by mutual agreement because of ongoing discussions regarding the NOVs

at the Haverhill and Granite City cokemaking facilities In January 2012 the Company began working in

cooperative manner to address the allegations with the EPA the IDEM and Cokenergy Inc an independent

power producer that owns and operates an energy facility including heat recovery equipment flue gas

desulfurization system and power generation plant that processes hot flue gas from our Indiana Harbor facility

to produce steam and electricity and to reduce the sulfur and particulate content of such flue gas Settlement may

require payment of penalty for alleged past violations as well as undertaking capital projects to enhance

reliability and environmental performance In addition we conducted an engineering study to identify major

maintenance projects necessary to preserve the production capacity of the facility In accordance with the

findings of the study we originally estimated that we would spend approximately $50 million Based on

discussions with our customer regarding their requirements for the potential contract renewal term we now

estimate that we could spend as much as $85 million We spent $14 million related to this project in 2012 and

anticipate spending $60 million in 2013 While we believe there is reasonable likelihood that we will reach

agreement with our customer for new long-term contract such an agreement may not be reached We expect to

earn reasonable return on our investment and consequently the actual level of capital expenditures may depend

upon the terms of an eventual agreement with our customer and DTE Energy Company the third party investor

owning 15 percent interest in the partnership the Indiana Harbor Partnership that owns the Indiana Harbor

cokemaking facility In addition we believe the project scope will address items that may be required in

connection with the settlement of the NOVs at our Indiana Harbor facility At this time the Company cannot yet

assess any future injunctive relief or potential monetary penalty and any potential future citations The Company
is unable to estimate

range
of probable or reasonably possible loss

On February 2010 the Ohio Department of Environmental Protection ODEP issued New Source

Review permit-to-install NSR P11 for the Middletown cokemaking facility During the 30-day statutory
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appeal period ending March 11 2010 four parties including the City of Monroe Ohio Robert Snook pro

se litigant the National Resources Defense Council and individuals affiliated with the SunCoke Watch

opposition group filed appeals at the Ohio Environmental Review Appeals Commission ERAC challenging

ODEPs issuance of the NSR PTI In May 2012 we entered into settlement agreement with the parties The

settlement agreemeni was approved by the ERAC in July 2012 The terms of the settlement were not material to

the financial position results of operations or cash flows of the Company at December 31 2012

The Southwest Ohio Air Quality Agency SWOAQA also issued an NOV to our Middletown facility on

November 19 2012 We responded to the NOV by providing carbon injection plan requested by SWOAQA At

present the Company cannot assess whether there will be monetary penalty or any future citations but we do

not expect such penalty or citations to be material to the financial position results of operations or cash flows

of the Company at December 31 2012

Other legal and administrative proceedings are pending or may be brought against the Company arising out

of its current and past operations including matters related to commercial and tax disputes product liability

antitrust employment claims premises-liability claims allegations of exposures of third parties to toxic

substances and general environmental claims Although the ultimate outcome of these claims cannot be

ascertained at this time it is reasonably possible that some portion of these claims could be resolved unfavorably

to the Company Management of the Company believes that any liability which may arise from such matters

would not be material in relation to the financial position results of operations or cash flows of the Company at

December 31 2012

18 Restructuring

In 2010 in connection with the Separation the Company announced the relocation of its corporate

headquarters from Knoxville Tennessee to Lisle Illinois which was completed during the second quarter of

2011 and resulted in termination of employees eligible for severance benefits upon such termination The

Company recorded restructuring charges of $0.6 million $8.0 million and $0.4 million in 2012 2011 and 2010

respectively These charges consist of employee-related costs primarily related to relocation and lease

terminations and asset write-offs

The following table presents aggregate restructuring charges related to the relocation

Employee-
Related Asset Lease

Costs Write-offs Terminations Total

Dollars in millions

YearendedDecember3l2010 $0.1 $0.3 $0.4

Year ended December 31 2011 5.4 0.6 2.0 8.0

Year ended December 31 2012 0.5 0.1 0.6

Charges recorded through December 31 2012 $fhO $0.9 $2.1 $9.0

As of December 31 2012 we do not believe
any

additional costs related to this restructuring would be

material to our financial position in future periods Employee-related costs and lease terminations are included in

selling general and administrative expenses Asset write-offs are included in depreciation expense

114



The following table presents accrued restructuring and related activity as of and for the years ended

December 31 2012 and 2011 related to the relocation

Employee-
Related Lease

Costs Terminations Total

Dollars in millions

Balance at December31 2010 $0.1 $0.1

Charges 5.4 2.0 7.4

Cash payments 4.7 0.3 5.0

Balance at December 31 2011 $0.8 $1.7 $2.5

Charges 0.5 0.1 0.6

Cash payments 0.7 0.4 Li
Balance at December 31 2012 $0.6 $1.4 $2.0

19 Accumulated Other Comprehensive Loss

The following table sets forth the components of accumulated other comprehensive loss net of related

income taxes at December 31 2012 and 2011 respectively

December 31

2012 2011

Dollars in millions

Retirement benefits plans $6.6 $6.3

Foreign currency translation adjustment L3 0.2

$7.9 $6.5

20 Share-Based Compensation

Effective July 13 2011 SunCoke Energys Board of Directors approved the SunCoke Energy Inc Long-

Term Performance Enhancement Plan SunCoke LTPEP The SunCoke LTPEP provides for the grant of

equity-based rewards including stock options and share units or restricted stock to the Companys directors

officers and other employees advisors and consultants who are selected by the plan committee for participation

in the SunCoke LTPEP The plan authorizes the issuance of 1600000 shares of SunCoke Energy common

stock issuable upon the adjustment of Sunoco equity awards in connection with the Distribution and ii up to

6000000 shares of SunCoke Energy common stock pursuant to new awards under the SunCoke LTPEP

The Company measures the cost of employee services in exchange for an award of equity instruments based

on the grant-date fair value of the award The total cost is reduced for estimated forfeitures over the awards

vesting period and the cost is recognized over the requisite service period Forfeiture estimates are reviewed on

an annual basis at minimum or as deemed necessary based on actual forfeitures Compensation expense is

recorded ratably over the service period

Stock Options

During the year ended December 31 2011 the Company granted stock options to certain employees to

acquire 1533312 shares of common stock The stock options have ten-year term and $17.25 per share

weighted average exercise price which was equal to the average of the high and low prices of SunCoke Energy

common stock on the dates of grant total of 1348608 stock options will vest in three equal annual

installments on the first second and third anniversaries of the dates of grant in each case subject to continued

employment through the applicable vesting date The Company issued 184704 stock options that will vest in

three equal annual installments beginning September 2013 All awards vest immediately upon change in

control as defined by the SunCoke LTPEP
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During the year ended December 31 2012 the Company granted stock options to certain employees to

acquire 486182 shares of common stock The stock options have ten-year term and $14.29 per share

weighted average
exercise price which was equal to the average of the high and low prices of SunCoke Energy

common stock on the dates of grant The stock options become exercisable in three equal annual installments

beginning one year from the date of grant All awards vest immediately upon change in control as defined by

the SunCoke LTPEP

The Company calculates the value of each employee stock option estimated on the date of grant using the

Black-Scholes option pricing model The weighted-average fair value of employee stock options granted during

the years ended December 31 2012 and 2011 was $5.70 and $6.93 respectively using the following weighted-

average assumptions

Years Ended December 31

2012 2011

Risk Free Interest Rate 0.82% 1.54%

Expected Term years years

Volatility 45% 44%

Dividend Yield

Weighted-Average Exercise Price 14.29 17.25

The Company uses the average implied volatility of the Dow Jones U.S Steel index coupled with the

implied volatility of the SP 600 Since the Company does not have direct peer group and only has limited

trading history it believes this approach provides reasonable implied volatility

The risk-free interest rate assumption is based on the U.S Treasury yield curve at the date of grant for

periods which approximates the expected life of the option The dividend yield assumption is based on the

Companys future expectation of dividend payouts The expected life of employee options represents the average

contractual term adjusted by the average vesting period of each option tranche The Company estimated zero

forfeiture rate in calculating fair value This estimated forfeiture rate may be revised in subsequent periods if the

actual forfeiture rate differs significantly

The following table summarizes information with respect to common stock option awards discussed above

Weighted
Number of Average Aggregate

Options Exercise Price Intrinsic Value

Outstandiig at December 31 2011 1454019 $17.25

Granted 486182 $14.29

Exercised

Forfeited 57337 $17.20

Outstanding at December 31 2012 1882864 $16.49 0.6

Exercisable at December 31 2012 404317 $17.25

Expected to vest at December 31 2012 1882864 $16.49 $0.6

Intrinsic value for stock options is defined as the difference between the current market value of our

common stock and the exercise price of the stock options

The Company recognized $3.8 million $2.3 million net of tax and $1.4 million $0.9 million net of tax in

compensation expense during the year ended December 31 2012 and 2011 respectively related to the above

stock options As of December 31 2012 there was $7.2 million of total unrecognized compensation cost related

to nonvested stock options This compensation cost is expected to be recognized over the next 1.9
years

The

weighted average remaining contractual term is 8.7 years
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Restricted Stock Units

During the year ended December 31 2011 the Company issued total of 288898 restricted stock units

RSU to certain employees for shares of the Companys common stock total of 146545 RSUs vest as

follows 50 percent of each RSU award generally will vest in three equal annual installments on the first

second and third anniversaries of the date of grant and the remaining 50 percent of each RSU award will vest

on the fourth anniversary of the date of grant in each case subject to continued employment through the

applicable vesting date The Company issued 112941 RSUs that will vest in three equal annual installments

beginning on September 2013 The Company also issued 29412 RSUs that vest one year from the date of

grant All awards vest immediately upon change in control as defined by the SunCoke LTPEP

During the year ended December 31 2012 the Company issued total of 83082 restricted stock units

RSU to certain employees for shares of the Companys common stock The RSUs vest in four annual

installments beginning one year from the date of grant All awards vest immediately upon change in control as

defined by the SunCoke LTPEP

The following table summarizes information with respect to RSUs

Weighted
Number of Average Grant

RSUs Date Fair Value

Nonvested at December 31 2011 275356 $17.19

Granted 83082 $14.29

Vested 50219 $17.16

Forfeited 9519 $17.34

Nonvested at December 31 2012 298700 $16.38

The Company recognized $1.5 million $0.9 million net of tax and $0.7 million $0.4 million net of tax in

compensation expense during the years ended December 31 2012 and 2011 respectively related to the above

RSUs As of December 31 2012 there was $3.6 million of total unrecognized compensation cost related to

nonvested RSUs This compensation cost is expected to be recognized over the next 2.8 years

Modifications

In connection with the Distribution certain Sunoco common stock awards and stock options that were held

by Sunoco employees Sunoco directors and SunCoke Energy employees were modified and an anti-dilutive

provision was added In general all Sunoco stock options held by Sunoco employees and Sunoco directors were

converted into both Sunoco and SunCoke Energy stock options Sunoco stock options held by SunCoke Energy

employees were converted to SunCoke Energy stock options All SunCoke Energy common stock issued as

result of option exercises or the vesting of common stock awards will be issued under the SunCoke LTPEP

At the Distribution Date 1219842 SunCoke Energy stock options were issued in connection with the

conversion of the outstanding Sunoco stock options to Sunoco employees and directors The converted stock

options for Sunoco employees and directors are fully vested and exercisable and any expense associated with the

modification of these stock options was recognized by Sunoco The exercise prices for these stock options range

from $4.77 to $29.35 per share The stock options expire 10 years from the date of the original grant and have

weighted average remaining life of 4.4 years During the year ended December 31 2012 463699 options were

exercised and 14481 options were cancelled in accordance with the terms of the Sunoco share-based

compensation plan

At the Distribution Date 295854 SunCoke Energy stock options were issued in connection with the

conversion of the outstanding Sunoco stock options for SunCoke Energy employees of which 257332 are fully

vested and exercisable The exercise prices for these stock options range from $8.93 to $22.31 per share The
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stock options expire 10 years from the date of the original grant and have weighted average remaining

contractual term of 5.7 years and an aggregate intrinsic value of $0.9 million During the year ended

December 31 2012 13577 options were exercised with an intrinsic value of $0.1 million In the first quarter of

2012 SunCoke Energy recorded $0.5 million charge in connection with the award modification and the

addition of an anti-dilution provision The remaining 24945 options continue to vest over weighted average

period of less than one year SunCoke Energy recorded $0.7 million $0.4 million net of tax in compensation

expense related to these awards during the year ended December 31 2012 As of December 31 2012 there was

an insignificant amount of unrecognized compensation cost related to these nonvested stock options

Outstanding Sunoco common stock units held by SunCoke Energy employees were converted into

95984 SunCoke Energy restricted stock units at the Distribution Date 38709 of which vested during 2012 The

remaining 57275 restricted stock units continue to vest over weighted average period of less than one year

Compensation expense related to these awards was calculated based on the grant-date fair value of the original

award and the addition of an anti-dilutive provision SunCoke Energy recorded $0.5 million $0.3 million net of

tax in compensation expense related to these awards during the
year

ended December 31 2012 respectively

Outstanding Sunoco common stock units held by Sunoco employees were not converted into SunCoke Energy

awards As of December 31 2012 there was $0.1 million of total unrecognized compensation cost related to

these nonvested RSUs

21 Earnings per Share

The weighted average number of common shares for the 2011 and 2010 periods includes 70.0 million shares

of common stock owned by Sunoco on the Separation Date as result of its contribution of the assets of its

cokemaking and coali mining operations to SunCoke Energy and related capitalization

The following table sets forth the reconciliation of the weighted-average number of common shares used to

compute basic earnings per share EPS to those used to compute diluted EPS

Years Ended December 31

2012 2011 2010

Shares in millions

Weighted-average number of common shares outstanding-basic 70.0 70.0 70.0

Add effect of dilutive share-based compensation awards 0.3

Weighted-average number of shares-diluted 70.3 70.0 70.0

For the year ended December 31 2012 and 2011 diluted earnings per share is calculated to give effect to

share-based compensation awards granted using the treasury stock method In 2012 the potential dilutive effect

of 2.5 million stock options and 0.1 million restricted stock units was excluded from the computation of diluted

weighted-average shares outstanding as the shares would have been anti-dilutive In 2011 the potential dilutive

effect of 0.7 million stock options and 0.1 million restricted stock units was excluded from the computation of

diluted earnings per share as the shares would have been anti-dilutive

22 Supplemental Cash Flow Information

Net cash provided by operating activities reflected cash payments for interest and income taxes as follows

Years Ended December 31

2012 2011 2010

Dollars in millions

Interest paid $44.0 $2.8

Income taxes paid 6.3 $7.3 $32.4
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23 Fair Value Measurements

The Company measures certain financial and non-financial assets and liabilities at fair value on recurring

basis Fair value is defined as the price that would be received to sell an asset or paid to transfer liability in the

principal or most advantageous market in an orderly transaction between market participants on the measurement

date Fair value disclosures are reflected in three-level hierarchy maximizing the use of observable inputs and

minimizing the use of unobservable inputs

The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability on

the measurement date The three levels are defined as follows

Level 1inputs to the valuation methodology are quoted prices unadjusted for an identical asset or

liability in an active market

Level 2inputs to the valuation methodology include quoted prices for similar asset or liability in an

active market or model-derived valuations in which all significant inputs are observable for substantially the

full term of the asset or liability

Level 3inputs to the valuation methodology are unobservable and significant to the fair value

measurement of the asset or liability

Financial Assets and Liabilities Measured at Fair Value on Recurring Basis

Certain assets and liabilities are measured at fair value on recurring basis The Companys cash

equivalents which amounted to $180.0 million at December 31 2012 were measured at fair value based on

quoted prices in active markets for identical assets These inputs are classified as Level within the valuation

hierarchy There were no cash equivalents at December 31 2011

Foreign Currency Hedge

From time to time the Company utilizes foreign exchange derivatives to manage the risks associated with

fluctuations in foreign currency exchange rates and accounts for them under ASC 815Derivatives and

Hedging which requires all derivatives to be marked to market fair value The Company does not purchase or

hold any derivatives for trading purposes On November 26 2012 the Company entered into agreements to

purchase approximately 1.845 billion Indian Rupees at weighted average rate of 56.075 with settlement date

of January 31 2013 The Company did not elect hedge accounting treatment for this foreign exchange contract

and therefore the changes in the fair value of the derivative are recorded in other income net on the

consolidated statement of income

The fair value of the foreign exchange contract at December 31 2012 was an asset of approximately

$0.6 million There were no foreign exchange contracts outstanding at December 31 2011 The mark to market

impact of the foreign exchange contract on other income net was an increase of approximately $0.6 million In

estimating the fair market value of the foreign exchange contract the Company utilized published exchange rates

at December 31 2012 between the U.S dollar and Indian rupee

Interest Rate Swap

The Company utilizes interest rate swaps to manage the risk associated with changing interest rates and

accounts for them under ASC 815Derivatives and Hedging which requires all derivatives to be marked to

market fair value The Company does not purchase or hold any derivatives for trading purposes On August 15

2011 the Company entered into interest rate swap agreements with an aggregate notional amount of $125.0

million These agreements expire three years from the forward effective date of October 11 2011 Under the

interest rate swap agreements the Company will pay weighted average fixed rate of 1.322 percent in exchange

for receiving floating rate payments based on the greater of 1.0 percent or three-month LIBOR The Company

119



did not elect hedge accounting treatment for these interest rate swaps and therefore the changes in the fair value

of the interest rate swap agreements are recorded in interest expense The counterparties of the interest rate swap

agreements are large financial institutions which the Company believes are of high quality creditworthiness

While the Company may be exposed to potential losses due to the credit risk of nonperformance by these

counterparties such osses are not anticipated

The fair value of the swap agreement at December 31 2012 and 2011 was liability of approximately

$0.8 million and $0.5 million respectively The mark to market impact of the swap arrangement on interest

expense was an increase of approximately $0.2 million and $0.5 million in the years ended December 31 2012

and 2011 respective Ly In estimating the fair market value of interest rate swaps the Company utilized present

value technique which discounts future cash flows against the underlying floating rate benchmark Derivative

valuations incorporate credit risk adjustments that are necessary to reflect the probability of default by the

counterparty These inputs are not observable in the market and are classified as Level within the valuation

hierarchy

Non-Financial Assets and Liabilities Measured at Fair Value on Recurring Basis

Contingent consideration related to the HKCC acquisition Note is measured at fair value and amounted

to $4.8 million and $9.0 million at December 31 2012 and 2011 respectively The estimated fair value is based

on significant inputs that are not observable in the market or Level within the valuation hierarchy Key

assumptions at December 31 2011 included risk-adjusted discount rate range of 2.400 percent to

8.665 percent which reflects credit spread adjustment for each period and production levels of HKCC

operations between 300 thousand and 475 thousand tons per year Key assumptions at December 31 2012

include risk-adjusted discount rate range of 1.9 15 percent to 8.066 percent which reflects credit spread

adjustment for each period and production levels of HKCC operations between 91 thousand and

318 thousand tons per year The fair value adjustments to contingent consideration decreased cost of products

sold by $4.2 million and $1.9 million in the years ended December 31 2012 and 2011 respectively

Non-Financial Assets and Liabilities Measured at Fair Value on Nonrecurring Basis

Certain assets and liabilities are measured at fair value on nonrecurring basis that is the assets and

liabilities are not measured at fair value on an ongoing basis but are subject to fair value adjustments in certain

circumstances e.g when there is evidence of impairment At December 31 2012 no material fair value

adjustments or fair value measurements were required for these non-financial assets or liabilities

Certain Financial Assets and Liabilities not Measured at Fair Value

At December 31 2012 the estimated fair value of the Companys long-term debt was estimated to be

$741.5 million compared to carrying amount of $723.4 million net of mandatory pre-payments made since

issuance The fair value was estimated by management based upon estimates of debt pricing provided by

financial institutions and are considered Level inputs

At December 31 2011 the estimated fair value of the Companys long-term debt was estimated to be

$722.0 million compared to carrying amount of $726.4 million net of mandatory pre-payments made since

issuance The fair value was estimated by management based upon estimates of debt pricing provided by

financial institutions and are considered Level inputs

24 Business Segment Information

The Company is an independent owner and operator of five cokemaking facilities in the eastern and

midwestern regions of the United States and operator of cokemaking facility for project company in Brazil in

which it has preferred stock investment In addition to its cokemaking operations the Company has
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metallurgical coal mining operations in the eastern United States The Companys cokemaking operations are

reported as three segments Jewel Coke Other Domestic Coke and International Coke See Note for further

information regarding customer concentration

The Jewel Coke segment consists of the operations of the Companys cokemaking facilities in Vansant

VA The Indiana Harbor cokemaking facility located in East Chicago IN the Haverhill cokemaking facility

located in Franklin Furnace OH the Granite City cokemaking facility located in Granite City IL and the

Middletown cokemaking facility located in Middletown OH are individual operating segments that have been

aggregated into the Other Domestic Coke segment Each of these facilities produces coke and recovers waste

heat which is converted to steam or electricity through similarproduction process The coke production for

these facilities is sold directly to integrated steel producers under contracts which provide for the pass-through of

coal costs subject to contractual coal-to-coke yields plus an operating cost component and fixed fee component

received for each ton of coke sold Accordingly the Companys management believes that the facilities in the

Other Domestic Coke segment have similar long-term economic characteristics The Middletown cokemaking

facility commenced operations in October 2011 and beginning in the fourth quarter of 2011 is included in the

Other Domestic Coke segment results Prior to the commencement of operations all costs associated with

Middletown were included in Corporate and Other

The International Coke segment operates cokemaking facility located in Vitória Brazil for project

company The International Coke segment also earns income from dividend on its preferred stock investment

assuming that certain minimum production levels are achieved at the plant

The Companys Coal Mining segment conducts coal mining operations near the Companys Jewel

cokemaking facility centered in Vansant VA with mines located in Virginia and West Virginia Currently

substantial portion of the coal production is sold to the Jewell Coke segment for conversion into coke Beginning

in 2012 intersegment coal revenues for sales to Jewel Coke are reflective of the contract price that Jewell Coke

charges its customer Prior year periods have been adjusted to reflect this change

Some coal is also sold to the Other Domestic Coke facilities and third-parties Intersegment coal revenues

for sales to the Jewell Coke and Other Domestic Coke segments are based on the prices that the coke customers

of the Other Domestic Coke segment have agreed to pay for the internally produced coal which approximate the

market prices for this quality of metallurgical coal In January 2011 the Company acquired the HKCC
Companies Note and the results of operations from the date of acquisition forward are included in the Coal

Mining segment

Overhead
expenses that can be identified with segment have been included in determining segment results

The remainder is included in Corporate and Other Total financing expense income net which consists

principally of interest income interest expense and interest capitalized is also excluded from segment results

Identifiable assets are those assets that are utilized within specific segment

The following table includes Adjusted EBITDA which is the measure of segment profit or loss reported to

the chief operating decision maker for purposes of allocating resources to the segments and assessing their

performance

Year Ended December 312012

Dollars in millions

Other

Jewell Domestic International Coal Corporate
Coke Coke Coke Mining and Other Combined

Sales and other operating revenue $286.4 $1530.4 $36.9 48.3 $1902.0

Intersegment sales $203.4

Adjusted EBITDA unaudited 50.5 198.9 $11.9 33.4 $29.0 265.7

Depreciation depletion and amortization 5.4 55.3 0.3 17.6 2.2 80.8

Capital expenditures 4.9 37.4 1.5 34.3 2.5 80.6

Identifiable assets 82.4 $1413.9 $60.6 $196.9 $257.2 $2011.0
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Year Ended December 31 2011

Dollars in millions

Other

Jewell Domestic International Coal Corporate
Coke Coke Coke Mining and Other Combined

Sales and other operating revenue $257.6 $1187.5 $38.0 44.5 $1527.6

Intersegment sales $183.6

Adjusted EBITDA unaudited 46.1 87.7 $13.7 35.5 $44.2 138.8

Depreciation deplelion and amortization 4.9 38.7 0.2 12.9 1.7 58.4

Capital expenditures 1.2 l97.0 0.6 30.7 8.6 238.1

Identifiable assets 81.6 $1440.8 $62.7 $182.1 $174.6 $1941.8

Includes $169.4 million attributable to the Middletown facility

Year Ended December 31 2010

Dollars in millions

Other

Jewell Domestic International Coal Corporate
Coke Coke Coke Mining and Other Combined

Salesandotheroperatingrevenue $298.0 $979.5 $38.4 0.6 $1316.5

Intersegment sales 5.8 $159.9

Adjusted EBITDA unaudited $123.9 85.6 $15.0 24.0 $14.l 234.4

Depreciation depletion and amortization 4.4 35.0 0.1 7.7 1.0 48.2

Capital expenditure 1.8 23.0 0.8 18.4 $171.6 215.6

Identifiable assets 80.9 $962.6 $59.7 76.7 $538.52 $1718.4

Includes $169.7 million attributable to the Middletown facility

Includes receivables from affiliate totaling $289.0 million and Middletown facility construction-in-progress

totaling $242.2 million

The Company evaluates the performance of its segments based on segment Adjusted EBITDA which is

defined as earnings before interest taxes depreciation depletion and amortization EBITDA adjusted for

sales discounts and the interest taxes depreciation depletion and amortization attributable to equity earnings in

our unconsolidated affiliates EBITDA reflects sales discounts included as reduction in sales and other

operating revenue The sales discounts represent the sharing with customers of portion of nonconventional fuels

tax credits which reduce our income tax expense However we believe our Adjusted EBITDA would be

inappropriately penalized if these discounts were treated as reduction of EBITDA since they represent sharing

of tax benefit that is not included in EB1TDA Accordingly in computing Adjusted EBITDA we have added

back these sales discounts Our Adjusted EBITDA also includes EBITDA attributable to our unconsolidated

affiliates EBITDA and Adjusted EBITDA do not represent and should not be considered alternatives to net

income or operating income under GAAP and may not be comparable to other similarly titled measures in other

businesses Management believes Adjusted EBITDA is an important measure of the operating performance of the

Companys net assets

Adjusted EBITDA does not represent and should not be considered as an alternative to net income as

determined by GAAP and calculations thereof may not be comparable to those reported by other companies We

believe Adjusted EI3ITDA is an important measure of operating performance and provides useful information to

investors because it highlights trends in our business that may not otherwise be apparent when relying solely on

GAAP measures and because it eliminates items that have less bearing on our operating performance Adjusted

EBITDA is measure of operating performance that is not defined by GAAP and should not be considered

substitute for net income as determined in accordance with GAAP

Set forth below is additional detail as to how we use Adjusted EBITDA as measure of operating

performance as well as discussion of the limitations of Adjusted EBITDA as an analytical tool

122



Operating Performance Our management uses Adjusted EBITDA in number of ways to assess our

combined financial and operating performance and we believe this measure is helpful to management in

identifying trends in our performance Adjusted EBITDA helps management identify controllable expenses and

make decisions designed to help us meet our current financial goals and optimize our financial performance

while neutralizing the impact of capital structure on financial results Accordingly we believe this metric

measures our financial performance based on operational factors that management can impact in the short-term

namely our cost structure and expenses

Limitations Other companies may calculate Adjusted EBITDA differently then we do limiting its

usefulness as comparative measure Adjusted EBITDA also has limitations as an analytical tool and should not

be considered in isolation or as substitute for an analysis of our results as reported under GAAP Some of these

limitations include that Adjusted EBITDA

does not reflect our cash expenditures or future requirements for capital expenditures or contractual

commitments

does not reflect changes in or cash requirement for working capital needs

does not reflect our interest expense or the cash requirements necessary to service interest on or

principal payments of our debt

does not reflect certain other non-cash income and expenses

excludes income taxes that may represent reduction in available cash and

includes net income loss attributable to noncontrolling interests

Below is reconciliation of Adjusted EBITDA unaudited to net income which is its most directly

comparable financial measure calculated and presented in accordance with GAAP

Years Ended December 31

2012 2011 2010

Dollars in millions

Adjusted EBITDA attributable to SunCoke Energy Inc $262.7 $142.8 $230.1

Subtract Adjusted EBITDA attributable to noncontrolling interest 3.0 4.0 4.3

Adjusted EBITDA $265.7 $138.8 $234.4

Subtract

Depreciation depletion and amortization 80.8 58.4 48.2

Financing expense income net 47.8 1.4 19.0

Income tax expense 23.4 7.2 46.9

Sales discount provided to customers due to sharing of nonconventional fuels

tax credits 11.2 12.9 12.0

Net income $102.5 58.9 $146.3

The following table sets forth the Companys total sales and other operating revenue by product or service

Years Ended December 31

2012 2011 2010

Dollars in millions

Coke sales $1750.5 $1397.7 $1237.2

Steam and electricity sales 62.5 47.7 40.4

Operating and licensing fees 36.9 38.0 38.4

Metallurgical coal sales 47.9 44.2 0.2

Other 4.2 0.3

$1902.0 $1527.6 $1316.5
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25 Selected Quarterly Data unaudited

2012 2011

First Second Third Fourth First Second Third Fourth

Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Dollars in millions

Sales and other operating revenue $480.6 $460.7 $480.1 $480.61 $333.0 $377.6 $403.1 $413.9

Gross profit2 53.9 63.1 72.3 54.3 20.0 43.8 55.6 25.4s

Net income 16.6 24.0 32.9 29.0 5.7 24.1 21.6 7.5

Net income attributable to SunCoke

Energy Inc net parent

investment 16.9 22.7 31.6 27.6 11.9 22.5 18.2 8.0

Earnings attributable to SuriCoke

Energy Inc net parent

investment per share of common

stock

Basic 0.24 0.32 0.45 0.39 0.17 0.32 0.26 0.12

Diluted 0.24 0.32 0.45 0.39 0.17 0.32 0.26 0.12

In the fourth quarter of 2011 we recorded approximately $7.0 million reduction to revenue related to the

resolution of certain contract and billing issues with our customer at our Indiana Harbor facility The

resolution of th matter favorably impacted revenues by approximately $4.2 million in the fourth quarter of

2012

Gross profit equals sales and other operating revenue less cost of products sold operating expenses loss on

firm purchase commitments and depreciation depletion and amortization

During the fourth quarter of 2011 an out-of-period adjustment of approximately $3.9 million was recorded

to correct the costs of products sold for our Indiana Harbor facility related to the third quarter of 2011

Management believes the amount was not material individually or in the aggregate to current or prior

interim periods The adjustment had no impact on the full year fiscal 2011 financial results

26 Supplemental Condensed Consolidating Financial Information

Certain 100 percent owned subsidiaries of the Company serve as guarantors of the obligations under the

Credit Agreement and $400 million Notes Guarantor Subsidiaries These guarantees are full and

unconditional subject in the case of the Guarantor Subsidiaries to customary release provisions as described

below and joint and several For purposes of the following footnote SunCoke Energy Inc is referred to as

Issuer The indenture dated July 26 2011 among the Company the guarantors party thereto and The Bank of

New York Mellon Trust Company N.A governs subsidiaries designated as Guarantor Subsidiaries All other

consolidated subsidjaries of the Company are collectively referred to as Non-Guarantor Subsidiaries Prior to

the Separation Date the Company was wholly-owned subsidiary of Sunoco Therefore there is no parent entity

for
purposes

of this footnote for periods prior to the Separation Date

The guarantee of Guarantor Subsidiary will terminate upon

sale or other disposition of the Guarantor Subsidiary or of all or substantially all of its assets

sale of the majority of the Capital Stock of Guarantor Subsidiary to third party after which the

Guarantor Subsidiary is no longer Restricted Subsidiary in accordance with the indenture

governing the Notes

the liquidation or dissolution of Guarantor Subsidiary so long as no Default or Event of Default

as defined under the indenture governing the Notes has occurred as result thereof

the designation of Guarantor Subsidiary as an unrestricted subsidiary in accordance with the

indenture governing the Notes
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the requirements for defeasance or discharge of the indentures governing the Notes having been

satisfied

the release other than the discharge through payment by Guarantor Subsidiary from its guarantee

under the Credit Agreement or other indebtedness that resulted in the obligation of the Guarantor

Subsidiary under the indenture governing the Notes

The following supplemental condensed combining and consolidating financial information reflects the

Issuers separate accounts the combined accounts of the Guarantor Subsidiaries the combined accounts of the

Non-Guarantor Subsidiaries the combining and consolidating adjustments and eliminations and the Issuers

combined and consolidated accounts for the dates and periods indicated For purposes of the following

condensed combining and consolidating information the Issuers investments in its subsidiaries and the

Guarantor and Non-Guarantor Subsidiaries investments in its subsidiaries are accounted for under the equity

method of accounting
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SunCoke Energy Inc

Condensed Consolidating Statement of Income

Year Ended December 31 2012

in millions

ron
Guarantor Guarantor Consolidating

Issuer Subsidiaries Subsidiaries Adjustments Total

Revenues

Sales and other operating revenue $1352.8 $549.2 $1902.0

Equity in earnings of subsidiaries 138.9 25.5 164.4

Other income net 2.7 9.4 12.1

Total revenues 138.9 1381.0 558.6 164.4 1914.1

Costs and operating expenses

Cost of products sold and operating expenses 1060.5 517.1 1577.6

Selling general and administrative expenses 10.6 61.8 9.6 82.0

Depreciation depletion and amortization 70.7 10.1 80.8

Total costs and operating expenses 10.6 1193.0 536.8
______

1740.4

Operating income 128.3 188.0 2.1.8 164.4 173.7

Interest incomeaffiliate 5.5 5.5

Interest income 1.9 1.5 0.4

Interest costaffiliate 5.5 5.5

Interest cost 48.0 0.2 1.5 1.5 48.2

Total financing expense income net 48.0 7.2 7.0
_______

47.8

Income before income tax expense 80.3 195.2 14.8 164.4 125.9

Income tax benefit expense 18.5 46.8 4.9
_______

23.4

Net income 98.8 148.4 19.7 164.4 102.5

Less Net income attributable to noncontrolling

interests 3.7 3.7

Net income attributable to SunCoke Energy

Inc./netparentinvestment 98.8 148.4 16.0 164.4 98.8

Comprehensive income 97.4 148.1 18.6 $163.0 101.1

Less Comprehensive income attributable to

noncontrolling interests 3.7 3.7

Comprehensive income attributable to SunCoke

Energy Inc 97.4 148.1 14.9 $163.0 97.4
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SunCoke Energy Inc

Condensed Combining and Consolidating Statement of Income

Year Ended December 31 2011

in millions

Combining
Non- and

Guarantor Guarantor Consolidating

Issuer Subsidiaries Subsidiaries Adjustments Total

Revenues

Sales and other operating revenue $1023.4 $504.2 $1527.6

Equity in earnings loss of subsidiaries 34.9 19.4 15.5

Other income net 2.0 9.3
_____

11.3

Total revenues 34.9 1006.0 513.5 15.5 1538.9

Costs and operating expenses

Cost of products sold and operating expenses 815.1 490.7 1305.8

Loss on firm purchase commitment 18.5 18.5

Selling general and administrative expenses 2.6 78.0 8.1 88.7

Depreciation depletion and amortization 51.1 7.3 58.4

Total costs and operating expenses
2.6 944.2 524.6

_____
1471.4

Operating income loss 32.3 61.8 11.1 15.5 67.5

Interest incomeaffiliate 7.6 8.2 3.3 12.5

Interest income 3.4 3.0 0.4

Interest costaffiliate 3.5 3.3 3.3 3.5

Interest cost 20.6 3.0 3.0 20.6

Capitalized interest 9.8 9.8

Total financing expense income net 20.6 17.3 1.9
_____

1.4

Income loss before income tax expense 11.7 79.1 9.2 15.5 66.1

Income tax benefit expense 8.3 6.8 8.7
_____

7.2

Net income loss 20.0 72.3 17.9 15.5 58.9

Less Net loss attributable to noncontrolling

interests 1.7
______

1.7

Net income loss attributable to SunCoke

Energy IncJnet parent investment 20.0 72.3 16.2 15.5 60.6

Comprehensive income loss 20.0 63.8 19.3 $15.5 49.0

Less Comprehensive income attributable to

noncontrolling interests 1.7
______

1.7

Comprehensive income loss attributable to

SunCoke Energy Inc 20.0 63.8 17.6 $15.5 50.7
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SunCoke

Condensed Combining Statement of Income

Year Ended December 31 2010

in millions

Combining
Non- and

Guarantor Guarantor Consolidating

Subsidiaries Subsidiaries Adjustments Total

Revenues

Sales and other operating revenue $874.7 $447.6 5.8 $1316.5

Equity in earnings of subsidiaries 22.5 22.5

Other income net 1.3 8.7
_____

10.0

Total revenues 898.5 456.3 28.3 1326.5

Costs and operating expenses

Cost of products sold and operating expenses 628.6 414.1 5.8 1036.9

Selling general and administrative expenses 50.0 17.2 67.2

Depreciation depletion and amortization 41.0 7.2 48.2

Total costs and operating expenses 719.6 438.5 5.8 1152.3

Operating income 178.9 17.8 22.5 174.2

Interest incomeaffiliate 8.7 15.0 23.7

Interest income

Interest costaffiliate 5.4 5.4

Capitalized interes 0.7 0.7

Total financing income net 4.0 15.0
_____

19.0

Income before income tax expense
182.9 32.8 22.5 193.2

Income tax expense 43.1 3.8
_____

46.9

Net income 139.8 29.0 22.5 146.3

Less Net income attributable to noncontrolling interests 7.1 7.1

Net income attributable to net parent investment $139.8 21.9 $22.5 139.2

Comprehensive income 162.2 29.4 22.5 169.1

Less Comprehensive income attributable to

noncontrol.ing interests 7.1 7.1

Comprehensive income attributable to SunCoke

Energy Inc $162.2 22.3 $22.5 162.0
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SunCoke Energy Inc

Condensed Consolidating Balance Sheet

December 31 2012

dollars in millions except per share amounts

Assets

Cash and cash equivalents 206.9

Receivables 55.7

Inventories 120.4

Deferred income taxes 2.6

Income taxes receivable

Advances to affiliate

________
17.6

Total current assets 403.2

Notes receivable from affiliate 89.0

Investment in Brazilian cokemaking operations

Properties plants and equipment net 1277.2
Lease and mineral rights net 52.5

Goodwill 9.4

Deferred charges and other assets 13.2

Investment in subsidiaries 77.8

Total assets

_______
$1922.3

Liabilities and Equity
Advances from affiliate

Accounts payable

Current portion of long term debt

Accrued liabilities

Interest payable

Income taxes payable

Total current liabilities

Long term debt

Payable to affiliate

Accrual for black lung benefits

Retirement benefit liabilities

Deferred income taxes

Asset retirement obligations

Other deferred credits and liabilities

Commitments and contingent liabilities

Total liabilities

________ ________

Equity
Preferred stock $0.01 par value Authorized 50000000

shares no issued and outstanding shares at

December 31 2012

Common stock $0.01 par value Authorized 300000000
shares issued and outstanding 69988728 shares at

December 31 2012

Treasury stock 603528 shares at December 31 2012

Additional paid-in capital

Accumulated other comprehensive loss

Retained earnings

Total SunCoke Energy Inc stockholders equity 615.5

Noncontrolling interests

Total equity 615.5
_______

Total liabilities and equity $1355.9
_______

Non-
Guarantor Guarantor Consolidating

Issuer Subsidiaries Subsidiaries Adjustments Total

16.1

65.8

81.9

23.1

1250.9

$1355.9

32.3

14.3

39.7

7.7

94.0

300.0

41.0

119.4

10.1

$564.5

17.6

42.0

12.9

72.5

89.0

0.8
2.2

239.2

70.0

160.1

2.6

23.8
83.4

107.2 471.9

389.0
41.0

1396.6

52.5

9.4

6.8 39.6

1328.7

$l831.7 $2011.0

83.4
132.9

3.3

91.2

15.7

23.8 3.9

107.2 247.0

720.1

389.0
34.8

42.5

361.5

13.5

6.8 16.7

0.5

3.3

0.6

15.7

20.1

720.1

1.9

2.1

65.8

90.4

77.7

27.7

261.6

300.0

34.8

42.5

364.2

11.3

21.4

740.4 1035.8 162.9 503.0 1436.1

0.7

9.4
505.4

118.8

724.5

6.5
168.5

886.5

886.5

$1922.3

353.6

1.4
13.6

365.8

35.8

401.6

$564.5

1146.6

182.1

1328.7

1328.7

$1831.7

0.7

9.4
436.9

7.9
118.8

539.1

35.8

574.9

$2011.0
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SunCoke Energy Inc

Condensed Consolidating Balance Sheet

December 31 2011

dollars in millions except per share amounts

Combining
Non- and

Guarantor Guarantor Consolidating

Issuer Subsidiaries Subsidiaries Adjustments Total

Assets

Cash and cash equivalents 109.4 18.1 127.5

Receivables 49.1 17.1 66.2

Inventories 155.7 64.0 219.7

Deferred income taxes 0.6 0.6

Advances from affiliate 128.5 30.3 158.8
Interest receivable from affiliate 7.3 7.3

Total current assets 128.5 352.4 99.2 166.1 414.0

Notes receivable from affiliate 89.0 300.0 389.0
Investment in Brazilian cokemaking operations 41.0 41.0

Properties plants and equipment net 1281.6 110.2 1391.8

Lease and mineral rights net 53.2 53.2

Goodwill 9.4 9.4

Deferred charges and other assets 18.5 10.7 3.2 32.4

Investment in subsidiaries 1120.5 41.9 1162.4

Total assets $1267.5 $1838.2 $553.6 $l717.5 $1941.8

Liabilities and Equity

Advances from affiliate 128.5 30.3 158.8
Accounts payable 147.9 34.0 181.9

Current portion of long term debt 3.3 3.3

Accrued liabilities 0.6 64.9 14.9 80.4

Interest payable 15.9 15.9

Interest payable to affiliate 7.3 7.3

Total current liabilities 19.8 341.3 86.5 166.1 281.5

Long term debt 723.1 723.1

Payable to affiliat 300.0 89.0 389.0
Accrual for black lung benefits 33.5 33.5

Retirement benefii liabilities 50.6 50.6

Deferred income taxes 1.0 265.3 3.2 261.1

Asset retirement obligations 10.4 2.1 12.5

Other deferred credits and liabilities 0.1 16.2 3.3 19.6

Commitments and contingent liabilities

Total liabilities 742.0 1017.3 177.7 555.1 1381.9

Equity

Preferred stock $0.01 par value Authorized 50000000
shares no issued and outstanding shares at

December 31 2011

Common stock $0.01 par value Authorized

300000000 shares issued and outstanding

70012702 shares at December 31 2011 0.7 0.7

Additional paid-in capital 504.8 807.0 344.2 1144.7 511.3

Accumulated other comprehensive income 6.2 0.3 6.5
Retained earnings 20.0 20.1 2.4 17.7 20.0

Total SunCoke Energy Inc stockholders equity 525.5 820.9 341.5 1162.4 525.5

Noncontrolling interests 34.4 34.4

Total equity 525.5 820.9 375.9 1162.4 559.9

Total liabilities arid equity $1267.5 $1838.2 $553.6 $1717.5 $1941.8
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SunCoke Energy Inc

Condensed Consolidating Statement of Cash Flows

Year Ended December 31 2012

in millions

Non-

Guarantor Guarantor Consolidating

Issuer Subsidiaries Subsidiaries Adjustments Total

Cash Flows from Operating Activities

Net income 98.8 $148.4 19.7 $164.4 $102.5

Adjustments to reconcile net income to net cash

provided by used in operating activities

Depreciation depletion and amortization 70.7 10.1 80.8

Stock compensation expense 6.7 6.7

Deferred income tax expense 1.0 35.0 0.3 34.3

Payments in excess of
expense

for retirement

plans 6.6 6.6
Equity in earnings of subsidiaries 138.9 25.5 164.4

Changes in working capital pertaining to

operating activities

Receivables 6.6 2.8 3.8
Inventories 35.3 20.8 56.1

Accounts payable 0.5 57.5 8.0 49.0
Accrued liabilities 17.2 2.0 15.2

Interest payable 0.2 7.3 7.3 0.2
Taxespayable 16.1 6.4 7.7 17.4

Other 4.9 1.6 9.2
______

12.5

Net cash used in provided by operating

activities 55.1 225.7 35.5
______

206.1

Cash Flows from Investing Activities

Capital expenditures 64.8 15.8 80.6

Acquisition of business net of cash received 3.5 3.5

Net cash used in investing activities 68.3 15.8
______

84.1

Cash Flows from Financing Activities

Repayment of long-term debt 3.3 3.3
Proceeds from exercise of stock options 4.7 4.7

Net increase decrease in advances from affiliate 63.1 59.9 3.2

Repurchase of common stock 9.4 9.4
Cash distributions to noncontrolling interests in

cokemaking operations 2.3
______

2.3

Net cash provided by used in financing

activities 55.1 59.9 5.5
______

10.3

Net increase in cash and cash equivalents 97.5 14.2 111.7

Cash and cash equivalents at beginning of year 109.4 18.1

______
127.5

Cash and cash equivalents at end of year $206.9 32.3 $239.2
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SunCoke Energy Inc

Condensed Combining and Consolidating Statement of Cash Flows

Year Ended December 31 2011

in millions

Guarantor

Issuer Subsidiaries

20.0 72.3

Combining
Non- and

Guarantor Consolidating

Subsidiaries Adjustments Total

$17.9 $15.5 58.9

1.0

34.9

51.1

44.1

5.8

19.4

18.5

7.3

19.1

4.5

27.2

6.5

3.2

27.2

14.3

11.1

1.2

1.2

Cash Flows from Operating Activities

Net income loss

Adjustments to reconcile net income loss to net cash

provided by used in operating activities

Loss on firm purchase commitment

Depreciation depletion and amortization

Deferred income tax benefit expense

Payments less than expense for retirement plans

Equity in loss earnings of subsidiaries

Changes in working capital pertaining to operating

activities

Receivables

Inventories

Accounts payable

Accrued liabilities

Interest payable

Income taxes payable

Other
______

Net cash used in provided by operating activities

Cash Flows from Investing Activities

Capital expenditures

Acquisition of business

Proceeds from sales of assets

Net cash used in investing activities

Cash Flows from Financing Activities

Proceeds from issuance of long-term debt 727.9

Debt issuance costs 19.1

Repayment of long-term debt 1.6
Purchase of noncontrolling interest in Indiana Harbor

facility

Net decrease increase in advances from affiliate

Repayments of notes payable assumed in acquisition

Increase in payable to affiliate

Cash distributions to noncontrolling interests in

cokemaking operations

Net cash provided by used in financing activities 3.8

Net increase decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

13.8

82.9

63.5

0.6 18.3

15.9

48.5

4.4 13.1

3.8 116.2

236.9

37.6

_______
274.5

18.5

58.4

24.0

5.8

15.5

18.3

110.1

57.0

15.7

15.9

21.3

_____
3.2

_____
101.3

238.1

37.6

______
275.7

727.9

19.1

1.6

34.0

412.8

2.3
5.3

_____
1.6

_____
261.8

87.4

40.1

127.5

34.0

703.4 296.8

2.3
7.2

6.2

1.9

1.6

9.7

22.0

40.1

$18.1

______
267.7

109.4

______
$109.4
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SunCoke

Condensed Combining Statement of Cash Flows

Year Ended December 31 2010

in millions

Combining
Non- and

Guarantor Guarantor Consolidating

Subsidiaries Subsidiaries Adjustments Total

Cash Flows from Operating Activities

Net income 139.8 29.0 $22.5 $146.3

Adjustments to reconcile net income to net cash provided by

operating activities

Depreciation depletion and amortization 41.0 7.2 48.2

Deferred income tax expense 15.4 15.4

Payments in excess of expense for retirement plans 6.0 6.0

Equity in earnings of subsidiaries 22.5 22.5

Changes in working capital pertaining to operating

activities

Receivables 5.9 40.6 34.7

Inventories 0.5 0.5

Accounts payable 27.5 3.9 31.4

Accrued liabilities 12.7 12.8 25.5

Income taxes payable 0.8 0.8
Other 3.0 1.1

_____
1.9

Net cash provided by operating activities 204.5 92.1 296.6

Cash Flows from Investing Activities

Capital expenditures 214.0 1.6 215.6

Proceeds from sales of assets 1.7 1.7

Net cash used in investing activities 212.3 1.6
_____

213.9

Cash Flows from Financing Activities

Net decrease in advances from affiliate 23.3 32.9 56.2

Contribution from parent 1.0 1.0

Increase in payable to affiliate 30.1 0.7 30.8

Cash distributions to noncontrolling interests in cokemaking

operations 20.9
_____

20.9

Net cash provided by used in financing activities 7.8 53.1
_____

45.3

Net increase in cash and cash equivalents 37.4 37.4

Cash and cash equivalents at beginning of year 2.7 2.7

Cash and cash equivalents at end of year 40.1 40.1
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27 Subsequent Events

Formation of Master Limited Partnership

On January 24 2013 we completed the initial public offering of master limited partnership the

Partnership through the sale of 13500000 common units of limited partner interests in the Partnership in

exchange for $233.1 million of net proceeds Of these net proceeds $67 million was retained by the Partnership

for environmental remediation capital expenditures and $12.4 million for sales discounts related to tax credits

owed to our customers Upon the closing of the Partnership offering the Partnership offering we own the

general partner of the Partnership which consists of percent ownership interest and incentive distribution

rights and we currently own 55.9 percent interest in the Partnership The key assets of the Partnership are

65 percent interest Ln each of our Haverhill and Middletown cokemaking and heat recovery facilities The

operations of the Partnership will be consolidated in our results We are also party to an omnibus agreement

pursuant to which we will provide remarketing efforts to the Partnership upon the occurrence of certain potential

adverse events under our coke sales agreements indemnification of certain environmental costs and preferential

rights for growth opportunities

In connection with the closing of the Partnership offering we repaid $225.0 million of our Term Loan and

entered into an amendment to our Credit Agreement In conjunction with the repayment we expect to incur

charge of approximately $4.7 million representing the write-off of unamortized debt issuance costs and original

issue discount related to the portion of the Term Loan retired

The amendment to our Credit Agreement among other things amended certain provisions to reflect the

Partnership offering including modification of the definition of Consolidated Net Income to include cash

distributions received by the Company or Restricted Subsidiary from an Unrestricted Subsidiary that is

controlled directly or indirectly by the Company when calculating Consolidated Net Income ii clarifying that

obligations incurred by certain subsidiaries of the Company at or about the timing of the closing of the

Partnership offering shall not be included in the definition of Indebtedness and iii permitted an allowance for

Investments in Middletown Coke Company LLC and Haverhill Coke Company LLC and certain other

subsidiaries of the Company In addition we also designated Middletown Coke Company LLC and Haverhill

Coke Company LLC as unrestricted subsidiaries Furthermore the term of the Credit Agreement was extended to

January 2018

In addition with the closing the Partnership issued $150.0 million of Senior Notes Partnership Notes
The Partnership Notes have an interest rate of 7.375 percent and mature on February 2020 The Partnership

may redeem some or all of the Partnership Notes at any time on or after February 2016 and prior to

February 2016 may also redeem up to 35 percent of the Partnership Notes at price equal to 107.35 percent of

the principal amount plus accrued and unpaid interest if any to the redemption date In addition at any
time

prior to February 2016 the Partnership may redeem some or all of the Partnership Notes at price equal to

100 percent of the principal amount plus accrued and unpaid interest if any to the redemption date plus

make-whole premium If the Partnership sells certain of its assets or experiences specific kinds of changes in

control subject to certain exceptions the Partnership must offer to purchase the Partnership Notes In

conjunction with the closing of the Partnership offering we also entered into $100.0 million revolving credit

facility with term extending through January 2018

Coal Mining Segment Restructuring

During the first quarter of 2013 we continued with our plan to reduce costs and increase productivity and

implemented reduction in force at our Coal Mining segment This reduction in force resulted in the termination

of 52 employees eligible to receive certain payments The Company expects to incur restructuring charges of

$0.7 million related to this reduction in force during 2013
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Item Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

Item 9A Controls and Procedures

Managements Evaluation of Disclosure Controls and Procedures

SunCoke Energys principal executive officer and its principal financial officer are responsible for

evaluating the effectiveness of SunCoke Energys disclosure controls and procedures as defined in Exchange

Act Rules 3a- 15e and 5d- 15e Our disclosure controls and procedures are designed to provide reasonable

assurance that the information required to be disclosed by us in reports that we file or submit under the Exchange

Act is accumulated and communicated to our management including our principal executive officer and

principal financial officer as appropriate to allow timely decisions regarding required disclosure and is recorded

processed summarized and reported within the time periods specified in the rules and forms of the SEC Based

upon that evaluation our principal executive officer and principal financial officer concluded that as of the end

of the period covered by this report our disclosure controls and procedures were effective to provide reasonable

assurance that financial information was processed recorded and reported accurately

Managements Report on Internal Control over Financial Reporting

SunCoke Energy management including SunCoke Energys principal executive officer and principal

financial officer are responsible for establishing and maintaining SunCoke Energys internal control over

financial reporting as such term is defined under Rule 13a- 15f promulgated under the Securities Exchange Act

of 1934 as amended However management would note that control system can provide only reasonable not

absolute assurance that the objectives of the control system are met SunCoke Energys management has adopted

the framework set forth in the Committee of Sponsoring Organizations of the Treadway Commission report

Internal ControlIntegrated Framework the most commonly used and understood framework for evaluating

internal control over financial reporting as its framework for evaluating the reliability and effectiveness of

internal control over financial reporting During 2012 SunCoke Energy conducted an evaluation of its internal

control over financial reporting Based on this evaluation SunCoke Energy management concluded that SunCoke

Energys internal control over financial reporting was effective as of the end of the period covered by this annual

report

Disclosure controls and procedures include without limitation controls and procedures designed to provide

reasonable assurance that information required to be disclosed by SunCoke Energy in the reports that it files or

submits under the Exchange Act is accumulated and communicated to SunCoke Energys management including

its Chief Executive Officer and Chief Financial Officer as appropriate to allow timely decisions regarding

required disclosure

Ernst Young LLP SunCoke Energys independent registered public accounting firm issued an attestation

report on SunCoke Energys internal controls over financial reporting which is contained in Item Financial

Statements and Supplementary Data

Changes in Internal Control over Financial Reporting

There was no change in our internal control over financial reporting that occurred during the quarter ended

December 31 2012 that has materially affected or is reasonably likely to materially affect our internal control

over financial reporting
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PART III

Item 10 Directors Executive Officers and Corporate Governance

The information called for by this Item 10 required by Item 401 of Regulation S-K relating to Directors and

Nominees for election to the Board of Directors is incorporated herein by reference to the section entitled

Proposal 1- Election of Directors in our definitive Proxy Statement for our 2013 Annual Meeting of

Stockholders to be held on May 2013 the Proxy Statement

The information called for by this Item 10 required by Item 405 of Regulation S-K is incorporated herein by

reference to the section entitled Section 16a Beneficial Ownership Reporting Compliance under the heading

Other Information in the Proxy Statement

The information called for by this Item 10 required by Item 406 of Regulation S-K is incorporated herein by

reference to the the section entitled Code of Business Conduct and Ethics under the heading Corporate

Governance in the Proxy Statement

The information called for by this Item 10 required by Item 407c3 of Regulation S-K is incorporated

herein by reference to the section entitled Governance Committee Process for Director Nominations under the

heading Corporate Governance in the Proxy Statement

The information called for by this Item 10 required by Items 407d4 and 407d5 of Regulation S-K is

incorporated herein by reference to the information under the heading entitled The Board of Directors and its

Committees and in the section entitled Audit Committee Report under the heading entitled Audit Committee

Matters in the Proxy Statement

Information called for by this Item 10 concerning the Companys executive officers appears in Part of this

Annual Report on Form 10-K

Item 11 Executive Compensation

The information called for by this Item 11 required by Item 402 of Regulation S-K is incorporated herein by

reference to the sections of the Proxy Statement appearing under the heading Executive Compensation

including the sections entitled Compensation Discussion and Analysis Summary Compensation Table

Grants of Plan-Based Awards Table Outstanding Equity Awards at Fiscal Year-End Table Option

Exercises and Stock Vested Table Pension Benefits Nonqualified Deferred Compensation and Potential

Payments Upon Termination or Change in Control and the sections of the Proxy Statement appearing under the

heading Directors Compensation

The information called for by this Item 11 required by Items 407e4 and 407e5 of Regulation S-K is

incorporated herein by reference to the sections of the Proxy Statement appearing under the heading Executive

Compensation including the sections entitled Compensation Committee Report and Compensation

Committee Interlocks and Insider Participation

Item 12 Security Ownership of Certain Beneficial Owners and Management and Related Stockholder

Matters

The information called for by this Item 12 required by Item 403 of Regulation S-K is incorporated herein by

reference to the sections of the Proxy Statement appearing under the heading Beneficial Stock Ownership of

Directors Executive Officers and Persons Owning More Than Five Percent of Common Stock

The information called for by this Item 12 required by Item 20 1d of Regulation 5-K is incorporated herein

by reference to the section of the Proxy Statement entitled Equity Compensation Plan Information appearing

under the heading Other Information
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Item 13 Certain Relationships and Related Transactions and Director Independence

The information called for by this Item 13 required by Item 404 of Regulation S-K is incorporated herein by

reference to the sections of the Proxy Statement entitled Transactions with Related Persons under the heading

Governance Matters

The information called for by this Item 14 required by Item 407a of Regulation S-K is incorporated herein

by reference to the section of the Proxy Statement entitled Director Independence under the heading

Governance Matters

Item 14 Principal Accountant Fees Services

The information called for by this Item 14 required by Item 9e of Schedule 14A is incorporated herein by

reference to the sections of the Proxy Statement appearing under the heading Audit Committee Matters
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PART IV

Item 15 Exhibits Financial Statement Schedules

The following documents are filed as part of this report

Combined and Consolidated Financial Statements

The Combined and Consolidated Financial Statements are set forth under Item of this report

Financi Statements Schedules

These schedules are omitted because the required information is shown elsewhere in this report is not

necessary or is not applicable

Exhibits

3.1 Amended and Restated Certificate of Incorporation of the Company incorporated by reference herein

to Exhibit 3.1 to the Companys Amendment No to Registration Statement on Form S-i filed on

July 2011 File No 333-35243

3.2 Amended and Restated Bylaws of the Company incorporated by reference herein to Exhibit 3.2 to the

Companys Amendment No to Form S-I filed on May 11 2011 File No 333-35243

4.1 Indenture by and among the Company the Guarantors party thereto and The Bank of New York

Mellon Trust Company N.A as Trustee dated July 26 2011 incorporated by reference to the

Companys Current Report on Form 8-K filed on August 2011 File No 333-35243

4.2 Form of 5/ percent Senior Notes due 2019 included in Exhibit to the Indenture filed as

Exhibit 4.1

4.3 Registration Rights Agreement dated July 26 2011 among SunCoke Energy Inc the guarantors

party threto and J.P Morgan Securities LLC acting as the representative of the initial purchasers

incorporated by reference herein to Exhibit 4.3 to the Companys Form 8-K filed on August 2011

File No 333-35243

10.1 Separation and Distribution Agreement dated as of July 18 2011 between SunCoke Energy Inc and

Sunoco Inc incorporated by reference herein to Exhibit 10.1 to the Companys Quarterly Report on

Form l0-Q for the quarterly period ended June 30 2011 filed on August 2011 File No 33-35243

10.2 Transitian Services Agreement dated as of July 18 2011 between SunCoke Energy Inc and Sunoco

Inc incorporated by reference herein to Exhibit 10.2 to the Companys Quarterly Report on

Form l0-Q for the quarterly period ended June 30 2011 filed on August 2011 File No 33-35243

10.3 Tax Sharing Agreement dated as of July 18 2011 between SunCoke Energy Inc and Sunoco Inc

incorporated by reference herein to Exhibit 10.3 to the Company Quarterly Report on Form l0-Q for

the quarterly period ended June 30 2011 filed on August 2011 File No 33-35243

10.4 Guaranty Keep Well and Indemnification Agreement dated as of July 18 2011 between SunCoke

Energy Inc and Sunoco Inc incorporated by reference herein to Exhibit 10.8 to the Companys

QuarterFy Report on Form l0-Q for the quarterly period ended June 30 2011 filed on August 2011

File No 33-35243

10.5 SunCoke Energy Inc Senior Executive Incentive Plan Effective as of January 2012 incorporated

hy referrnce herein to Exhibit 10.4 to the Companys Quarterly Report on Form l0-Q for the quarterly

period ended June 30 2011 filed on August 2011 File No 33-35243

10.6 SunCoke Energy Inc Senior Executive Incentive Plan Effective as of January 2013 filed

herewith

138



10.7 SunCoke Energy Inc Long-Term Perfonnance Enhancement Plan Effective as of July 21 2011

incorporated by reference herein to Exhibit 10.5 to the Companys Quarterly Report on Form 0-Q

for the quarterly period ended June 30 2011 filed on August 2011 File No 33-35243

10.8 SunCoke Energy Inc Special Executive Severance Plan Effective as of July 27 2011 incorporated

by reference herein to Exhibit 10.6 to the Companys Quarterly Report on Form 10-Q for the

quarterly period ended June 30 2011 filed on August 2011 File No 33-35243

10.9 SunCoke Energy Inc Executive Involuntary Severance Plan Effective as of July 27 2011

incorporated by reference herein to Exhibit 10.7 to the Companys Quarterly Report on Form 10-Q

for the quarterly period ended June 30 2011 filed on August 2011 File No 33-35243

10.10 Letter Agreement between Frederick Henderson and Sunoco dated September 2010

incorporated by reference herein to Exhibit 10.10 to the Companys Registration Statement on

Form S-l filed on March 23 2011 File No 333-35243

10.11 Amendment No to Letter Agreement between Frederick Henderson and Sunoco dated May 25

2011 incorporated by reference herein to Exhibit 10.11 to the Companys Amendment No to

Registration Statement on Form S-I filed on June 2011 File No 333-35243

10.12 Letter Agreement between Michael Thomson and Sunoco dated September 2010 incorporated

by reference herein to Exhibit 10.12 to the Companys Amendment No on Registration Statement

on Form S-l filed on March 23 2011 File No 333-35243

10.13 Letter Agreement between Fay West and SunCoke Energy Inc dated January 16 2011

incorporated by reference herein to Exhibit 10.13 to the Companys Amendment No to

Registration Statement on Form S-i filed on June 2011 File No 333-35243

10.14 Letter Agreement between Denise Cade and Sunoco dated February 18 2011 incorporated by

reference herein to Exhibit 10.14 to the Companys Amendment No to Registration Statement on

Form S-i filed on June 2011 File No 333-35243

10.15 Letter Agreement between Mark Newman and Sunoco dated March 10 2011 incorporated by

reference herein to Exhibit 10.15 to the Companys Amendment No to Registration Statement on

Form S-i filed on June 32011 File No 333-35243

10.16 SunCoke Energy Inc Deferred Compensation Plan effective as of June 2011 incorporated by

reference herein to Exhibit 10.35 to the Companys Amendment No to Registration Statement on

Form S-i filed on July 2011 File No 333-35243

10.17 SunCoke Energy Inc Retainer Stock Plan for Outside Directors effective as of June 2011

incorporated by reference herein to Exhibit 10.36 to the Companys Amendment No to

Registration Statement on Form S-i filed on July 2011 File No 333-35243

10.18 Form of Indemnification Agreement individually entered into between SunCoke Energy Inc and

each director of the Company incorporated by reference herein to Exhibit 10.16 to the Companys

Quarterly Report on Form 10-Q for the quarterly period ended September 30 2011 filed on

November 2012 File No 33-35243

10.19 Restricted Share Unit Agreement under the SunCoke Energy Inc Long-Term Performance

Enhancement Plan entered into as of July 21 2011 by and between SunCoke Energy Inc and

Michael Thomson incorporated by reference herein to Exhibit 10.13 to the Companys Quarterly

Report on Form l0-Q for the quarterly period ended June 30 2011 filed on August 2011

File No 33-35243

10.20 Restricted Share Unit Agreement under the SunCoke Energy Inc Long-Term Performance

Enhancement Plan entered into as of July 21 2011 by and between SunCoke Energy Inc and

Frederick Henderson incorporated by reference herein to Exhibit 10.14 to the Companys

Quarterly Report on Form iO-Q for the quarterly period ended June 30 2011 filed on August 2011

File No 33-35243
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10.21 Stock Option Agreement under the SunCoke Energy Inc Long-Term Performance Enhancement

Plan entered into as of July 21 2011 by and between SunCoke Energy Inc and Frederick

Henderson incorporated by reference herein to Exhibit 10.15 to the Companys Quarterly Report on

Form lO-Q for the quarterly period ended June 30 2011 filed on August 2011 File No 33-35243

10.22 Stock Option Agreement under the SunCoke Energy Inc Long-Term Performance Enhancement

Plan eatered into as of July 21 2011 by and between SunCoke Energy Inc and Frederick

Henderson incorporated by reference herein to Exhibit 10.16 to the Companys Quarterly Report on

Form l0-Q for the quarterly period ended June 30 2011 filed on August 2011 File No 33-35243

10.23 Amendment to Stock Option Agreements under the SunCoke Energy Inc Long-Term Performance

Enhancement entered into as of July 18 2013 applicable to all Stock Option Awards outstanding as

of July 18 2012 filed herewith

10.24 Form cf Stock Option Agreement under the SunCoke Energy Inc Long-Term Performance

Enhancement Plan by and between SunCoke Energy Inc and employees of SunCoke Energy Inc or

one of its Affiliates filed herewith

10.25 Amendment to Restricted Share Unit Agreements under the SunCoke Energy Inc Long-Term

Performance Enhancement entered into as of July 18 2013 applicable to all Awards of Restricted

Share Units outstanding as of July 18 2012 filed herewith

10.26 Form of Restricted Share Unit Agreement under the SunCoke Energy Inc Long-Term Performance

Enhancement Plan by and between SunCoke Energy Inc and employees of SunCoke Energy Inc or

one of its Affiliates filed herewith

10.27 SunCoke Energy Inc Executive Annual Incentive Plan incorporated by reference herein to

Exhibil 10.2 to the Companys Form 8-K filed on December 2011 File No 333-35243

10.28 SunCoke Energy Inc 2013 Executive Annual Incentive Plan filed herewith

10.29 SunCoke Energy Inc Savings Restoration Plan incorporated by reference herein to Exhibit 10.1 to

the Companys Form 8-K filed on December 2011 File No 333-35243

10.30 Amendment Number One to the SunCoke Energy Inc Savings Restoration Plan effective as of

January 2012 incorporated by reference herein to Exhibit 10.3 to the Companys Quarterly Report

on Form lO-Q for the quarterly period ended March 31 2012 filed on May 2012

File No 333-35243

10.31 Amended and Restated Coke Supply Agreement dated as of October 28 2003 by and between

Jewell Coke Company L.P ArcelorMittal Cleveland Inc f/k/a ISG Cleveland Inc and

ArcelorMittal Indiana Harbor f/Ida ISG Indiana Harbor Inc incorporated by reference herein to

Exhibit 10.18 to the Companys Amendment No to Registration Statement on Form S-l filed on

July 2011 File No 333-35243

10.32 Amendment No to Amended and Restated Coke Supply Agreement dated as of December 2003

by and between Jewell Coke Company L.P ArcelorMittal Cleveland Inc f/k/a ISG Cleveland Inc
and ArcelorMittal Indiana Harbor f/k/a ISG Indiana Harbor Inc incorporated by reference herein

to Exhibit 10.19 to the Companys Amendment No to Registration Statement on Form S-I filed on

June 32011 File No 333-35243

10.33 Letter Agreement dated as of May 2008 between ArcelorMittal USA Inc Haverhill North Coke

Company Jewell Coke Company L.P and ISG Sparrows Point LLC serving as Amendment

No to the Amended and Restated Coke Supply Agreement by and between Jewell Coke Company
L.P ArcelorMittal Cleveland Inc f/Ida ISG Cleveland Inc and ArcelorMittal Indiana Harbor f/k/a

ISG Indiana Harbor Inc and Amendment No to the Coke Purchase Agreement by and

between Haverhill North Coke Company ArcelorMittal Cleveland Inc f/Ida ISG Cleveland Inc
and ArcelorMittal Indiana Harbor f/k/a ISG Indiana Harbor Inc incorporated by reference herein

to Exhibit 10.20 to the Companys Amendment No to Registration Statement on Form S-l filed on

June 2011 File No 333-35243
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10.34 Amendment No to Amended and Restated Coke Supply Agreement dated as of January 26 2011

by and between Jewel Coke Company L.P ArcelorMittal Cleveland Inc f/k/a ISG Cleveland Inc

and ArcelorMittal Indiana Harbor f/k/a ISG Indiana Harbor Inc incorporated by reference herein

to Exhibit 10.21 to the Companys Amendment No to Registration Statement on Form S-i filed on

June 2011 File No 333-35243

10.35 Coke Purchase Agreement dated as of October 28 2003 by and between Haverhill North Coke

Company ArcelorMittal Cleveland Inc f/k/a ISG Cleveland Inc and ArcelorMittal Indiana Harbor

f/k/a ISG Indiana Harbor Inc incorporated by reference herein to Exhibit 10.22 to the Companys

Amendment No to Registration Statement on Form 5-1 filed on July 2011 File No 333-35243

10.36 Amendment No to Coke Purchase Agreement dated as of December 2003 by and between

Haverhill North Coke Company ArcelorMittal Cleveland Inc f/k/a ISG Cleveland Inc and

ArcelorMittal Indiana Harbor f/k/a ISG Indiana Harbor Inc incorporated by reference herein to

Exhibit 10.23 to the Companys Amendment No to Registration Statement on Form S-i filed on

June 2011 File No 333-35243

10.37 Credit Agreement dated as of July 26 2011 by and among SunCoke Energy Inc JPMorgan Chase

Bank N.A as Administrative Agent the lenders party thereto Bank of America N.A as Revolving

Facility Syndication Agent and Term Loan Documentation Agent Credit Suisse Securities USA
LLC as Term Loan Syndication Agent and The Royal Bank of Scotland PLC and KeyBank National

Association as Revolving Facility Co-Documentation Agents incorporated by reference herein to

Exhibit 10.1 to the Companys Current Report on Form 8-K filed on August 2011

File No 333-35243

10.38 Amendment No to Coke Purchase Agreement dated as of May 2008 by and between Haverhill

North Coke Company ArcelorMittal Cleveland Inc f/k/a ISG Cleveland Inc and ArcelorMittal

Indiana Harbor f/k/a ISG Indiana Harbor Inc incorporated by reference herein to Exhibit 10.25 to

the Companys Amendment No to Registration Statement on Form S-i filed on June 2011

File No 333-35243

10.39 Amendment No to Coke Purchase Agreement dated as of January 26 2011 by and between

Haverhill North Coke Company ArcelorMittal Cleveland Inc f/k/a ISG Cleveland Inc and

ArcelorMittal Indiana Harbor f/k/a ISG Indiana Harbor Inc incorporated by reference herein to

Exhibit 10.26 to the Companys Amendment No to Registration Statement on Form S-i filed on

June 2011 File No 333-35243

10.40 Coke Purchase Agreement dated as of August 31 2009 by and between Haverhill North Coke

Company and AK Steel Corporation incorporated by reference herein to Exhibit 10.27 to the

Companys Amendment No to Registration Statement on Form S-i filed on July 8f 2011

File No 333-35243

10.41 Amended and Restated Coke Purchase Agreement dated as of February 19 1998 by and between

Indiana Harbor Coke Company L.P and ArcelorMittal USA Inc f/k/a Inland Steel Company

incorporated by reference herein to Exhibit 10.28 to the Companys Amendment No to

Registration Statement on Form S-i filed on July 20 2011 File No 333-35243

10.42 Amendment No ito Amended and Restated Coke Purchase Agreement dated as of November 22

2000 by and between Indiana Harbor Coke Company L.P subsidiary of the Company and

ArcelorMittal USA Inc f/k/a Inland Steel Company incorporated by reference herein to Exhibit

10.29 to the Companys Amendment No to Registration Statement on Form 5-1 filed on June

2011 File No 333-35243

10.43 Amendment No to Amended and Restated Coke Purchase Agreement dated as of March 31 2001

by and between Indiana Harbor Coke Company L.P and ArcelorMittal USA Inc f/k/a Inland Steel

Company incorporated by reference herein to Exhibit 10.30 to the Companys Amendment No to

Registration Statement on Form S-i filed on June 2011 File No 333-35243
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10.44 Supplement to Amended and Restated Coke Purchase Agreement dated as of February 201 by

and between Indiana Harbor Coke Company L.P and ArcelorMittal USA Inc f/k/a Inland Steel

Company incorporated by reference herein to Exhibit 10.31 to the Companys Amendment No
to Registration Statement on Form S-l filed on July 18 2011 File No 333-35243

10.45 Coke Sale and Feed Water Processing Agreement dated as of February 28 2008 by and between

Gateway Energy Coke Company LLC and United States Steel Corporation incorporated by

reference herein to Exhibit 10.32 to the Companys Amendment No to Registration Statement

on Form S-i filed on July 20 2011 File No 333-35243

10.46 Amendment No to Coke Sale and Feed Water Processing Agreement dated as of November

2010 by and between Gateway Energy Coke Company LLC and United States Steel

Corporation incorporated by reference herein to Exhibit 10.33 to the Companys Amendment No
to Registration Statement on Form S-i filed on June 2011 File No 333-35243

10.47 Amended and Restated Coke Purchase Agreement dated as of September 2009 by and between

Middletown Coke Company LLC subsidiary of the Company and AK Steel Corporation

incorporated by reference herein to Exhibit 10.34 to the Companys Amendment No to

Registration Statement on Form S-i filed on July 18 2011 File No 333-35243

12.1 Consolidated Ratio of Earnings to Fixed Charges filed herewith

21.1 Subsidiaries of the Registrant filed herewith

23.1 Consent of Ernst Young LLP filed herewith

23.2 Consent of Marshall Miller Associates Inc filed herewith

24.1 Powers of Attorney filed herewith

31.1 Chief Executive Officer Certification Pursuant to Exchange Act Rule 3a- 14a or Rule Sd- 14a
as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 filed herewith

31.2 Chief Financial Officer Certification Pursuant to Exchange Act Rule 3a-14a or Rule 15d-l4a

as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 filed herewith

32.1 Chief Executive Officer Certification Pursuant to Exchange Act Rule 3a- 14b or Rule Sd- 14b
and Section 1350 of Chapter 63 of Title 18 of the United States Code as Adopted pursuant to

Sect on 906 of the Sarbanes-Oxley Act of 2002 filed herewith

32.2 Chief Financial Officer Certification Pursuant to Exchange Act Rule 13a-14b or Rule 15d-14b

and Section 1350 of Chapter 63 of Title 18 of the United States Code as Adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002 filed herewith

95.1 Mine Safety Disclosure filed herewith

lOl.INS XBRL Instance Document

101 .SCH XBRL Taxonomy Extension Schema Document

lOl.CAL XBRL Taxonomy Extension Calculation Linkbase Document

101 .DEF XBR Taxonomy Extension Definition Linkbase Document

101 .LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

Management contracts compensatory plans or arrangements required to be filed as an exhibit hereto pursuant

to Item 601 of Regulation S-K

SunCoke Energy will furnish copies of the above exhibits to stockholder upon written request to Investor

Relations SunCoke Energy Inc 1011 Warrenville Road Suite 600 Lisle Illinois 60532
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SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 the registrant

has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized on the 22nd

day of February 2013

SUNCOKE ENERGY INC

By Is Mark Newman

Mark Newman

Senior Vice President and

Chief Financial Officer

Pursuant to the requirements of the Securities Act of 1934 this report has been signed by the following

persons on behalf of the registrant and in the capacities indicated on February 22 2013

Signature Title

Is Frederick Henderson Chairman Chief Executive Officer and Director

Principal Executive Officer
Fredenck Henderson

Is Mark Newman Senior Vice President and Chief Financial Officer

Principal Financial Officer
Mark Newman

Is Fay West
Vice President and Controller

Fay West
Principal Accounting Officer

Is Robert Darnall Director

Robert Darnall

Is Alvin Bledsoe
Director

Alvin Bledsoe

Is Peter Hamilton Director

Peter Hamilton

Is Karen Peetz Director

Karen Peetz

Is John Rowe Director

John Rowe

Is James Sweetnam Director

James Sweetnam

Mark Newman pursuant to powers of attorney duly executed by the above officers and directors of

SunCoke Energy Inc and filed with the SEC in Washington D.C hereby executes this Annual Report on

Form 10-K on behalf of each of the persons named above in the capacity set forth opposite his or her name

Is Mark Newman
February 22 2013

Mark Newman
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Stockholder Return Performance

The graph below compares the cumulative total return of $100 investment in SunCoke common stock with

the cumulative total return of $100 investment in the SP Small Cap 600 and Dow Jones U.S Steel indices It

covers the period beginning with the date of our initial public offering of July 21 2011 through December 31

2012 and assumes the reinvestment of dividends

In selecting the indices for comparison we considered market capitalization and industry or line-of-

business The SP Small Cap 600 is broad equity market index comprised of companies with market

capitalizations of between $300 million and $1.4 billion SunCoke is part of this index The Dow Jones U.S

Steel index is comprised of both U.S.-based steel and metals manufacturing and coal and iron ore mining

companies While we do not manufacture steel we do produce coke an essential ingredient in the blast furnace

production of steel Coke production represents more than 90% of our operating income In addition we have

coal mining operations Accordingly we believe the Dow Jones U.S Steel index is appropriate for comparison

purposes
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