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Item 2.02 Results of Operations and Financial Condition.

     On April 21, 2006, Arch Coal, Inc. issued a press release containing its first quarter 2006 financial results. A copy of the press release is attached hereto as
exhibit 99.1.

     In accordance with General Instruction B.2 of Form 8-K, the information contained in Item 2.02 and the exhibits attached to this Current Report shall not
be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), or otherwise subject to the liabilities
of that section, nor shall they be deemed incorporated by reference in any filing under the Securities Act of 1933, as amended, or the Exchange Act, except as
shall be expressly set forth by specific reference in such a filing.

Item 9.01 Financial Statements and Exhibits.

(d)  Exhibits

     The following exhibit is attached hereto and filed herewith.
   
Exhibit   

No.  Description
   

99.1  Press release dated April 21, 2006.
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     Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.
     
Dated: April 21, 2006 Arch Coal, Inc.

  

 By:  /s/ Robert G. Jones   
  Robert G. Jones  

  Vice President – Law, General Counsel and
Secretary  
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News from
Arch Coal, Inc.  

 

FOR FURTHER INFORMATION:

Deck S. Slone
Vice President, Investor

Relations and Public Affairs
314/994-2717

FOR IMMEDIATE RELEASE
April 21, 2006

Arch Coal, Inc. Reports First Quarter Results
EPS increases to $0.84 compared to $0.07 in prior-year period

     St. Louis – Arch Coal, Inc. (NYSE:ACI) today reported first quarter 2006 net income of $60.7 million, or $0.84 per fully diluted share, compared to
$6.6 million, or $0.07 per fully diluted share, in the prior-year period. Income from operations more than tripled to $94.1 million, and adjusted EBITDA
increased 82% vs. the prior-year period to $140.0 million.

     “Arch Coal achieved record operating results during the first quarter, with significant improvements in most key financial metrics,” said Steven F. Leer,
Arch’s president and chief executive officer. “We achieved substantially higher sales prices in each of our operating basins, a nearly 300% increase in our
average per-ton operating margin, and a solid performance from our mines. We expect to build on those results as the year progresses, with further
strengthening in margins, earnings and cash flow, particularly during the year’s second half.”

     First quarter revenues increased 6% to $634.6 million compared to the prior-year period, despite the sale of select operations in Central Appalachia at the
end of 2005. Sales volumes declined to 31.7 million tons from 37.0 million tons in the prior-year period, due largely to the previously mentioned sale.
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Earnings Highlights      
 

  Quarter Ended March 31  
 

In $ millions, except per share data  2006   2005  
 
 

Revenue  $ 634.6  $ 600.5 
 

Income from Operations   94.1   26.0 
 

Net Income   60.7   6.6 
 

Diluted EPS   0.84   0.07 
 

 

Adjusted EBITDA1  $ 140.0  $ 76.9 
 

1Adjusted EBITDA is defined and reconciled under “Reconciliation of Non-GAAP
Measures” later in this release.         
 

      



 

     Arch achieved these improved results despite mixed rail service in the Western United States and the outage of the West Elk longwall mining system in
January and February. The outage cost the company an estimated $30.0 million during the first quarter, partially offset by an initial insurance recovery of
$10.0 million.

Strong Increases in Regional Operating Results
                                 
             
  Powder River   Western   Central     
 

  Basin   Bituminous   Appalachia   Consolidated  
 

  1Q06   1Q05   1Q06   1Q05   1Q06   1Q05   1Q06   1Q05  
 

Tons Sold (in millions)   22.2   23.6   4.1   4.8   3.4   7.2   29.6   35.6 
 

Average sales price per ton1  $ 11.34  $ 7.79  $ 23.31  $ 17.08  $ 51.34  $ 41.90  $ 17.53  $ 15.92 
 

 
 

 

Cash cost per ton1,2  $ 7.46  $ 5.57  $ 14.82  $ 12.85  $ 41.56  $ 40.30  $ 12.35  $ 13.55 
 

Cash margin per ton1,2  $ 3.88  $ 2.22  $ 8.49  $ 4.23  $ 9.78  $ 1.60  $ 5.18  $ 2.37 
 

 
 

 

Operating cost per ton1,2,3  $ 8.64  $ 6.69  $ 17.03  $ 14.59  $ 44.59  $ 42.50  $ 13.88  $ 14.97 
 

Operating margin per ton1,2,3  $ 2.70  $ 1.10  $ 6.28  $ 2.49  $ 6.75   ($0.60)  $ 3.65  $ 0.95 
 

 
 

 

  1 Arch Coal acts as an intermediary on certain pass-through transactions, where revenue and expenses associated with these transactions result in no effect
on the company’s results. In addition, Arch Coal retained certain contracts related to the Magnum transaction for which it is no longer able to source coal
from its existing operations. Arch established a reserve during the Magnum transaction that is relieved as Arch purchases coal for these contracts and
supplies the coal, resulting in offsetting revenues and expenses. Per-ton realizations and costs associated with these transactions are excluded from the
regional data presented in this table. Specifically, the results presented above exclude 2.1 million tons in 1Q06 at an average price per ton of $40.71 and
1.4 million tons in 1Q05 at an average price per ton of $4.51. Furthermore, the above per-ton realizations and costs exclude certain transportation costs
that are embedded in prices billed to customers. These costs represented $0.96 per ton in 1Q06 and $0.77 per ton in 1Q05. A supplemental regional data
table for all quarters beginning 1Q04 can be found in the investor section of www.archcoal.com.

 

  2 Cash costs/margins per ton is defined as total cost of sales per ton less depreciation, depletion and amortization per ton.
 

  3 Operating costs/margins per ton includes depreciation, depletion and amortization per ton.
 

 

     In the Powder River Basin, Arch’s average realized price increased 46% compared to the prior-year period, while the average cash margin per ton rose
75% and the average operating margin per ton increased by nearly 150%. Mixed rail service reduced shipped volumes by 6% compared to the prior-year
period. Arch expects its PRB operations to deliver even stronger results in future periods, as anticipated improvements in rail service lead to more optimal
production levels and reduced average unit costs.

     In the Western Bituminous Region, the average realized price increased 36% compared to the prior-year period, while the average cash margin per ton
more than doubled and the average operating margin per ton increased by more than 150%. The outage of the West Elk longwall mine increased operating
costs by an estimated $2 per ton net of the initial insurance recovery. West Elk longwall production resumed in early March.

     In Central Appalachia, the average realized price increased 23% compared to the prior-year period, while the average cash margin per ton (fully loaded to
include post-retirement medical costs) increased six-fold, and the average operating margin per ton increased to $6.75, from a negative $0.60 in the prior-year
period.
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     “The strategic restructuring of our Central Appalachian operations at the end of 2005 contributed substantially to our financial performance during the
quarter,” said John W. Eaves, Arch’s executive vice president and chief operating officer. “With our more focused operational approach and the substantial
reduction in our legacy liabilities, we believe we have laid a strong foundation for continued success in the region.”

Internal Growth Projects on Track

     Arch is making good progress on select internal growth projects. “Supply constraints in the Eastern United States and increasing demand nationwide are
creating opportunities for profitable growth,” Leer said. “We believe that Arch has some of the industry’s most promising organic growth prospects, offering
superior geology, relatively modest capital costs, a strategic location, or a combination of the three.”

     During the first quarter of 2006, Arch recorded capital expenditures of approximately $263 million, which included the second of five annual payments of
$122 million on the Little Thunder federal reserve lease. During the prior-year period, capital spending totaled $58 million. Arch did not make a payment on
Little Thunder in 2005. In 2006, Arch continues to target total capital spending within the previous guidance range, inclusive of reserve additions.
Additionally, estimates for major expansion projects, such as Coal Creek, Skyline and Mountain Laurel, remain at similar levels as disclosed in the fourth
quarter 2005 earnings release.

     In the Powder River Basin, Arch expects to begin shipments from the previously idle Coal Creek mine by mid-year. The majority of the infrastructure and
operating equipment is already in place, and a dragline that was formerly located at Arch’s southern Wyoming operations is being upgraded and re-erected on
the site. Arch is targeting production of 3 to 5 million tons during the second half of 2006, and expects to produce approximately 15 million tons at Coal
Creek during 2007.

     In the Western Bituminous Region, the installation of the longwall at the Skyline mining complex is slated for start-up in May. With the longwall
operational, Skyline is expected to produce approximately 3 million tons of coal on an annualized basis, bringing Arch’s forecasted annual production level in
that region to more than 23 million tons.

     In Central Appalachia, Arch is moving ahead with the development of a new longwall mine at the Mountain Laurel complex and continues to pursue the
necessary permits for a surface operation as well. The longwall mine is expected to produce approximately 5 million tons when it ramps up to full production
in the second half of 2007.
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Projected Capital Spending    
 

In $ millions  2006  
Major Expansion Projects  $ 185 
 

Productivity Enhancements   70 
 

Replacement / Maintenance   165 
 
 
 

Capital Expenditures (excl. reserves)  $ 420 
 
 
 

Reserve Additions  $ 130 
 
 

 

Total  $ 550 
 

 

      



 

Western Rail Service Expected to Improve as Year Progresses

     After a mixed performance during the first two months of the quarter, Western rail service improved markedly in March and has remained strong during
the first three weeks of April. The construction of a third track on the section of the joint line adjacent to Black Thunder – scheduled for completion in mid-
2006 – should further increase rail system fluidity.

     “With improving rail service, we expect to operate Black Thunder at more optimal levels and to realize the full potential of this world-class asset,” Eaves
said. “We expect increased volumes to translate into higher revenues, a lower average unit cost and stronger margins.”

Arch Selectively Adds to Sales Contract Portfolio

     Arch continues to sell a significant percentage of its coal under sales contracts signed in earlier periods, when market conditions were substantially weaker
than today. Over the next three years, the vast majority of these commitments will expire, and the volumes are expected to be re-priced based on market
conditions at the time. Based on the current market environment, Arch anticipates that these contract roll-offs will have a favorable impact on the company’s
financial results.

     While current spot prices are well above Arch’s average realized pricing, the company is nevertheless taking a selective and patient approach to the current
market environment. “We expect robust coal demand and continuing supply pressures in the Appalachian coalfields to exert further upward pressure on coal
prices for the foreseeable future,” Eaves said. “While we continue to evaluate new contract opportunities, we believe our unpriced position is highly
advantageous.”

     During the quarter, Arch signed commitments for approximately 20 million tons of Powder River Basin coal for delivery over the next five years, at an
average price approaching 150% higher than the company’s average realized sales price in that region during 2005. Based on expected production over the
next three years, Arch has unpriced volumes estimated at 13 million to 17 million tons in 2006; 55 million to 65 million tons in 2007; and 85 million to
95 million tons in 2008.

U.S. Coal Market Dynamics Remain Strong

     Although the U.S. coal market weakened modestly late in the quarter following a very mild winter, Arch believes market dynamics remain strong as the
peak summer demand period approaches.

 •  Crude oil is trading at record levels and the price of natural gas in the futures market for delivery this winter exceeds $12 per million BTUs,
establishing a compelling reference price for coal-based energy.

 

 •  The amount of announced new coal-fueled electric generating capacity in the United States has risen to 85 gigawatts – an amount that would
increase coal-fueled capacity by more than 25% and boost annual coal requirements by approximately 300 million tons.
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 •  Despite an exceptionally mild winter, coal stockpiles at domestic power plants – measured in days supply – are an estimated 20% below the 10-year
average, with some Midwestern plants still hovering near critical levels.

 

 •  Coal production has increased a modest 1.6% year to date, according to government estimates, in spite of a strong pricing environment by historical
standards.

 

 •  World coal prices have strengthened markedly of late in response to rapid growth in global demand, particularly in China and India, and continuing
pressures on international supply due to insufficient investment in the development of new reserves and inadequate transportation infrastructure.

 

 •  With the expected continuation of high crude oil and natural gas prices, the outlook for real investment in BTU-conversion processes such as coal-
to-gas and coal-to-liquids continues to improve.

Arch Anticipates Continued Strength in 2006

     “Arch Coal is off to a strong start, and we expect to maintain that momentum as the year progresses,” Leer said. “As we look ahead, we expect to benefit
from the return to form of the West Elk mine, the continuing expiration of below-market contracts and the start-up of the Coal Creek and Skyline mines, as
well as strengthening volumes in the Powder River Basin in response to anticipated improvements in rail service.”

     While the second half of the year is expected to be particularly strong, Arch expects as many as four longwall moves during the second quarter. The timing
of these moves, combined with anticipated spring maintenance activity on the joint rail line, is likely to reduce second quarter earnings when compared to the
third and fourth quarters. (In contrast, Arch currently anticipates a combined total of two longwall moves in the year’s second half.)

     Arch is raising the bottom end of its previous guidance for EPS from $3.50 to $3.75 per fully diluted share, and the bottom end of its previous guidance for
adjusted EBITDA from $550 million to $570 million. The company now projects EPS of between $3.75 and $4.25 per fully diluted share, and adjusted
EBITDA of between $570 million and $610 million.

     “We believe that U.S. coal markets are poised for a sustained period of robust growth,” Leer said. “With the steps we have taken in recent quarters to
strengthen and streamline the company, we believe that the stage is set for a multi-year period of upward momentum in margins, earnings and cash flow.”

     A conference call regarding Arch Coal’s first quarter financial results will be webcast live today at 11 a.m. EDT. The conference call can be accessed via
the “investor” section of the Arch Coal Web site (www.archcoal.com <http://www.archcoal.com>).

     Arch Coal is the nation’s second largest coal producer, with subsidiary operations in Wyoming, Colorado, Utah, West Virginia, Kentucky and Virginia.
Through these operations, Arch provides the fuel for approximately 6% of the electricity generated in the United States.
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Forward-Looking Statements: This press release contains “forward-looking statements” – that is, statements related to future, not past, events. In this context,
forward-looking statements often address our expected future business and financial performance, and often contain words such as “expects,” “anticipates,”
“intends,” “plans,” “believes,” “seeks,” or “will.” Forward-looking statements by their nature address matters that are, to different degrees, uncertain. For
us, particular uncertainties arise from changes in the demand for our coal by the domestic electric generation industry; from legislation and regulations
relating to the Clean Air Act and other environmental initiatives; from operational, geological, permit, labor and weather-related factors; from fluctuations in
the amount of cash we generate from operations; from future integration of acquired businesses; and from numerous other matters of national, regional and
global scale, including those of a political, economic, business, competitive or regulatory nature. These uncertainties may cause our actual future results to
be materially different than those expressed in our forward-looking statements. We do not undertake to update our forward-looking statements, whether as a
result of new information, future events or otherwise, except as may be required by law.

# # #
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Arch Coal, Inc. and Subsidiaries
Condensed Consolidated Statements of Income

(In thousands, except per share data)
         
  Three Months Ended  
  March 31,  
  2006   2005  
  (Unaudited)  
Revenues         

Coal sales  $ 634,553  $ 600,464 
         
Costs, expenses and other         

Cost of coal sales   482,950   519,641 
Depreciation, depletion and amortization   45,821   50,903 
Selling, general and administrative expenses   17,881   22,276 
Other operating income, net   (6,236)   (18,308)

  
 
  

 
 

   540,416   574,512 
  

 
  

 
 

         
Income from operations   94,137   25,952 

         
Interest expense, net:         

Interest expense   (16,072)   (18,072)
Interest income   1,915   1,846 

  
 
  

 
 

   (14,157)   (16,226)
  

 
  

 
 

         
Other non-operating expense         

Expenses resulting from early debt extinguishment and termination of hedge accounting for interest rate swaps   (1,658)   (2,066)
Other non-operating income (expense)   265   (385)

  
 
  

 
 

   (1,393)   (2,451)
  

 
  

 
 

Income before income taxes   78,587   7,275 
Income tax expense   17,900   700 
  

 
  

 
 

Net income   60,687   6,575 
Preferred stock dividends   (63)   (1,797)
  

 
  

 
 

Net income available to common shareholders  $ 60,624  $ 4,778 
  

 

  

 

 

         
Earnings per common share         
Basic earnings per common share  $ 0.85  $ 0.08 
Diluted earnings per common share  $ 0.84  $ 0.07 
         
Weighted average shares outstanding         

Basic   71,329   62,782 
Diluted   72,438   63,792 

  

 

  

 

 

         
Dividends declared per common share  $ 0.08  $ 0.08 
  

 

  

 

 

         
Adjusted EBITDA (A)  $ 139,958  $ 76,855 
  

 

  

 

 

(A) Adjusted EBITDA is defined and reconciled under “Reconciliation of Non-GAAP Measures” later in this release.

 



 

Arch Coal, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets

(In thousands)
         
  March 31,   December 31,  
  2006   2005  
  (unaudited)      
Assets         

Current assets         
Cash and cash equivalents  $ 40,282  $ 260,501 
Trade receivables   230,943   179,220 
Other receivables   36,465   40,384 
Inventories   96,140   130,720 
Prepaid royalties   11,810   2,000 
Deferred income taxes   88,461   88,461 
Other   43,568   28,278 

  
 
  

 
 

Total current assets   547,669   729,564 
  

 
  

 
 

         
Property, plant and equipment, net   2,041,669   1,829,626 

  
 
  

 
 

         
Other assets         

Prepaid royalties   113,736   106,393 
Goodwill   40,032   40,032 
Deferred income taxes   221,448   223,856 
Other   122,796   121,969 

  
 
  

 
 

   498,012   492,250 
  

 
  

 
 

Total assets  $ 3,087,350  $ 3,051,440 
  

 

  

 

 

         
Liabilities and stockholders’ equity         

Current liabilities         
Accounts payable  $ 220,889  $ 256,883 
Accrued expenses   207,655   245,656 
Current portion of long-term debt   73,369   10,649 

  
 
  

 
 

Total current liabilities   501,913   513,188 
Long-term debt   970,702   971,755 
Asset retirement obligations   169,608   166,728 
Accrued postretirement benefits other than pension   41,020   41,326 
Accrued workers’ compensation   55,108   53,803 
Other noncurrent liabilities   125,989   120,399 

  
 
  

 
 

Total liabilities   1,864,340   1,867,199 
  

 
  

 
 

         
Stockholders’ equity         

Preferred stock   2   2 
Common stock   720   719 
Paid-in capital   1,363,899   1,367,470 
Retained deficit   (135,570)   (164,181)
Unearned compensation   —   (9,947)
Treasury stock, at cost   (1,190)   (1,190)
Accumulated other comprehensive loss   (4,851)   (8,632)

  
 
  

 
 

Total stockholders’ equity   1,223,010   1,184,241 
  

 
  

 
 

         
Total liabilities and stockholders’ equity  $ 3,087,350  $ 3,051,440 

  

 

  

 

 

 



 

Arch Coal, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows

(In thousands)
         
  Three Months Ended  
  March 31,  
  2006   2005  
  (Unaudited)  
Operating activities         
Net income  $ 60,687  $ 6,575 
Adjustments to reconcile to cash provided by operating activities:         

Depreciation, depletion and amortization   45,821   50,903 
Prepaid royalties expensed   1,776   5,404 
Net gain on disposition of assets   (255)   (18,792)
Employee stock-based compensation expense   3,064   656 
Other non-operating expense   1,393   2,451 
Changes in:         

Receivables   (47,804)   (41,029)
Inventories   (6,098)   (4,782)
Accounts payable and accrued expenses   (71,405)   33,837 
Income taxes   17,868   4,545 
Other   421   1,147 

  
 
  

 
 

         
Cash provided by operating activities   5,468   40,915 

  
 
  

 
 

         
Investing activities         
Capital expenditures   (263,100)   (58,237)
Purchases of investments/advances to affiliates   (2,955)   — 
Proceeds from dispositions of property, plant and equipment   255   19,079 
Additions to prepaid royalties   (18,930)   (20,100)
  

 
  

 
 

         
Cash used in investing activities   (284,730)   (59,258)

  
 
  

 
 

         
Financing activities         
Net proceeds from (payments on) revolver and lines of credit   65,000   (28,289)
Payments on long-term debt   (2,992)   — 
Deferred financing costs   (476)   (1,902)
Dividends paid   (5,805)   (6,854)
Issuance of common stock under incentive plans   3,316   22,914 
  

 
  

 
 

         
Cash provided by (used in) financing activities   59,043   (14,131)

  
 
  

 
 

         
Decrease in cash and cash equivalents   (220,219)   (32,474)
Cash and cash equivalents, beginning of period   260,501   323,167 
  

 
  

 
 

         
Cash and cash equivalents, end of period  $ 40,282  $ 290,693 
  

 

  

 

 

 



 

Arch Coal, Inc. and Subsidiaries
Reconciliation of Non-GAAP Measures
(In thousands, except per share data)

Included in the accompanying release, we have disclosed certain non-GAAP measures as defined by Regulation G. The following reconciles these items to
net income as reported under GAAP.

Adjusted EBITDA and Adjusted EBITDA Excluding Special Items:

(A) Adjusted EBITDA is defined as net income before the effect of net interest expense; income taxes; our depreciation, depletion and amortization;
expenses resulting from early extinguishment of debt; and other non-operating expenses.

 

  Adjusted EBITDA is not a measure of financial performance in accordance with generally accepted accounting principles, and items excluded to
calculate Adjusted EBITDA are significant in understanding and assessing our financial condition. Therefore, Adjusted EBITDA should not be
considered in isolation nor as an alternative to net income, income from operations, cash flows from operations or as a measure of our profitability,
liquidity or performance under generally accepted accounting principles. We believe that Adjusted EBITDA presents a useful measure of our ability to
service and incur debt based on ongoing operations. Furthermore, analogous measures are used by industry analysts to evaluate operating performance.
Investors should be aware that our presentation of Adjusted EBITDA may not be comparable to similarly titled measures used by other companies. The
table below shows how we calculate Adjusted EBITDA.

         
  Three Months Ended  
  March 31,  
  2006   2005  
  (Unaudited)  
Net income  $ 60,687  $ 6,575 

Income tax expense   17,900   700 
Interest expense, net   14,157   16,226 
Depreciation, depletion and amortization   45,821   50,903 
Expenses from early debt extinguishment and other non-operating   1,393   2,451 

  
 
  

 
 

         
Adjusted EBITDA  $ 139,958  $ 76,855 

  

 

  

 

 

         
Adjusted EBITDA Excluding Special Items         
         

Adjusted EBITDA  $ 139,958  $ 76,855 
Long-term incentive compensation plan expense   —   9,937 

  
 
  

 
 

         
Adjusted EBITDA excluding special items  $ 139,958  $ 86,792 

  

 

  

 

 

         
Operating Income Excluding Special Items:         
         

Operating income  $ 94,137  $ 25,952 
Long-term incentive compensation plan expense   —   9,937 

  
 
  

 
 

         
Operating income excluding special items  $ 94,137  $ 35,889 

  

 

  

 

 

Net Income Available to Common Shareholders and Earnings Per Common Share Excluding Special Items:
         
  Three Months Ended  
  March 31,  
  2006   2005  
  (Unaudited)  

Net income  $ 60,687  $ 6,575 
         

Other non-operating expense   1,393   2,451 
Long-term incentive compensation plan expense   —   9,937 
Tax impact of the excluded items   (318)   (1,125)

  
 
  

 
 

Total impact of items affecting net income   1,075   11,263 
         
Net income excluding special items  $ 61,762  $ 17,838 

Preferred stock dividends applicable to the dilution calculation   (63)   (1,797)
  

 
  

 
 

Net income available to common shareholders excluding special items  $ 61,699  $ 16,041 
  

 

  

 

 

         
Fully diluted shares outstanding   72,438   63,792 
  

 
  

 
 

         
Earnings per fully diluted common share excluding special items  $ 0.85  $ 0.25 

  

 

  

 

 

 


