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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended March 31, 2018

or

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 001-34547
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Cloud Peak Energy Inc.

(Exact name of registrant as specified in its charter)

Delaware 26-3088162
(State or other jurisdiction of (IR.S. Employer
incorporation or organization) Identification No.)
505 S. Gillette Ave., Gillette, Wyoming 82716
(Address of principal executive offices) (Zip Code)

(307) 687-6000

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.

x Yes o No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).

x Yes o No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting
company, or an emerging growth company. See the definitions of large accelerated filer, accelerated filer, smaller reporting company, and
emerging growth company in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated Non-accelerated filer Smaller reporting Emerging growth
accelerated filer filer company company
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(Do not check if a smaller reporting company)
0 X 0 0 0

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with

any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

o Yes x No

Number of shares outstanding of Cloud Peak Energy Inc. s common stock, as of the latest practicable date: Common stock, $0.01 par value per
share, 75,772,193 shares outstanding as of April 18, 2018.




Edgar Filing: CLOUD PEAK ENERGY INC. - Form 10-Q

Table of Contents

CLOUD PEAK ENERGY INC.

TABLE OF CONTENTS

Page
PART I _FINANCIAL INFORMATION

Item 1 Financial Statements

Unaudited Condensed Consolidated Statements of Operations and Comprehensive

Income (Ioss) for the Three Months Ended March 31, 2018 and 2017 1

Unaudited Condensed Consolidated Balance Sheets as of March 31. 2018 and

December 31, 2017 2

Unaudited Condensed Consolidated Statements of Cash Flows for the Three Months

Ended March 31, 2018 and 2017 3

Notes to Unaudited Condensed Consolidated Financial Statements 4
Cautionary Notice Regarding Forward-Looking Statements 38
Item 2 Management s Discussion and Analysis of Financial Condition and Results of

Operations 41
Item 3 Quantitative and Qualitative Disclosures About Market Risk 54
Item 4 Controls and Procedures 55

PART II __ OTHER INFORMATION

Item 1 Legal Proceedings 56
Item 1A Risk Factors 56
Item 2 Unregistered Sales of Equity Securities and Use of Proceeds 57
Item 3 Defaults Upon Senior Securities 57
Item 4 Mine Safety Disclosures 57
Item 5 Other Information 57
Item 6 Exhibits 57

Unless the context indicates otherwise, the terms Cloud Peak Energy, the Company, we, wus, and our referto Cloud Peak Energy Inc. ( CPE
and its subsidiaries.




Edgar Filing: CLOUD PEAK ENERGY INC. - Form 10-Q

Table of Contents

PARTI FINANCIAL INFORMATION

Item 1. Financial Statements.

CLOUD PEAK ENERGY INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF
OPERATIONS AND COMPREHENSIVE INCOME (LOSS)

(in thousands, except per share data)

Three Months Ended
March 31,
2018

Revenue $ 216,309 $
Costs and expenses
Cost of product sold (exclusive of depreciation, depletion, and accretion) 192,534
Depreciation and depletion 14,996
Accretion 1,706
(Gain) loss on derivative financial instruments
Selling, general and administrative expenses 7,318
Debt restructuring costs
Other operating costs 126
Total costs and expenses 216,680
Operating income (loss) (371)
Other income (expense)
Net periodic postretirement benefit income (cost), excluding service cost 1,617
Interest income 263
Interest expense (9,188)
Other, net (268)
Total other income (expense) (7,576)
Income (loss) before income tax provision and earnings from unconsolidated affiliates (7,947)
Income tax benefit (expense) (63)
Income (loss) from unconsolidated affiliates, net of tax 272
Net income (loss) (7,738)
Other comprehensive income (loss)
Postretirement medical plan amortization of prior service costs (1,837)
Income tax on postretirement medical and pension changes
Other comprehensive income (loss) (1,837)
Total comprehensive income (loss) $ (9,575) $
Income (loss) per common share:
Basic $ (0.10) $
Diluted $ (0.10) $
Weighted-average shares outstanding - basic 75,329
Weighted-average shares outstanding - diluted 75,329

2017
195,728

170,269
18,645
1,821
2,344
10,976
40
176
204,271
(8,543)

1,592

39
(12,912)
(310)
(11,591)
(20,134)
(300)

326
(20,108)

(1,821)

(1,821)
(21,929)

(0.30)

(0.30)
66,132
66,132
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The accompanying notes are an integral part of these Unaudited Condensed Consolidated Financial Statements.
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CLOUD PEAK ENERGY INC.

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets

Cash and cash equivalents
Accounts receivable

Due from related parties
Inventories, net

Income tax receivable

Other prepaid and deferred charges
Other assets

Total current assets

Noncurrent assets

Property, plant and equipment, net
Goodwill

Income tax receivable

Other assets

Total assets

LIABILITIES AND EQUITY
Current liabilities

Accounts payable

Royalties and production taxes
Accrued expenses

Due to related parties

Current portion of federal coal lease obligations

Other liabilities
Total current liabilities

Noncurrent liabilities
Senior notes

Federal coal lease obligations, net of current portion
Asset retirement obligations, net of current portion

(in thousands)

Accumulated postretirement medical benefit obligation, net of current portion

Royalties and production taxes
Other liabilities
Total liabilities

Commitments and Contingencies (Note 17)

Equity

Common stock ($0.01 par value; 200,000 shares authorized; 76,146 and 75,644 shares issued

and 75,669 and 75,167 outstanding as of March 31, 2018 and December 31, 2017,

respectively)

Treasury stock, at cost (477 shares as of both March 31, 2018 and December 31, 2017)

Additional paid-in capital
Retained earnings

March 31,
2018

127,796 $
45,025

70,347
232
23,769
802
267,971

1,354,999
2,280
29,454
34,431
1,689,135 $

25,590 $
54,775
37,919
71
379
2,195
120,929

406,261
1,404
100,817
25,303
28,592
6,996
690,302

757
(6,498)

653,176

339,429

December 31,
2017

107,948
50,075
122
72,904
256
36,964
1,765
270,034

1,365,755
2,280
29,454
31,178
1,698,701

29,832
54,327
32,818

2,435
119,412

405,266

99,297
24,958
21,896
20,063
690,892

752
(6,498)

652,702

347,046
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Accumulated other comprehensive income (loss) 11,969 13,807
Total equity 998,833 1,007,809
Total liabilities and equity $ 1,689,135 § 1,698,701

The accompanying notes are an integral part of these Unaudited Condensed Consolidated Financial Statements.
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CLOUD PEAK ENERGY INC.

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activities
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by (used in) operating

activities:

Depreciation and depletion

Accretion

Loss (income) from unconsolidated affiliates, net of tax
Distributions of income from unconsolidated affiliates
Equity-based compensation expense

(Gain) loss on derivative financial instruments

Cash received (paid) on derivative financial instrument settlements
Non-cash interest expense related to early retirement of debt and refinancings
Net periodic postretirement benefit costs

Addback of debt restructuring costs

Payments for logistics contracts

Logistics throughput contract amortization expense
Other

Changes in operating assets and liabilities:

Accounts receivable

Inventories, net

Due to or from related parties

Other assets

Accounts payable and accrued expenses

Asset retirement obligations

Net cash provided by (used in) operating activities

Investing activities

Purchases of property, plant and equipment
Investment in development projects

Net cash provided by (used in) investing activities

Financing activities

Principal payments on federal coal leases
Repayment of senior notes

Payment of debt refinancing costs

Payment of debt restructuring costs

Proceeds from issuance of common stock

Cash paid for equity offering

Other

Net cash provided by (used in) financing activities

Net increase (decrease) in cash, cash equivalents, and restricted cash
Cash, cash equivalents, and restricted cash at beginning of period
Cash, cash equivalents, and restricted cash at end of period

Three Months Ended
March 31,
2018 2017

(7,738) $

14,996

1,706
(272)

1,000
(1,709)

(1,421)

(2,500)
4,161
2,075

5,050
2,523
193
6,524
(327)
(185)
24,076

(2,646)
(360)
(3,006)

(574)

(648)
(1,222)

19,848
108,673
128,521 $

(20,108)

18,645
1,821
(326)
3,000
1,823
2,344
(336)
702
(1,368)
40
(13,563)
10,578
2,150

16,613
(1,373)
(419)
(8,024)

7,744
(248)

19,695

(4,124)

(4,124)

(62,094)
(402)
(40)
68,850
(4,434)
(644)
1,236

16,807
84,433
101,240
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The accompanying notes are an integral part of these Unaudited Condensed Consolidated Financial Statements.
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CLOUD PEAK ENERGY INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Business

We are one of the largest producers of coal in the United States of America ( U.S. ) and the Powder River Basin ( PRB ), based on our 2017 coal
sales. We operate some of the safest mines in the coal industry. According to the most current Mine Safety and Health Administration ( MSHA )
data, we have one of the lowest employee all injury incident rates among the largest U.S. coal producing companies. We currently operate

solely in the PRB, the lowest cost region of the major coal producing regions in the U.S., where we own and operate three surface coal mines:

the Antelope Mine, the Cordero Rojo Mine, and the Spring Creek Mine.

Our Antelope Mine and Cordero Rojo Mine are located in Wyoming and our Spring Creek Mine is located in Montana. Our mines produce
subbituminous thermal coal with low sulfur content, and we sell our coal primarily to domestic and foreign electric utilities. Thermal coal is
primarily consumed by electric utilities and industrial consumers as fuel for electricity generation. In 2017, the coal we produced generated
approximately 2% of the electricity produced in the U.S. We do not produce any metallurgical coal.

In addition, we have two development projects, both located in the Northern PRB. For purposes of this report, the term Northern PRB refers to
the area within the PRB that lies within Montana and the northern part of Sheridan County, Wyoming. The Youngs Creek project is an
undeveloped surface mine project located in Wyoming, seven miles south of our Spring Creek Mine and contiguous with the Wyoming-Montana
state line. The Big Metal project is located near the Youngs Creek project on the Crow Indian Reservation in southeast Montana.

Our logistics business provides a variety of services designed to facilitate the sale and delivery of coal. These services include the purchase of
coal from third parties or from our owned and operated mines, coordination of the transportation and delivery of purchased coal, negotiation of
take-or-pay rail agreements and take-or-pay port agreements and demurrage settlement with vessel operators. See Note 5 for further discussion.

Principles of Consolidation

The accompanying Unaudited Condensed Consolidated Financial Statements have been prepared in conformity with accounting principles
generally accepted in the United States of America ( U.S. GAAP ). In accordance with U.S. GAAP for interim financial statements, these
Unaudited Condensed Consolidated Financial Statements do not include certain information and footnote disclosures that are required to be
included in annual financial statements prepared in conformity with U.S. GAAP. The year-end Unaudited Condensed Consolidated Balance
Sheet data was derived from the Audited Consolidated Financial Statements. Accordingly, these Unaudited Condensed Consolidated Financial
Statements should be read in conjunction with the Audited Consolidated Financial Statements as of December 31, 2017 and 2016, and for each
of the three years ended December 31, 2017, included in our Annual Report on Form 10-K for the year ended December 31, 2017 ( 2017
Form 10-K ). In the opinion of management, the accompanying Unaudited Condensed Consolidated Financial Statements contain all
adjustments, which are of a normal and recurring nature, necessary for a fair statement of our financial position as of March 31, 2018, and the
results of our operations, comprehensive income (loss), and cash flows for the three months ended March 31, 2018 and 2017, in conformity with
U.S. GAAP. Our results of operations for the three months ended March 31, 2018 are not necessarily indicative of the results that may be

11
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expected for future quarters or for the year ending December 31, 2018.

The preparation of our Unaudited Condensed Consolidated Financial Statements in conformity with U.S. GAAP requires our management to
make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the
date of the financial statements, and the reported amounts of revenue and expenses during the reporting periods. Significant estimates in these
Unaudited Condensed Consolidated Financial Statements include: assumptions about the amount and timing of future cash flows and related
discount rates used in determining asset retirement obligations ( AROs ) and in testing long-lived assets and goodwill for impairment; the fair
value of derivative financial instruments; the calculation of mineral reserves; equity-based compensation expense; workers compensation claims;
reserves for

12
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CLOUD PEAK ENERGY INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

contingencies and litigation; useful lives of long-lived assets; postretirement employee benefit obligations; the recognition and measurement of
income tax benefits and related deferred tax asset valuation allowances; and allowances for inventory obsolescence and net realizable value.
Actual results could differ materially from those estimates.

Due to the tabular presentation of rounded amounts, certain tables reflect insignificant rounding differences.

2. Accounting Policies and Standards Update

Recently Issued Accounting Pronouncements

From time to time, the Financial Accounting Standards Board ( FASB ) or other standard setting bodies issue new accounting pronouncements.
Updates to the FASB Accounting Standards Codification are communicated through issuance of an Accounting Standards Update ( ASU ).
Unless otherwise discussed, we believe that the impact of recently issued guidance will not be material to our consolidated financial statements
upon adoption.

In February 2018, the FASB issued ASU 2018-02, Income Statement Reporting Comprehensive Income - Reclassification of Certain Tax
Effects from Accumulated Other Comprehensive Income ( ASU 2018-02 ), which allows companies to make a one-time reclassification of the

stranded tax effects (as defined by ASU 2018-02) from accumulated other comprehensive income to retained earnings as a result of the tax
legislation enacted in December 2017, commonly known as the Tax Cuts and Jobs Act ( TCJA ), and requires certain
disclosures about stranded tax effects. The new guidance is effective for fiscal years beginning after December 15,

2018, including interim periods within those fiscal years. Early adoption is permitted. The amendments in this update
should be applied either in the period of adoption or retrospectively to each period (or periods) in which the effects of

the change in the U.S. federal corporate income tax rate in the TCJA is recognized. We are still evaluating the impact

the adoption of ASU 2018-02 will have. We will adopt the new standard as of January 1, 2019.

In January 2017, the FASB issued ASU 2017-04, Goodwill ~ Simplifying the Test for Goodwill Impairment ( ASU 2017-04 ), which eliminates
the second step in the goodwill impairment test whereby a company measures an impairment loss by calculating the implied fair value of
goodwill of a reporting unit and comparing it against its carrying value. As a result, a goodwill impairment loss will be calculated by comparing
the fair value of a reporting unit with its carrying amount. The new guidance is effective for fiscal years beginning after December 15, 2019,
including interim periods within those fiscal years. Early adoption is permitted. The amendments in this update should be applied

prospectively, with added disclosure regarding the nature of and reason for the change in accounting principal. We will adopt the new standard
as of January 1, 2020.

13
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In February 2016, the FASB issued ASU 2016-02, Leases ( ASU 2016-02 ), which would require the lessee to recognize the assets and liabilities
on all leases that may have not been recognized in the past. The new guidance is effective for fiscal years beginning after December 15, 2018,
including interim periods within those fiscal years. We will adopt the new standard effective January 1, 2019. The amendments in this update
should be applied at the beginning of the earliest period presented using a modified retrospective approach. We began our review of our

contracts with vendors in 2017 and will continue to evaluate the impact of the adoption of ASU 2016-02 throughout 2018. However, based

upon our initial reviews and the future payments under operating leases disclosed in our 2017 Form 10-K, we do not currently anticipate that
adoption of this standard will have a significant impact on our results of operations, financial position, and cash flows.

Recently Adopted Accounting Pronouncements

In May 2017, the FASB issued ASU 2017-09, Compensation Stock Compensation Scope of Modification Accounting (  ASU 2017-09 ), which
provides guidance about the types of changes to terms or

14
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CLOUD PEAK ENERGY INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

conditions of a share-based payment award that would require an entity to apply modification accounting. The new guidance is effective for
fiscal years beginning after December 15, 2017, including interim periods within those fiscal years. The amendments in this update should be
applied prospectively to an award modified on or after the adoption date. We adopted this standard on January 1, 2018.

In March 2017, the FASB issued ASU 2017-07, Compensation ~ Retirement Benefits Improving the Presentation of Net Periodic Pension Cost
and Net Periodic Postretirement Cost ( ASU 2017-07 ), which requires separate presentation of service costs and all other components of net
benefit costs on the income statement. Under ASU 2017-07, service cost is included in the same line item as other compensation costs arising
from services rendered by employees during the period, with all other components of net benefit costs on the income statement outside of
income from operations. The new guidance is effective for fiscal years beginning after December 15, 2017, including interim periods within
those fiscal years. We adopted this standard on January 1, 2018. We retrospectively adopted the presentation of service costs separate from the
other components of net periodic costs. The interest costs and amortization of prior service costs have been reclassified from Cost of product
sold and Selling, general and administrative expenses to Net periodic postretirement benefit income (cost), excluding service cost.

The effect of the retrospective presentation change related to the net periodic cost of our other postretirement employee benefits ( OPEB ) plan on
our Unaudited Condensed Consolidated Statement of Operations and Comprehensive Income (Loss) for the three months ended March 31, 2017
was as follows (in thousands):

Three Months Ended
March 31, 2017

Previously

Reported Adjustment As Revised
Cost of product sold $ 168,939 $ 1,330 $ 170,269
Selling, general and administrative
expenses $ 10,714 $ 262 $ 10,976
Operating income (loss) $ (6,951) $ (1,592) $ (8,543)
Net periodic postretirement benefit
income (cost), excluding service cost $ $ 1,592 $ 1,592
Total other income (expense) $ (13,183) $ 1,592 $ (11,591)

In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows Restricted Cash (  ASU 2016-18 ), which requires the statement of
cash flows to explain the change during the period in total cash, cash equivalents, and amounts generally described as restricted cash and

restricted cash equivalents. The new guidance is effective for fiscal years beginning after December 15, 2017, including interim periods within
those fiscal years. The amendments in this update should be applied using a retrospective transition method to each period presented. We

adopted this standard on January 1, 2018. Refer to Note 19, as well as the Unaudited Condensed Consolidated Statements of Cash Flows, for
further information regarding the reconciliation of cash, cash equivalents, restricted cash, and restricted cash equivalents.

15
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In October 2016, the FASB issued ASU 2016-16, Accounting for Income Taxes Intra-Entity Asset Transfers of Assets other than Inventory

( ASU 2016-16 ), which would require the recognition of the tax expense from the sale of an asset other than inventory when the transfer occurs,
rather than when the asset is sold to a third party or otherwise recovered through use. The new guidance is effective for fiscal years beginning
after December 15, 2017, including interim periods within those fiscal years. The amendments in this update should be applied on a modified
retrospective basis through a cumulative-effect adjustment directly to retained earnings as of the beginning of the period of adoption. We

adopted this standard on January 1, 2018. We completed a

16
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CLOUD PEAK ENERGY INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

review of our intra-entity transfers as of December 31, 2017, and determined that ASU 2016-16 does not have an impact on our Unaudited
Condensed Consolidated Financial Statements.

In August 2016, the FASB issued ASU 2016-15, Classification of Certain Cash Receipts and Cash Payments ( ASU 2016-15 ), which
standardizes cash flow statement classification of certain transactions, including cash payments for debt prepayment or extinguishment, proceeds
from insurance claim settlements, and distributions received from equity method investments. The new guidance is effective for fiscal years
beginning after December 15, 2017, including interim periods within those fiscal years. The amendments in this update should be applied using
a retrospective transition method to each period presented. If impracticable to apply the amendments retrospectively for some of the issues, the
amendments for those issues would be applied prospectively as of the earliest date practicable. We adopted this standard on January 1, 2018,
with no impact on our Unaudited Condensed Consolidated Statements of Cash Flows.

From May 2014 through December 2016, the FASB issued several ASUs related to Revenue from Contracts with Customers ( ASC 606 ). These
ASUs are intended to provide greater insight into both revenue that has been recognized and revenue that is expected to be recognized in the
future from existing contracts. The core principle of the new standard is that a company should recognize revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the company expects to be entitled in exchange for
those goods or services. The new guidance is effective for interim and annual periods beginning after December 15, 2017. The two permitted
transition methods under the new standard are the full retrospective method, in which case the standard would be applied to each prior reporting
period presented and the cumulative effect of applying the standard would be recognized at the earliest period shown, or the modified
retrospective method, in which case the cumulative effect of applying the standard would be recognized at the date of initial application. We
have adopted the new standard as of January 1, 2018 and utilized the modified retrospective method. This approach allowed us to apply the new
standard to (1) all new contracts entered into after January 1, 2018 and (2) all existing contracts for which all (or substantially all) of the revenue
has not been recognized under legacy revenue guidance as of January 1, 2018 through a cumulative adjustment to equity. Consolidated revenue
presented in our comparative financial statements for periods prior to January 1, 2018 has not been revised and continues to be reported under
legacy revenue recognition guidance.

The following table reflects the adoption of ASC 606 on our Unaudited Condensed Consolidated Balance Sheets as of January 1, 2018 (in
thousands):

Balance as of Adjustment Balance as of
December 31, Due to ASC January 1,
2017 606 2018

Assets
Accounts receivable $ 50,075 $ 781 $ 50,856
Inventories, net $ 72,904 $ (660) $ 72,244
Equity
Retained Earnings $ 347,046 $ 121 $ 347,167

17
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As part of the adoption of ASC 606, we also will not recognize approximately 64,400 tons that were delivered in January 2018 in our tons sold
figure for 2018. These tons were delivered on a contract where title transferred to the customer upon delivery, while risk of loss transferred at
the shipping point, or the mine. Under legacy revenue recognition guidance, the revenue related to these tons was recognized upon delivery.
However, under ASC 606, revenue is now recognized at the shipping point, as this is when control passes to the customer. As of December 31,
2017, these tons were appropriately placed back into inventory in accordance with legacy revenue recognition guidance. The revenue
recognition process was complete upon adoption of ASC 606 on January 1, 2018.

18
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CLOUD PEAK ENERGY INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

3. Revenue

In accordance with the new revenue standard requirements, the disclosure of the impact of the adoption of ASC 606 on our Unaudited
Condensed Consolidated Statements of Operations and Comprehensive Income (Loss) and Unaudited Condensed Consolidated Balance Sheets

is as follows (in thousands):

Three Months Ended
March 31, 2018
Balances
Without Effect of
the Change
As Adoption Higher
Reported of ASC 606 (Lower)
Revenue $ 216,309 $ 217,091 $ (781)
Cost of product sold $ 192,534 $ 193,194 $ (660)
Net income (loss) $ (7,738) $ (7,617) $ (121)
Income (loss) per common share:
Basic $ (0.10) $ (0.10) $
Diluted $ (0.10) $ (0.10) $
March 31, 2018
Balances
Without Effect of
the Change
As Adoption Higher
Reported of ASC 606 (Lower)
Accounts receivable $ 45,025 $ 45,025 $
Inventories, net $ 70,347 $ 70,347 $
Retained earnings $ 339,429 $ 339,429 $

Revenue from Contracts with Customers

We account for a contract with a customer when the parties have approved the contract and are committed to performing their respective
obligations, the rights of each party are identified, payment terms are identified, the contract has commercial substance, and collectability of
consideration is probable. We recognize revenue when we satisfy a performance obligation by transferring control of a good or service to a
customer.

19
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Our revenue is derived from sales to customers of coal produced at our facilities and coal purchased from other companies. We categorize our
customers by how we sell coal to them. Our mine customers purchase coal directly from our mine sites, where the sale occurs at the mine site
and where title, risk of loss, and control typically pass to the customer at that point. This revenue is generally recorded in our Owned and
Operated Mines Segment. Mine customers arrange for and bear the costs of transporting their coal from our mines to their plants or other
specified discharge points. Our mine customers are typically domestic utility companies primarily located in the mid-west and south central
U.S., although we also sell to other domestic utility companies, as well as to third-party brokers. Our coal sales agreements with our mine
customers are generally fixed-price, fixed-volume supply contracts, or include a pre-determined escalation in price for each year. Some of our
customer contracts may include variable pricing and volumes. Price re-opener and index provisions may allow either party to commence a
renegotiation of the contract price at a pre-determined time. Price re-opener provisions may automatically set a new price based on prevailing
market price or, in some instances, require us to negotiate a new price, sometimes within specified ranges of prices. In some agreements, if the
parties do not agree on a new price, either party has an option to terminate the contract. Under some of our contracts, we have the right to

20
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CLOUD PEAK ENERGY INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

match lower prices offered to our customers by other suppliers. The terms of our coal sales agreements result from competitive bidding and
extensive negotiations with customers. Consequently, the terms of these contracts vary by customer.

Our logistics customers purchase coal from us, along with logistics services to deliver the coal to the customer at a terminal or the customer s
plant or other delivery point remote from our mine site. Title, risk of loss, and control pass to the customer at the remote delivery point. This
revenue is recorded in our Logistics and Related Activities Segment. Our logistics services are designed to facilitate the sale and delivery of
coal. These services include the purchase of coal from third parties or from our owned and operated mines, coordination of the transportation
and delivery of purchased coal, negotiation of take-or-pay rail agreements and take-or-pay port agreements and demurrage settlements with
vessel operators. We also bear the costs of transporting the coal to the delivery point. For our international customers, this means that we cover
the costs associated with an export terminal located in the Pacific Northwest. Refer to Note 5 for further information. Our logistics customers
located overseas are generally responsible for paying the cost of ocean freight, although occasionally we may arrange or be responsible for the
cost of that transportation as well. Logistics customers are primarily foreign and domestic utility companies as well as third-party brokers. With
respect to our international sales, at present, we are primarily focused on end-user customers. However, a small portion of our sales are made to
international traders who sell on to end-user customers. Our coal sales agreements with our domestic logistics customers are generally
fixed-price, fixed-volume supply contracts with terms of one to three years. The terms of our coal sales agreements result from competitive
bidding and extensive negotiations with customers. Consequently, the terms of these contracts vary by customer. With our international
logistics customers, we often enter into contracts that contain multi-year terms with future year pricing to be agreed upon, meaning that there is
an expectation of sales, provided that mutual agreement on pricing can be reached. This is consistent with conventional industry standards for
sales into the Asian Pacific region. We typically agree upon volumes and pricing under these international customer agreements three to six
months in advance of shipment. Our Asian delivered shipments are typically priced broadly in line with a number of relevant international coal
indices adjusted for energy content and other quality and delivery criteria. These indices include the Newcastle benchmark price, as published
by Global Coal and others, and the Platts Kalimantan 5000. Contracts with our logistics customers include terms similar to those described for
our mine customers and may also include terms relating to: demurrage fees for international contracts, fixed pricing for the current year of sales,
and additional coal quality requirements.

Coal sales agreements with both mine and logistics customers typically contain coal quality specifications. With coal quality specifications in
place, the raw coal sold by us to the customer at the delivery point must be substantially free of magnetic material and other foreign material
impurities, and crushed to a maximum size as set forth in the respective coal sales agreement. Prior to billing the customer, price adjustments
are made based on quality standards that are specified in the coal sales agreement, such as Btu factor, moisture, ash, and sodium content and can
result in either increases or decreases in the value of the coal shipped.
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Disaggregation of Revenue

In the following table, Revenue is disaggregated by primary geographic markets, as we believe this best depicts how the nature, amount, timing,
and uncertainty of our revenue and cash flows are affected by economic factors (in thousands):

Three Months Ended
March 31,
2018 2017

United States (1) $ 138,232 $ 170,866

South Korea (2) 66,021 16,961

Other (2) 12,056 7,901

Total revenue from external customers $ 216,309 $ 195,728

(1) The majority of our domestic revenue is attributable to the Owned and Operated segment.

) All South Korean revenue and the majority of Other geographical revenue is attributable to our

Logistics and Related Activities segment.

We attribute revenue to individual countries based on the location of the physical delivery of the coal. All of our revenue for the three months
ended March 31, 2018 and 2017 originated in the United States.

Performance Obligations

A performance obligation is a promise in a contract with a customer to provide distinct goods or services. Performance obligations are the unit
of account for purposes of applying the revenue recognition standard and therefore determine when and how revenue is recognized. In most of
our contracts, the customer contracts with us to provide coal that meets certain quality criteria, and, for our logistics customers, delivery of that
coal to a certain destination. These promises are highly interrelated and interdependent, and cannot be transferred to the customer without the
other promises in the contract also being fulfilled. As such, these promises are not separately identifiable within the context of the contract, and
therefore, are not distinct. Therefore, the entire contract is accounted for as one performance obligation. We allocate the transaction price based
on the base price per the contract, which is also the standalone selling price, increased or decreased for quality adjustments.

Under ASC 606, shipping and handling services may be considered a separate performance obligation if control of the goods transfers to the
customer before shipment, but the entity has promised to ship the goods, or arrange for their shipment. In contrast, if control of a good does not
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transfer to the customer before shipment, shipping is not a promised service to the customer. This is because shipping is a fulfillment activity as
the costs are incurred as part of transferring the goods to the customer. ASC 606 includes an accounting policy election that permits entities to
account for shipping and handling activities that occur after the customer has obtained control of a good as fulfillment cost rather than as an
additional promised service. We have made this accounting policy election, and will recognize the corresponding transportation expenses for
contracts in which we arrange and pay for shipping costs when the customer has obtained control of the related coal.

We generally recognize revenue at a point in time as the customer does not have control over the asset at any point during the fulfillment of the
contract. For the majority of our customers in our Owned and Operated Segment, this is supported by the fact that title and risk of loss transfer
to the customer upon loading of the railcar at the mine. This is also the point at which physical possession of the coal transfers to the customer,
as well as the significant risks and rewards in ownership of the coal. Similarly, for customers in our Logistics and Related Activity Segment,

this is supported by the fact that title and risk of loss transfer to the customer when the coal is delivered to an agreed-upon destination or loaded

and trimmed on a vessel. This is also the point at which physical possession of the coal transfers to the customer, as well as the significant risks
and rewards in ownership of the coal.

10
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In our Owned and Operated Segment, we have remaining performance obligations relating to fixed priced contracts of approximately $777
million, which represent the average fixed prices on our committed contracts as of March 31, 2018. We expect to recognize approximately 80%
of this revenue through 2019, with the remainder recognized thereafter. We have remaining performance obligations relating to index priced
contracts or contracts with price reopeners of approximately $280 million, which represent the average re-opener/indexed price on committed
contracts as of March 31, 2018. We expect to recognize approximately 30% of this revenue through 2019, with the remainder recognized
thereafter. In our Logistics and Related Activities segment, we have remaining performance obligations relating to our fixed price contracts of
approximately $102 million, which we expect to recognize in 2018.

The tons used to determine the remaining performance obligations are subject to adjustment in instances of force majeure and exercise of
customer options to either take additional tons, or reduce tonnage, if such option exists in the customer contract. Furthermore, export tons are
subject to adjustment upon loading of vessels at the port and therefore represent the estimated tons we anticipate shipping. The elimination of
the purchase and sale of coal between reportable segments is not reflected above.

Contract Balances

Under ASC 606, the timing of when a performance obligation is satisfied can affect the presentation of accounts receivable, contract assets, and
contract liabilities. The main distinction between accounts receivable and contract assets is whether consideration is conditional on something
other than the passage of time. A receivable is an entity s right to consideration that is unconditional. Under the typical payment terms of our
contracts with customers, the customer pays us a base price for the coal, increased or decreased for any quality adjustments. In our contracts

with mine customers, adjustments are known at the time of invoicing as we conduct our own tests of quality. In contracts with our logistics
customers, adjustments are also known at the time of billing as they are based on quality tests performed at the port. Amounts billed and due are
recorded as trade accounts receivable and included in Accounts receivable on our Unaudited Condensed Consolidated Balance Sheets. In cases
where we invoice based on customers quality tests, we estimate the transaction price using our quality testing results. Historically, the difference
between customers testing results and our testing results have been immaterial. We do not currently have any contracts in place where we would
transfer coal in advance of knowing the final price of the coal sold, and thus do not have any contract assets recorded. Contract liabilities arise
when consideration is received in advance of performance. This deferred revenue is included in Accrued expenses on our Unaudited Condensed
Consolidated Balance Sheets when consideration is received and revenue is not recognized until the performance obligation is satisfied. We are
rarely paid in advance of performance and do not currently have any deferred revenue recorded on our Unaudited Condensed Consolidated
Balance Sheets.

Accounts receivable consisted of the following (in thousands):

March 31, December 31,
2018 2017
Trade accounts receivable $ 44,606 $ 47,872
Other receivables 419 2,203
Accounts receivable $ 45,025 $ 50,075

24



Edgar Filing: CLOUD PEAK ENERGY INC. - Form 10-Q

4. Segment Information

We have two reportable segments; our Owned and Operated Mines segment and our Logistics and Related Activities
segment.

Our Owned and Operated Mines segment is characterized by the predominant focus on thermal coal production where the sale occurs at the
mine site and where title and risk of loss generally pass to the customer

11
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at that point. This segment includes our Antelope Mine, Cordero Rojo Mine, and Spring Creek Mine. Sales in this segment are primarily to
domestic electric utilities and some industrials, although a portion may be made to our Logistics and Related Activities segment. Sales
between reportable segments are priced based on prevailing market prices for arm s length transactions. Our mines
utilize surface mining extraction processes and are all located in the PRB. The gains and losses resulting from any
domestic coal futures contracts and WTI derivative financial instruments are reported within this segment.

Our Logistics and Related Activities segment is characterized by the services we provide to our international and certain of our domestic
customers where we deliver coal to the customer at a terminal or the customer s plant or other delivery point, remote from our mine site.

Services provided include the purchase of coal from third parties or from our Owned and Operated Mines segment, at
market prices, as well as the contracting and coordination of the transportation and other handling services from
third-party operators, which are typically rail and terminal companies and may include chartering of a vessel. Title
and risk of loss are retained by the Logistics and Related Activities segment through the transportation and delivery
process. Title and risk of loss pass to the customer in accordance with the contract and typically occur at a vessel
loading terminal, a vessel unloading terminal or an end use facility. Risk associated with rail and terminal take-or-pay
agreements is also borne by the Logistics and Related Activities segment. The gains and losses resulting from any
international coal forward contracts and international coal put options are reported within this segment. Amortization
related to the amended port and rail take-or-pay agreements are also included in this segment. See Note 5 for
additional information about the amended transportation agreements. Incremental production taxes and royalties
associated with the sales made by our Logistics and Related Activities segment are included in this segment for the
current year. These taxes and royalties were immaterial in the prior year and have not been reclassified from the
Owned and Operated Mines segment.

Our business activities that are not considered operating segments are included in Other, although they are not required to be included in this
footnote. They are provided for reconciliation purposes and include Selling, general and administrative expenses ( SG&A ) as well as results
relating to broker activity.

Eliminations represent the purchase and sale of coal between reportable segments and the associated elimination of intercompany profit or loss
in inventory and are provided for reconciliation purposes.

Revenue

The following table presents Revenue (in thousands):
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2018

12

Three Months Ended
March 31,
153,653 $
79,636
3
(16,983)
216,309 $

2017

173,611
28,248
1,293

(7,424)
195,728
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Capital Expenditures

The following table presents purchases of property, plant and equipment, investment in development projects, and capital expenditures included
in Property, plant and equipment, net, Other assets, and Accounts payable (in thousands):

Three Months Ended
March 31,
2018 2017

Owned and Operated Mines $ 6,182 $ 4,596
Logistics and Related Activities

Other 31 397
Consolidated $ 6,213 $ 4,993
Adjusted EBITDA

EBITDA represents net income (loss) before: (1) interest income (expense) net, (2) income tax provision, (3) depreciation and depletion, and
(4) amortization. Adjusted EBITDA represents EBITDA as further adjusted for accretion, which represents non-cash increases in asset
retirement obligation liabilities resulting from the passage of time, and specifically identified items that management believes do not directly
reflect our core operations. The specifically identified items that we routinely adjust for are: (1) adjustments to exclude non-cash impairment
charges, (2) adjustments for derivative financial instruments, excluding fair value mark-to-market gains or losses and including cash amounts
received or paid, (3) adjustments to exclude debt restructuring costs, and (4) non-cash throughput amortization expense and contract termination
payments made to amend the BNSF and Westshore agreements.

Adjusted EBITDA is an additional tool intended to assist our management in comparing our performance on a consistent basis for purposes of
business decision making by removing the impact of certain items that management believes do not directly reflect our core operations.
Adjusted EBITDA is a metric intended to assist management in evaluating operating performance, compensation decisions, comparing
performance across periods, planning and forecasting future business operations and helping determine levels of operating and capital
mvestments.

The following table reconciles segment Adjusted EBITDA to Income (loss) before income tax provision and earnings from unconsolidated
affiliates (in thousands):
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Three Months Ended
March 31,
2018 2017
Adjusted EBITDA
Owned and Operated Mines $ 18,616 $ 33,738
Logistics and Related Activities 7,098 (2,564)
Total Adjusted EBITDA for reportable segments 25,714 31,174
Unallocated net expenses (6,0