Peabody Energy's Demise Parallels the Decline of King Coal
by Sue Lannin
March 11, 2016 – Peabody Energy has been a powerhouse of the global coal industry, the world's biggest coal miner.  Peabody Energy made a US$2 billion loss for 2015.  Analysts said it was "widely expected" that Peabody would enter bankruptcy.  1/4 of US coal is produced by companies that have filed for bankruptcy.
Peabody now is on the verge of bankruptcy in the United States, brought down by the slump in the price of coal and its decision to take over Australian coal miner, MacArthur Coal, in 2011.
Major credit ratings agencies - Fitch Ratings, Moody's, and Standard & Poor's - have warned that Peabody is on the verge of default; its corporate bonds are rated as junk.
It owes $US10.1 billion, its total assets are worth $US10.9 billion, and it made a US $2 billion loss for 2015, according to the company's latest financial report.
Peabody's shares are down by 94% over the past year.  Its lenders are pushing the company to restructure, as it tries to sell coal mines.
Senior coal analyst from global consultancy firm IHS, Marian Hookham, said it was "widely expected" Peabody would enter Chapter 11 bankruptcy in the US, which allows a company to restructure and pay its debts over time.
She said Peabody's Australian mines in NSW and Queensland could either be sold or operated as a going concern by the US parent.  The value of the Australian mines has been written down by more than US$500 million.
Falling Value, Chinese Appetite Hurts Coal Industry
Wall Street investment bank Goldman Sachs said around 1/4 of US coal is produced by companies that have filed for bankruptcy.
Coal prices have plunged since 2011, because of oversupply and lower demand from China.
Australia is the world's major coal exporter; the price of thermal coal at the port of Newcastle has plunged from nearly US$140 a tonne in 2011 to around US$51 a tonne.
Coking coal, used to make steel, has had a bigger fall from grace.  In 2011, Australian premium hard coking coal was trading at more than US$300 a tonne.  Now it is trading at US$81.00.
Colin Hamilton, the head of global commodities research with Macquarie in London, said he is bearish on the outlook for coal prices over the next 4 years.  "We expect the thermal coal price to be trading down towards US$50 a tonne in the Pacific Basin, and then trading over time, we expect to see around US$40 a tonne in the medium term," he told the ABC.  "Key to that will be what happens in the Chinese market."
Fossil Fuel Divestment Bites
China's slowdown is not the only headwind for coal.
The push for renewable energy and global pledges to take action against climate change have also reduced demand.  Some global investors, such as insurers Allianz and Axa, have sold off coal stocks, amid a wave of fossil fuel divestment.
Mark Payne, the chief executive of the Sydney diocese of the Anglican Church, said the diocese is planning to reduce the carbon footprint of its investment portfolio.  "We will certainly be looking to invest in companies that are involved in clean energy," he said.  "But we will also be looking to maintain investments in companies, perhaps even coal companies, that are doing serious work to reduce their carbon emissions."
'Coal Industry Is under Pressure'
Mr Hamilton said a pending oversupply of liquefied natural gas and lower oil prices are even bigger threats to the future of coal.  "We're not saying it's the end of coal," Mr Hamilton said.  "Coal is facing pressure on a number of angles, in terms of competition.
"LNG is probably the latest one, and that's the one that can offer a bit of a hammer blow if you want, to the coal price."
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