Peabody Coal's Bankruptcy Would Be Rocket Fuel to End Fossil Fuel Investment
by Andrew Freedman
March 26, 2016 – The campaign to convince investors to divest from fossil fuels has picked up steam in the past 2 weeks, thanks to the imminent bankruptcy of one major old-line energy company. 
Peabody Energy, the world's largest privately-held coal company, signaled on March 15 that it may seek bankruptcy protection, in order to restructure its skyrocketing debt. 
Peabody is not just your ordinary coal company.  It is one that has steadfastly refused to incorporate the findings of mainstream climate scientists into its business planning.  It may now be suffering as a result.
A Peabody bankruptcy would follow the bankruptcy of several other large coal companies, including Alpha Natural Resources and Arch Coal. 
Coal is facing one of the worst downturns in its history, as coal-fired power plants have been idled or converted around the country, due to the increased domestic production of natural gas.  In addition, public policies have favored a shift to lower carbon fuels.  Plus, China's demand for U.S. coal for use in steel manufacturing has fallen significantly, as its economic growth has sputtered.
Peabody's plight is being used as a case study by climate activists who are seeking the removal of fossil fuel companies from the investment portfolios of universities, religious institutions, and state pension funds, among others.  The potential bankruptcy, activists argue, demonstrates that fossil fuel investments are a risky bet. 
"A Peabody bankruptcy will be like rocket fuel for the divestment campaign," said Jamie Henn, a spokesman for the environmental group 350.org, in an interview.  "It gives students and pension holders a new reason to go back to their boards and ask, 'Are you holding this stock?  What about other fossil fuel companies?'" 
Seismic Shift to Renewables
A recent report, from the consulting firm the Rhodium Group, backs up the contention that investing in fossil fuel companies may be more risky than ever before, at least when it comes to coal. 
A Rhodium report released in February, for example, found that the 4 largest American coal miners by output, Peabody Energy, Arch Coal, Cloud Peak Energy, and Alpha Natural Resources, which account for nearly half of US production, were worth a combined $34 billion in 2011. 
Today they are worth just $150 million (0.45% as much).  That’s is less than the value of the online marketplace Etsy, which is worth on the order of about $900 million.
Peabody has informed the U.S. Securities and Exchange Commission that its ability to operate as a "going concern" is now in question.  That accounting-speak means it may not be possible for the company to continue to operate as currently structured.
“There can be no assurance that our plan to improve our operating performance and financial position will be successful,” Peabody said in the filing.  “We may need to voluntarily seek protection under Chapter 11.”
In a statement to Mashable, Peabody said it elected to exercise a 30-day grace period related to interest payments on its debt, during which it plans " to have conversations with our lenders about our alternatives, while maintaining options around our interest payments."
The company reported about $900 million in cash on hand as of March 11, the company told Mashable.   According to Bloomberg News, Peabody has about $6.3 billion in debt.
"King Coal has tumbled from his throne, there's no reason to let him drag all of our endowments and portfolios down with him," Henn said.  Henn warned that major oil and gas companies are headed for the same fate as major coal companies, given that they are still spending “100s of billions a year to search for more fossil fuels that they're never going to be able to burn,” based on world leaders' commitments to limit human-caused global warming. 
Stranded Assets
"This is a multi-trillion dollar bubble that will ultimately burst when investors realize that all these oil and gas reserves are stranded assets," he said.  The stranded assets argument is one that former vice president and prominent investor Al Gore has been making, warning investors against putting their money into fossil fuel companies.
Gore goes further, arguing that "subprime carbon assets" could constitute a systemic risk to the economy.  "The analogy between subprime carbon assets and subprime mortgages has maybe been overdone," Gore said at the Investment Summit on Climate Risk in New York on Jan. 27.   "But actually the analogy is frighteningly exact….  At the heart of that financial catastrophe was a miscalculation of epic proportions," Gore said. 
"The analogy takes hold because ... the assumption that the $21 trillion dollars of carbon-based assets, that are marked to market on the books of multinationals and sovereigns and others, will all be put to their intended use and burned, is an assumption even more absurd than the assumption that someone who can't make a down payment or a monthly payment is a good risk for a home mortgage," he said.
Rise of Renewables
Economic momentum is clearly swinging in renewables' favor, as the cost of solar panels and battery storage, among other technologies, plummet. 
In a major report released on Thursday, the U.N. revealed that, in 2015, new investments in renewable energy capacity such as wind and solar beat out investments in fossil fuels for the first time.   A record-breaking $286 billion was invested in renewable energy capacity worldwide. This was more than double the $130 billion that went toward coal and natural gas, according to the data produced by Bloomberg New Energy Finance, the Frankfurt School, and the U.N. Environment Program. 
However, oil and gas firms still spent 100s of millions in oil and gas exploration in 2015, which was not accounted for in the report.
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