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Coal – North America

Powder River Basin remains distressed; ESG
factors weigh down long-term prospects
Significant developments in the Powder River Basin (PRB) coal production region, including
multiple bankruptcies and a planned joint venture, have substantially changed the
competitive landscape, but have not fundamentally altered the PRB’s poor overall long-
term trajectory. All of the rated coal companies that produce PRB coal are now focusing
on metallurgical coal production in other basins, which eases their credit exposure from
producing in the declining PRB area in Montana and Wyoming.

Environmental, social and governance (ESG)-related risks are significant across the coal
mining industry, including very high environmental risks and growing refinancing risk for
some customers, but certain risks are more significant for the PRB compared to other North
American coal-producing basins, including the shift toward renewable energy and social
opposition to exports in the Pacific Northwest.

Production in the PRB will likely fall significantly in 2020. The US Energy Information
Administration (EIA) reports that PRB mining operations had 476 million tons capacity but
produced only 324 million tons in 2018, suggesting substantial surplus capacity. EIA forecasts
that production in the Western Region, which includes the PRB, will fall from 418 million
tons in 2018 to 364 million tons in 2019 and 339 million tons in 2020.

Peabody Energy (Ba3 stable) and Arch Coal (Ba3 stable) have throttled back production.
Contura Energy (B2 stable) announced a plan that would help it avoid reacquiring mines from
bankrupted producer Blackjewell. Until it filed for bankruptcy protection in April 2019, Cloud
Peak Energy had been the only rated producer with a sole focus on the PRB.

We expect that at least a few PRB mines will close in the early 2020s. Several PRB-focused
companies have exited the basin following bankruptcy protection filings, including Cloud
Peak Energy, which worked exclusively in the region; Blackjewel, which had acquired assets
in the PRB from Contura in December 2017; and Westmoreland Coal. We no longer expect
Contura to re-enter the PRB market in light of its plan to pay FM Coal to acquire from Cloud
Peak the Belle Ayr and Eagle Butte and related liabilities, which produced 34 million tons of
coal in 2018. Contura still holds permits for these assets. A proposed joint venture between
Peabody and Arch would allow Peabody to optimize its mining assets, thereby reducing cash
costs. Peabody owns the North Antelope Rochelle mine and Arch owns the Black Thunder
mine – two very large mines in the PRB.

One wild-card factor today is the Navajo Transitional Energy Corporation’s (NTEC) plan to
buy Cloud Peak’s mines. This purchase would give the NTEC additional coal assets ahead of
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the planned 2031 closure of a coal-fired power plant that buys coal from NTEC’s existing mine in New Mexico. NTEC has not
announced definitive plans for the three acquired mines, whereas Contura, which still holds certain permits, articulated clearly that it
will not operate PRB mines in the long term, even if it ends up owning them. If these transactions are completed as planned and the
mines continue producing coal, the additional production will exert pressure on cash margins.

Exhibit 1

Powder River Basin weekly price history
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Source: U.S. Energy Information Administration

ESG risks loom larger for PRB export capabilities than for the other major coal basins, such as the Appalachian region, which primarily
uses ports in Maryland and Virginia, and the Illinois Basin region, which mainly uses ports in Louisiana. PRB coal is far from any North
American coast and relies heavily on rail transport to reach export markets. Producers exported about 8 million tons of PRB coal in
2018—about 2% of production—primarily to coal-fired power plants in Asia. Cloud Peak Energy, in particular, exported somewhat
higher-heat and better-located coal produced at its Spring Creek mine in Montana through British Columbia.

Demand for PRB coal had surged in the 1990s as an environmentally friendly alternative to higher-sulfur coal from the US east, but
coal-fired power plants' adoption of scrubbers and the retirement of many older units built before the passage of the Clean Air Act
has diminished the appeal. PRB producers’ credit quality depends heavily on delivered costs, which means some significant factors
influencing the competitiveness of PRB coal are largely beyond the producers’ control. Transportation costs are usually more significant
to producers in the PRB than those in Appalachia or the Illinois Basin. The railroads that producers use to transport PRB coal can
manage the continued reduction in coal shipments, particularly with most carriers implementing precision scheduled railroading to
improve the overall profitability and service levels of the railroad. Even so, PRB coal still represents a significant portion of tonnage for
carriers like BNSF (A3 stable) and Union Pacific (Baa1 stable), and the railroads will likely attempt to work with coal customers to help
mitigate the impact on export economics during periods of low pricing.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Moody’s related publications
Outlooks:

» Coal – North America: Thermal coal remains in secular decline, but met prices support stable outlook, 31 May 2019
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Sector in-depth reports:

» Coal - North America: Weak business prospects in Powder River Basin will continue in 2019, 11 April 2019

» Metals & Mining – Cross Region: Water availability poses risks to the global mining Industry, 25 September 2019

» Railroads – North America: Railroads face $5 billion in revenue losses as utility coal shipments set to drop by more than half by
2030, 4 September 2019

Issuer comments:

» Contura Energy, Inc.: Acquisition of Pax Mine from Blackjewel, Blackjewel's proposed sale of two mines to Eagle are credit neutral for
Contura, 19 September 2019

Rating methodology:

» Mining, September 2018

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.
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