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Coal – United States

Industry highly vulnerable to resurgent
coronavirus infections; ESG risks mounting
The US coal industry has weakened after taking the brunt of lower electricity demand and is
now highly vulnerable to resurgent coronavirus infections that could further reduce demand
for coal in a downside scenario. We expect very weak second quarter earnings for coal
producers under our current baseline scenario. In 2020, demand for electricity has fallen
sharply since March, largely because of the economic impact of the pandemic, and we expect
that consumption of coal by the electric power sector will fall by more than 30% in 2020.
Export prices had been weakening since the second half of 2018 and have deteriorated
further following the coronavirus, which will translate into significantly lower thermal coal
export volumes and therefore prices in 2020 (see Exhibit 2). Metallurgical (met) coal prices
and volumes are also under stress with the slowdown in the global steel industry; global
steel production down about 5% through May, including steep declines in North America,
European Union, and South America combined with a modest increase in China. US coal
producers, most of which have experienced at least one negative rating action in 2020 and
many of which still benefit from decent liquidity, are highly vulnerable to further downgrades
in such a downside scenario.

Exhibit 1

EIA projects that electric utility coal
consumption will decline in 2020

Exhibit 2

Coal export prices have fallen due to the
contraction in demand
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Note: EIA forecasts as of 7 July 2020
Source: US Energy Information Administration (EIA)
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Thermal price sensitivity range: $55-$75 

Met price sensitivity range: $110-$170 

Note: Our price ranges represent baseline prices used to
sensitize financial performance and evaluate credit quality
and risk for coal companies. We periodically review price
sensitivities as GDP and supply/demand expectations change
Source: FactSet; Moody's Investors Service (price sensitivity
range)
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We took negative rating actions on most rated North American coal companies in the first half of 2020. We downgraded long-
term ratings for Peabody Energy (B1 negative), CONSOL Energy (B2 negative), Contura Energy (Caa1 stable), and Foresight Energy,
whose ratings we withdrew. We affirmed existing ratings but revised outlooks to negative for Alliance Resource Operating Partners
(Ba3 negative) and Natural Resource Partners (NRP) (B2 negative) (see Exhibit 3). Only the low-cost, met-focused producers such as
Arch Resources (Ba3 stable) and Warrior Met Coal (B2 positive) have not experienced a recent downgrade to long-term ratings nor
an outlook revision, as they have fundamentally stronger discretionary cash flow generation than their peers—free cash flow before
considering dividends and expansionary capital spending.

Coal producers’ liquidity has also weakened markedly in 2020. At the start of the downturn, the aggregate cash balance of US rated
producers was $1.5 billion, and most of them had substantial availability under revolving credit facilities along with Speculative-Grade
Liquidity (SGL) ratings of SGL-1 and SGL-2—the highest on the four-point SGL scale. Some producers, including Foresight Energy,
were already under significant stress and had lower SGL ratings. The arrival of the coronavirus outbreak in the US, combined with the
ongoing secular decline in demand for thermal coal and several quarters of price weakness for export coals, significantly reduced coal
producers' expected cash flow, and in some cases narrowed their expected compliance with financial maintenance covenants. We
downgraded short-term liquidity ratings (SGL scores) for Arch, Alliance, CONSOL, and Contura (see Exhibit 3). We will place significant
emphasis on management's plans for maintaining liquidity as communicated during second quarter earnings calls.

Exhibit 3

We have downgraded ratings, outlooks, or SGL scores for most rated issuers

 

Company

Cash balance 

(millions) Rating Outlook SGL score Rating Outlook SGL score

Arch Resources, Inc. $153 Ba3 Stable SGL-1 Ba3 Stable SGL-2

Alliance Resource Partners, L.P. $36 Ba3 Stable SGL-2 Ba3 Negative SGL-3

Peabody Energy Corporation $732 Ba3 Stable SGL-2 B1 Negative SGL-2

CONSOL Energy Inc. $80 B1 Stable SGL-2 B2 Negative SGL-3

Warrior Met Coal $193 B2 Positive SGL-1 B2 Positive SGL-1

Natural Resource Partners L.P. $98 B2 Stable SGL-2 B2 Negative SGL-2

Contura Energy, Inc. $213 B2 Stable SGL-2 Caa1 Stable SGL-3

December 2019 July 2020

Note: Bold indicates a negative rating action. Companies have not reported second quarter earnings.
Source: Moody's Investors Service

Railroad and utility data helps illustrate the pressure on coal companies in 2020. US railroads have also been heavily impacted by the
sharp drop in demand for coal. In 2020, Norfolk Southern's (Baa1 stable) year-on-year coal volumes were down 56% in Q2 and 44%
in H1, and Union Pacific's (Baa1 stable) were down 26% in Q2 and 24% in H1. The steep decline in coal-related rail traffic is another
indicator of the ongoing contraction in coal demand expected over the next few quarters, especially in the Powder River Basin region,
which will take the biggest volume hit of all coal-producing regions, and export markets, which are much less economical for all but the
lowest-cost and highest-quality coal producers. Additionally, low natural gas prices exacerbated by economic shutdowns in response
to the coronavirus will accelerate the displacement of coal by natural gas and therefore continue to narrow coal's share in the fuel
mix for electric power generation, intensifying the uncertainties around demand recovery once the crisis subsides (see Exhibit 4). For
example, the spring fuel mix in the PJM has moved away from coal again in 2020 with gas being the main beneficiary. While we expect
some bounce-back for coal in 2021, the long-term trajectory remainds downward and our view is that the coronavirus pandemic will
accelerate energy transition around the world – a credit negative scenario for the US coal industry.

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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Exhibit 4

Natural gas has been displacing coal for electric power generation during April, May, and June
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Each column shows fuel mix in the PJM for April, May, and June of each year listed.
Source: SPGMI

However, considering the reduced earnings and diminished liquidity today, an extended downturn clearly would inflict more lasting
damage on the credit quality of the coal industry. Most US coal producers were already under strain before the pandemic and were
weakly positioned since late 2019. Our current forecast assumes that aggregate EBITDA for rated producers will fall more than 50%
in 2020 with modest recovery in 2021. However, sustained macroeconomic disruption caused by the coronavirus would drive down
earnings in the coming quarters and add to the mounting liquidity problem in the industry, since the downward trend in demand will
persist as long as industrial activity remains curtailed. We would expect more significant downgrades in this scenario because there
is a less robust liquidity buffer, hence more companies would need to fund negative free cash flow. All of the producers' SGL scores
would be vulnerable in this scenario. Lower thermal coal prices or a lack of improvement in 2021 could quickly threaten long-term
ratings for Alliance, Peabody, CONSOL, and NRP. Lower met coal pricing could put Arch in a position where it needs to borrow more
heavily, which would pressure its rating during a period of diminished earnings or force it to delay the Leer South project. Generally
speaking, funding additional cash burn in a downside scenario would be a more significant challenge for the coal industry compared to
the broader corporate universe.

Acess to capital issues are becoming increasingly significant for the coal industry as ESG-related concerns intensify. We believe that
the coronavirus pandemic will sharpen the focus on ESG risks. ESG issues with respect to the US coal industry have tightened access
to capital for companies in the sector, as a number of investors have signaled their aversion from coal-related holdings or signaled a
willingness to punish coal companies. While many Ba- and B-rated industrial companies have accessed the bond and syndicated bank
loan markets since the start of the pandemic, coal producers have not. As of early July 2020, most unsecured debt was trading below
par, with yields that would not be economical for new issuances. This intensifies our concerns over the near-to-medium term and
would be an impediment to stabilizing some producers' negative rating outlooks even if market conditions improved. Peabody – a large
and diverse producer that faces cash consumption in the near term and has more than $450 million of unsecured debt maturing in
early 2022 – is the most clear example that fits into this category.

Coal companies deployed cash aggressively during stronger industry conditions and, despite generating substantial discretionary
cash flow over this horizon, most were not able to improve credit quality in advance of the current downturn and evidenced clear
governance-related risks when viewed in the broader context of a cyclical commodity industry. Coal and coal-related companies
generated about $10 billion of cash flow from operations from 2017-2019. More than half of the operating cash flow generated by the
rated industry over this horizon went to shareholder returns, including about $3 billion to regular and special dividends and more than
$2 billion to share repurchases. Debt levels across the industry remained roughly flat with increased borrowing by Alliance and Contura
offset by debt reduction at CONSOL, Peabody, and NRP. In fact, shareholder returns – which we identified in 2018 as a growing risk
that limited producers' improvement in credit quality despite stronger market conditions at the time – over this three year period
modestly exceeded the rated debt for the entire rated universe at the end of 2019.

We expect that coal producers will attempt to move toward more conservative balance sheets over the medium term. We expect that
lower-rated companies, which tend to generate less free cash flow, and companies with higher ESG risk will face the most hurdles. Coal
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producers will face greater investor scrutiny and, therefore, will need to place greater emphasis on clearly articulating their own ESG-
related strategies. Generally speaking, we believe that thermal coal producers such as Alliance and CONSOL will face greater longer-
term financing-related difficulties than more met-focused producers such as Arch and Warrior. Arch is one of the few coal companies
that has obtained new financing in 2020, including equipment financing in March and secured tax-exempt bonds in July. Warrior is
well-positioned compared to the rest of the industry.

The coronavirus outbreak

The rapid spread of the coronavirus outbreak, deteriorating global economic outlook, low oil prices, and high asset price volatility have created
an unprecedented credit shock across a range of sectors and regions. We regard the coronavirus outbreak as a social risk under our ESG
framework, given the substantial implications for public health and safety. For more information on research and ratings affected by the
coronavirus outbreak, please see moodys.com/coronavirus.
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Moody’s related publications
Outlooks:

» Coal – North America: Coronavirus-driven economic weakness crushes demand outlook for 2020, 31 May 2020

» Global Macro Outlook 2020-21 (April 2020 Update): Global recession is deepening rapidly as restrictions exact high economic cost,
28 April 2020

» Coal – North America: Earnings will decline sharply in 2020 and access to capital becomes increasing risk, 22 January 2020

Sector comments:

» Coal – Cross Region: Lowering Newcastle thermal price sensitivity range due to weak macro outlook, 27 May 2020

» Oil & Gas - Global: Recession and uncertain demand recovery weigh on oil prices in 2020-21, 28 April 2020

» Coal – North America: Environmental, social, governance issues limit industry’s resistance to pandemic, 26 March 2020

» Coal – North America: US trade ruling worsens challenges for coal producers in the Powder River Basin, 28 February 2020

» Coal - Global: Increasing price sensitivity ranges for seaborne metallurgical, thermal coal, 8 October 2018

Sector in-depth reports:

» Power Generation and Environmental Risks - US: Coronavirus-related power demand reductions drive lower carbon emissions, 30
June 2020

» Coronavirus – China: Policy response aims to support short-term growth and employment; credit effects vary, 28 April 2020

» Coal mining – Indonesia: Refinancing risk will rise closer to 2022 because of large debt maturity wall, 11 November 2019

» Rated coal miners - China: Weakening coal demand to have limited short-term impact, but is a long-term risk, 8 May 2019

Rating actions:

» Moody's revises Alliance's outlook to negative; downgrades SGL to SGL-3, 25 June 2020

» Moody's assigns Ba3 rating to Arch Resources' proposed tax exempt bonds, 22 May 2010

» Moody's downgrades Peabody Energy's CFR to B1; outlook negative, 17 April 2020

» Moody's downgrades CONSOL Energy's CFR to B2; outlook negative, 15 April 2020

» Moody's downgrades Contura Energy's CFR to Caa1; outlook stable, 13 April 2020

» Moody's affirms NRP's B2 CFR; revises outlook to negative, 16 March 2020

» Moody's affirms CONSOL's B1 CFR; lowers SGL to SGL-3; outlook negative, 6 March 2020

» Moody's downgrades Contura Energy's CFR to B3; outlook negative, 27 February 2020

» Moody's revises Peabody Energy's rating outlook to negative; affirms Ba3 CFR, 24 February 2020

» Moody's affirms Arch Coal's Ba3 CFR; downgrades SGL to SGL-2 on expansionary capital spending, 19 February 2020

Rating methodology:

» Mining, September 2018

5          15 July 2020 Coal – United States: Industry highly vulnerable to resurgent coronavirus infections; ESG risks mounting

https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1230273
https://www.moodys.com/research/Global-Macro-Outlook-2020-21-April-2020-Update-Global-recession--PBC_1212762
https://www.moodys.com/research/Global-Macro-Outlook-2020-21-April-2020-Update-Global-recession--PBC_1212762
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1210706
https://www.moodys.com/research/Coal-Cross-Region-Lowering-Newcastle-thermal-price-sensitivity-range-due--PBC_1229591
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1225991
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1220530
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1216403
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1131678
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1228704
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1228704
https://www.moodys.com/research/Coronavirus-China-Policy-response-aims-to-support-short-term-growth--PBC_1223336
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1146747
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1162496
https://www.moodys.com/research/Moodys-revises-Alliances-outlook-to-negative-downgrades-SGL-to-SGL--PR_427034
https://www.moodys.com/research/Moodys-assigns-Ba3-rating-to-Arch-Resources-proposed-secured-tax--PR_425013
https://www.moodys.com/research/Moodys-downgrades-Peabody-Energys-CFR-to-B1-outlook-negative--PR_422765
https://www.moodys.com/research/Moodys-downgrades-CONSOL-Energys-CFR-to-B2-outlook-negative--PR_422621
https://www.moodys.com/research/Moodys-downgrades-Contura-Energys-CFR-to-Caa1-outlook-stable--PR_422353
https://www.moodys.com/research/Moodys-affirms-NRPs-B2-CFR-revises-outlook-to-negative--PR_419069
https://www.moodys.com/research/Moodys-affirms-CONSOLs-B1-CFR-lowers-SGL-to-SGL-3--PR_419163
https://www.moodys.com/research/Moodys-downgrades-Contura-Energys-CFR-to-B3-outlook-negative--PR_418885
https://www.moodys.com/research/Moodys-revises-Peabody-Energys-rating-outlook-to-negative-affirms-Ba3--PR_418175
https://www.moodys.com/research/Moodys-affirms-Arch-Coals-Ba3-CFR-downgrades-SGL-to-SGL--PR_418469
https://www.moodys.com/research/Mining--PBC_1089739


MOODY'S INVESTORS SERVICE CORPORATES

Moodys.com topic page:

» Coronavirus Effects: Monitoring the effects of the outbreak on credit markets & the economy,

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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