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     Vision guided by wisdom 

 

February 26, 2013 
 
Michael R. Carney, Esq. 
McKool Smith, P.C. 
One Bryant Park, 47th Floor 
New York, New York  10036 
 
Dear Mike: 
 
The liability actually booked for the Company’s post-retirement pension plans comes to 
$1.076 billion as of January 1, 2012.1  GAAP estimates of benefit-related liabilities, 
however, may not accurately reflect actual claims for post-retirement benefits.  Post-
retirement liability, for GAAP purposes, is the currently estimated stream of all 
expected future benefit payments discounted to present value using conservative 
actuarial assumptions.  Such discounting is used because the obligations will be 
settled many years in the future after the employee providing the service has retired. 

We believe that the discount rates used to calculate post-retirement benefit claims 
over the next decade are too low.2  The discount rate will likely rise in the future as 
interest rates rise, which is to be expected once the country is out of the current 
economic downturn.  When discount rates do rise, the present value of future post-
retirement benefit obligations will decrease by definition.  While a full projection of 
future post-retirement benefit obligations would require a complex actuarial analysis 
(which is not possible given the data we have received from the Debtors to date), it is 
far from certain that the magnitude of post-retirement benefit obligations (only $87.1 
million of which are—from the Debtors’ own documents—expected to come due in 
2013) will ultimately have the future effect on actual claims against the Debtors’ 
estates that the $1.076 billion number suggests. 

Indeed, it is apparent to us that the vast majority of post-retirement benefit obligations 
will occur from 2014 outwards, likely becoming due many years after the Debtors have 
restructured and have exited chapter 11.  Furthermore, it goes without saying that 
typically in bankruptcy cases legacy costs will likely be restructured.  In fact, the 
mineworkers union has indirectly acknowledged this in a “Question and Answer” 
memorandum to its constituents, noting that “Patriot could ask the court for 
modifications to those health benefits.”3 That same communication also indicates that 

                                                        
1 As background for this analysis, we considered, among other things, certain health-care 
related valuation actuarial reports provided by Patriot Coal.  (Bates Nos. PCX-EC-68-304.) 

2 Low discount rates imply a higher present value (and therefore book value), and higher 
discount rates imply a lower present (book) value of post-retirement benefit obligations. 

3 United Mine Workers of America, Most Asked Questions for Patriot UMWA Active and Retired 
Members  p. 2, attached as Exhibit 1. 
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Arch and Peabody are ultimately responsible for the lion’s share of post-retiree health 
benefits and that the mineworkers union would “use every legal avenue possible to 
make Peabody Energy and Arch Coal fulfill their lifetime obligation to retirees.”4    

The Debtors have also stressed the need to restructure their legacy liabilities 
(including post-retirement benefit obligations).  The Debtors are currently in the 
process of negotiating how to restructure their labor-related legacy costs, certain 
options have historically included (in similar chapter 11 cases, including Chemtura 
Corporation and Westmoreland Coal Company): 

 Requiring Peabody and Arch, which are jointly and severally liable for the benefits 
Patriot Coal is paying to Arch and Peabody retirees under the Coal Act, to pay their fair 
share of post-retirement benefit obligations.5  Indeed, it appears that over 90% of 
retirees whose healthcare is currently being administered by Patriot Coal never worked 
a day for Patriot Coal:  they retired while employed by subsidiaries of Peabody and 
Arch, but Patriot Coal assumed their obligations to retirees in the 2007 spinoff. 

 Reducing the Debtors’ estimated $2 billion (discounted to present value) of going-
forward costs of retirement benefits by considering the impact the Patient Protection 
and Affordable Care Act will have on reducing healthcare costs generally and resulting 
in a lower expected healthcare inflation rate than the present value calculation 
anticipates to account for reduced inflation of healthcare costs. 

 Reduction in the accrual and payment of post-retirement medical and death benefits 
for certain classes of salaried and non-union hourly employees under age 55 and 
supplemental insurance to retirees in place of current plan with the same or similar 
benefits. 

Further, the Debtors may have other post-employment benefits that have not vested, 
which are retiree commitments that I understand may not be legally enforced.  It is far 
from clear that any of the aforementioned cost restructuring will result in a claim 
against Patriot Coal. 

In sum, it is our opinion the Debtors’ actual exposure to legacy-cost liabilities are 
overstated and are likely substantially lower than the value at which they are currently 
booked. 

Very truly yours, 

 
Lloyd S. Foight 

cc:  Peter Goodman, Esq. 
Enclosures 

                                                        
4 United Mine Workers of America, Most Asked Questions for Patriot UMWA Active and Retired 
Members  p. 2, attached as Exhibit 1. 

5 See United Mine Workers of America, Patriot Coal Fact Sheet p. 5, attached as Exhibit 2. 
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