
 

 

Digging Deeper Pockets 
After falling 10% in the last month, $BTU remains up over 37% YTD after 

rebounding from market uncertainty earlier this year. With the cancellation of 

the Anglo-American acquisition, the upcoming longwall operations of the 

Centurion mine, and persistent demand for coal in East Asia this upward 

trend is expected to continue. We initiate with a BUY rating and a one-year 

PT of $33. 

Thesis Point 1 Peabody’s Centurion mine, formerly known as North 

Goonyella, has been undergoing intensive redevelopment over recent years 

and is on schedule to begin full production via longwall mining in Q1 of 2026. 

Historically, this site was already among Peabody’s most profitable assets 

and after acquiring an adjacent coal deposit is expected to produce up to 5 

million tons of premium metallurgical coal annually with an expected life of 

25+ years. While the redevelopment has weighed on near-term results due to 

capital investment, the mine’s activation will serve as a major growth catalyst 

and reweigh Peabody towards higher-value metallurgical coal (a vital input in 

global steel making) 

Thesis Point 2 Asia remains the dominant growth zone for both thermal and 

metallurgical coal demand, and Peabody Energy’s export-centric footprint 

gives it strong positioning to benefit. For example, the Asia-Pacific region 

accounted for 84% of global coal imports in 2023, with the region receiving 

~481 Mt in China alone. With China accounting for 60% of global steel 

production, its demand for metallurgical coal is expected to continue while 

the recent AI boom and construction of datacenters will increase demand for 

thermal coal to meet energy demands. Peabody has a competitive advantage 

to meet these demands given its existing infrastructure and operations in 

Australia and the U.S. 

Company Overview  Founded in 1883, Peabody Energy is one of the world’s 

largest private-sector producers of thermal and metallurgical coal. The 

company supplies coal primarily to electricity generators and steel 

manufacturers, making it a critical link in global energy and industrial supply 

chains. Peabody operates 17 active mine sites, with 10 located in the United 

States and 7 in Australia, giving it a balanced geographic footprint across two 

of the world’s most significant coal-producing regions. In 2024, 

approximately 90% of sales were generated from long-term coal supply 

agreements. These contracts help stabilize cash flow and reduce exposure to 

short-term commodity price volatility. The company benefits from its 

diversification across thermal coal (essential for power generation) and 

metallurgical coal. This dual-market exposure differentiates Peabody from 

smaller, more specialized peers and positions it to capture value in multiple 

demand cycles.  
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TICKER:                         $BTU   

RATING:                                                               BUY 

PRICE:      $29.43    

PRICE TARGET:     $33.00 

MARKET CAP:            $3.585bn/m 

52-W RANGE:        $9.61 - $35.99 

P/E:                       26.65x  

IMPLIED UPSIDE:          12% 



 

Risk 1 As reported by the IEA, thermal coal prices fell earlier this year to levels last 

seen in 2019 while metallurgical coal prices fell below $200 per ton. These slipping 

prices coinciding with a slight dip in demand from China and Europe as well as other 

macro conditions. While such conditions may inhibit the ability to generate returns 

given recent capital expenditures, this may just be a temporary stage of the cyclical 

coal market. 

 Risk 2 While metallurgical coal lacks viable substitutes, thermal coal continues to 

face competition from cleaner energy sources. In particular, global momentum for 

nuclear energy is accelerating, with over 60 new reactors under construction 

worldwide, and nuclear generation rising to nearly 10% of global electricity output in 

2024. As thermal coal still represents roughly half of Peabody’s total revenue, any 

sustained shift toward low-carbon or nuclear power generation could offset gains 

made from its metallurgical segment and pressure long-term growth. 

Catalysts Catalysts for the stock to move towards our price target include new U.S. 

legislation that favors coal over other energy sources which may increase the 

domestic thermal coal segment’s profitability and margins. Additionally, if 2025 Q4 

guidance remains positive with lower-than-expected CapEx combined with an 

optimistic outlook on the profitability of Centurion may cause the stock to jump. The 

other primary catalyst is a sooner reversal in the coal market cycle. If the price of 

thermal and metallurgical coal rise to previous levels, Peabody is positioned to 

generate significant returns. 

Valuation  

 

 While our base case 5yr DCF model anticipates a slight dip in revenue for 2025, we 

expect to see major growth under the Seaborne Metallurgical segment driven by the 

longwall mining at Centurion. Following the completion of the project, we expect an 

increase in D&A with a taper off CapEx thus adding to free cash flow. Coinciding with 

that, EBIT margins will gradually expand as these operations meet the persisting 

demand in East Asia. Furthermore, we assume an EV/EBITDA exit multiple of 4.7x 

which remains conservative relative to peers yet retains an optimistic valuation. 

Conclusion 

We believe Peabody has positioned itself strategically to tolerate current market 

conditions and optimize growth going forward. Given the recent pullback in price, but 

remaining positive outlook, we cautiously advise that Peabody is undervalued.         

We initiate Peabody as a BUY rating with a PT of $33, representing 12% upside 

in the next year.  
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Weighted Average Cost of Capital ($mm) 

Market Risk Premium  4.33% 

Beta  0.66  

Risk Free Rate  4.39% 

Cost of Equity   6.53% 

Weighted Average Cost of Debt 6.00% 

Tax Rate  25.00% 

Cost of Debt   0.45% 

Total Equity  $3,562  

Total Debt  ($192)  

Equity/Total Capitalization 90.04% 

Debt/Total Capitalization 9.96% 

WACC   6.98% 
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Disclosures and Ratings: Bluegrass Capital Research does not hold any professional relationships with the securities mentioned in this 

report. Our ratings are defined as follows: Buy (expected to outperform the market), Hold (expected to perform in line with the market), and 

Sell (expected to underperform the market), typically over a 12-month horizon. This report is for educational and informational purposes only 

and should not be considered as financial advice. 

Downside Case: Our downside case assumes much 

slower growth in all sectors and the event the Centurion 

project incurs unforeseen complications. At a multiple of 

3.7x, our downside case presents 18% downside with a 

PT of $24. 

Upside Case: Our upside case assumes continued 

growth in all sectors with very aggressive growth in the 

Seaborne Met sector driven by the success of the 

Centurion mine. Assuming this coincides with an 

upswing in the coal market and thus new highs in 

margins justifies an EV/EBITDA multiple of 5.7x, 

presenting a 38% upside and PT of $41. 


