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Bankrupt Coal Company May Reject CBAs  
and Eliminate Retiree Benefits

T he U.S. Bankruptcy Court for the Northern 
District of Alabama holds the debtors’ dire 
financial circumstances allow them to reject 

their collective bargaining agreements (CBAs) with 
unions and terminate retiree benefit obligations.

The debtors included a coal mining company 
and its subsidiary companies that produced and 
exported metallurgical coal for the steel industry. 
The debtors filed for relief under Chapter 11 of the 
Bankruptcy Code on July 15, 2015 following the 
sharp decline in the coal industry.

The debtors owed retiree benefits to approxi-
mately 3,100 union-represented retirees and 100 
nonunion retirees totaling about $600 million in 
unfunded liabilities.

After a failed attempt to restructure under 
Chapter 11, the debtors were forced to liquidate 
their assets or search for a buyer. On November 
5, 2015, the debtors executed an asset purchase 
agreement with an acquisition company under 
which the debtors would sell their core mining 
operations, related methane gas operations and 
certain additional assets for $1.15 billion. How-
ever, the proposed buyer was unwilling to take 
on the debtors’ pension liabilities or agree to the 
successor provisions under the CBAs. Therefore, 
the debtors filed a motion with the court pursu-
ant to Bankruptcy Code Sections 1113 and 1114, 
seeking to eliminate the CBAs’ successorship pro-
visions or to eliminate their retiree benefit obliga-
tions so the assets could be sold free and clear of 
any obligations pursuant to the CBAs.

The affected unions and multiemployer plans 
objected to the proposal to terminate the debt-
ors’ obligations to the debtors’ employees and 
retirees, claiming the requested relief was not fair 
and equitable. They also argued that the proposed 
agreement was inconsistent with federal law to the 
extent they sought to terminate health care cover-
age for eligible retirees and dependents under the 
Coal Industry Retiree Health Benefit Act of 1992. 
The law prohibits the modification of retiree ben-

efits for so long as the employer or its successor 
remains in business.

The court explains that Congress enacted Bank-
ruptcy Code Section 1113 in response to NLRB 
v. Bildisco & Bildisco, in which the U.S. Supreme 
Court held that a debtor may unilaterally reject a 
CBA if it demonstrates that the CBA burdens the 
estate and the equities balance in favor of reject-
ing the labor contract. Section 1113 imposes more 
stringent standards and rigorous procedures for 
rejecting a CBA than apply in an ordinary execu-
tory contract and encourages the debtor-employer 
and the union to reach a negotiated settlement.

The court opines that the unions lacked good 
cause for rejecting the debtors’ proposal. The debt-
ors’ dire financial circumstances required them 
to undertake the sale or cease operations, which 
would cause all employees to lose their jobs. The 
debtors’ lack of cash meant there was no more time 
to allow negotiations to proceed in the hopes that 
the unions’ demands would be met. The court de-
termines that if the successorship provisions were 
not eliminated, there would be no proposed buyer 
with whom the unions could then negotiate. The 
unions’ counterproposal would have forced the 
debtors to shut down and liquidate the mines.

The court finds that the balance of equities 
overwhelmingly favors rejection of the CBA and 
termination of the retiree benefits. Not only the 
unions, but all unsecured creditors and secured 
creditors were at significant risk if the mine sale 
did not succeed.

The court states it must follow the law and decide 
what is best for all creditors and other parties, in-
cluding union and nonunion employees. Therefore, 
the court grants the relief sought in the debtors’ mo-
tion and states that any sale of assets will be free and 
clear of any encumbrances and liabilities under the 
CBA or with respect to any union funds.  

In re: Walter Energy, Inc., et al., No. 15-02741-TOM11 
(Bankr.N.D.Ala. December 28, 2015). 
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