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Confidential

What is the evaluated or busbar cost analysis?

The evaluated or busbar cost analysis is based on an Electric Power Research Institute
(“EPRI”) Coal Quality Impact computer Model (“CQIM”) that assesses the
performance of the coal in the boilers of CR1, CR2, CR4, and CRS5. The EPRI CQIM
model was developed by Black & Veatch and is recognized as an industry standard for
coal procurement evaluations. The characteristics of the coal offered in the bid are
inputs into the model and the outputs are the model’s assessment of the cost impacts to
the Company if coal with the quality characteristics of that coal is burned in the
respective units’ boilers.

The model assessment of the cost impacts of variations in the quality of the
coal in the bid from the standard specification is a “black box™ to PFC. The cost
impacts were developed by Black & Veatch based on industry standard cost impacts.
The coal quality characteristics considered in the model for bid evaluation purposes
are the ash, BTU, sulfur, moisture, and volatile content characteristics of the coal. The

evaluated cost output includes the delivered cost plus an assessment for variations

from the standard specification for ash ||| GG 270 I
B s ifu (based upon current SO2 allowance prices) below the

1.2lbs. SO2 maximum allowed for CR4 and CR5 and lower SO2 than the allowed

1.5bs. SO2 to 2.11bs. SO2 for CR1 and CR2, moisture ||| GGG—GGG—_. o
volatile content ||| | | | . Another way to look at the evaluated or busbar

cost analysis is that it is a “paper” test burn of the coal in the units’ boilers.
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Because of the strength of the current market, we only purchased for 2005 and 2006. Our
plan 1s to watch the market, and re-enter for both spot and contract coal during late 2004 and
early 2005. T have enclosed with this memo the purchases and the economic evaluation from
the RFP (See Attachment “A”), a Supply Assessment for 2005 and 2006 (See Attachment “B”),

and the 2005 and 2006 scheduled purchases including their economic evaluations (See
Attachment “C7).

As always, we attempted to improve the econorics, as compared to the prices offered,; while
mereasing the tonnage purchased and the term offered.

2005-2006 PURCEIASES

FOREIGN WATER

Choice:

e During the latter part of March and early April, we began negotiations with
Drurnmond for an extension of our 2004 agreement. This decision was made because
all indicators pointed to the beginning of another round of price increases and supply
shortages for both domestic and foreign coals. We purchased 800,000 tons for 2005
and 1 million tons for 2006 from Drummond’s Mina Pribbenow mines; this is “Delta”

coal. The delivered cost to Crystal River (CR) is -$/MMBTU end- $/MMBTU,
respectively.

No additional purchases were made for foreign coal from the RFP because the prices
subritted from other foreign suppliers were not competitive. Their prices ranged from

2.828 to 2.948 $/MMBTU. These prices compared to 2.672 to 3.082 $/MMBTU, for
offers from the domestic suppliers.

Explanation:

During 2004, we began shipments of Drummond’s Colombian coal. The results
economically, environmentally, and operationally have been excellent. This coal,
besides being very low in ash and sulfur, reduces NOx emissions by almost 25%. This
purchase will assist CR in achieving their NOy goals, while providing them with a
competitively priced product.

DOMESTIC WATER

Choices:

e We purchased “Delta” coal from two suppliers for delivery on the river system. We
were offered and purchased 300,000 tons per year for 2005 and 2006 from Central
Coal Company. This “Delta” coal will ship via truck to the Kanawha River and will
deliver into CR at-$/MMBTU. We also purchased 360,000 and 180,000 tons of
“Delta” coal for 2005 and 2006 from Massey Energy. This coal will be rail-delivered to
the Ohuo Raver, and it will deliver into CR at S/ MMBTU.

PEF-FUEL-000125
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Explanation:

e We have had previous experience with both of these suppliers end are very satisfied
they will meet or exceed the specifications bid.

DOMESTIC RAIL

Choices:

e We purchased “Delta” coal from two companies and “Alpha” ccal from three others.

We have previous experience with three of the suppliers and have added two new
companles.

“DELTA COAL”

We purchased 360,000 for 2005 and 180,000 tons for 2006 front Massey Energy. This
coal will deliver into CR at SIS/ MMBTU. We also purchased 360,000 each year

from Progress Fuels-Marketing and Trading. This product will deliver into CR at (SIP
$/MMBTU.

“ALPHA COAL”

We purchased 720,000 tons for 2005 and 360,000 for 2006 from Massey Energy. This
coal will deliver into CR at (il $/MMBTU. We purchased 120,000 tons for 2003
and 240,000 tons for 2006 from Sequoia Energy LLC. This coal will deliver into CR at
W $/VVBTU. Also, we purchased 240,000 tons for each year (2005 and 2006)
from B&W Resources. This coal will deliver into CR at (il $/ MMBTU.

Explanation:

e Massey Energy has been a consistently reliable supplier over the past 20 years. Progress
Fuels-Marketing & Trading has very good quality coal and a reliable track record.
Because of the shortage of coals in the Central Appalachian regior., we felt it imperative
to add to our base of suppliers. Both Sequoia Energy and B&W Resources will fulfill this
need. Prior to contracting with them we had our field representative visit their mining

operations, and we called other utility buyers to verify their perfcrmance. No problems
were noted in either case.

Z004 RE-OPENERS

We have only one contract with a re-opener during 2004. Consol linergy (Consol) has a
price, quantity, and terms re-opener, which needs to be completed by November 1, 2004.
We have already had several discussions with Consol regarding tonnage for next year.

Current estimates are that they will have 750,000 to 1 million tons to offer. The current
contract 1s for 1 million tons.

PEF-FUEL-000126



PROGRESS FUELS CORPORATION

CR Units 1,2, 4 and 5
PURCHASES from
2005-2006

RFP
CORRECTED COPY

R s

Aftachment A

Water ] -
|_Drummond/ Interocean | D (CR4&S5) | 1/05-12106 FOB Mobile 800 1000 | 5.50% | 0.70% | 11,700 | 14.00% | 32.00% | 43 1.20 _
| Central Goal Co. D (CR485) | 1/05-12/06 |  Winifred Dock 300 | 300 |1200%) 0.74% | 12,300 ) 8.00% | 31.00% 42 1.20
| Massey | D(CR4&5) 1/05-6/06j FOB Cer)e“doivj 360 180 | 13.00%| 0.73% | 12,100 | 8.00% | 31.00% | 42 1.20 |
Rail
A ] IS R B I
__ Massey D (CRA&S5) | 1/05-6/06 |  Bandmill | | 180 112.00%] 0.73% | 12,100 | 8.00% |31.00%| 42| | 120 | @
Progress Fuels D (CR4&S5) | 4/05-12/06 | Diamond May _ | 360 | 12.00%| 0.75% | 12,500 | 8.00% |32.00% | 43| | 1.20 | ___ i

10ia Energy LLC | A (CR1&2) | 1/05-12/06 CSX Harfan 0 [10.00%| 1.34% | 12,700 | 8.00% | 31.00% | 42
oo Massey | A(CR182) | 1/05-6/06 |  CSXBS | _[12.00%[ 1.27% | 12,700 8.00% | 31.00% | 42
_Mﬂﬁ%ﬁAQW@L /05-12/06 | CSX Jellica [”-50% 1.25% | 12,500 | 7.00% |32.00%| 42

_ i P I ! o
Total-Fons 201 "2«’4601 1860 $02 j
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PROGRESS FUELS CORPORATION
CR Units 1,2, 4 and 5

PURCHASES from

2005-2006

RFP

Attachment A

Wafter
| Drummond/ Interocean | D (CR4&5) | 1/05-12/06 FOB Mobile 11,700 | 14.00% | 32.00%
i Central Coal Co. D (CR4&5) | 1/05-12/06 Winifred Dock 300 300 12.00% | 0.74% 12,300 | 8.00% | 31.00% 42 1.20
Massey D (CR4&5) 1/05-6/06 FOB Ceredo 360 180 13.00% | 0.73% 12,100 | 8.00% | 31.00% 42 1.20
Ret
__ Massey D (CR4&5) | 1/05-6/06 Bandmill 360 180 12.00% 0.73% 12,100 | 8.00% | 31.00% 42 1.20
Progress Fuels D (CR4&5) | 1/05-12/06 Diamond May ok 360 360 12.00% | 0.75% 12,500 | 8.00% | 32.00% 43 1.20
CAM-KY | D(CR4&5) | 1/05-12/06 | Diamond May 360 360 | 12.00%] 0.75% | 12,500 | 8.00% | 32.00%| 43 1.20
__SequoiaEnergy LLC | A(CR182) | 1/05-12/06 |  CSX Harlan 120 | 240 |10.00%| 1.34% | 12,700 | 8.00% | 31.00% | 42| 1.50 | 210
 Massey A(CR182) | 1/05-6/06 |  CSXBS 720 360 [12.00%| 1.27% | 12,100 | 8.00% | 31.00% | 42| 1.50 | 2.10
D&V Ressurces | ARG | 105-12/00 USA veitico 240 240 10U | 1.459% | iZ,566 | 700 | 54007 47 | 150 | 200
Total Tons 5040 2820) 2220 s02 -
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