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IN RE: REVIEW OF COAL COSTS FOR PROGRESS ENERGY FLORIDA’S

CRYSTAL RIVER UNITS 4 AND 5 FOR 2006 AND 2007

FPSC DOCKET NO. 070703-EI

DIRECT TESTIMONY OF

SASHA WEINTRAUB

I INTRODUCTION AND QUALIFICATIONS

Please state your name and business address.
My name is Sasha A. J. Weintraub. My business address is 410 South Wilmington

Street, Raleigh, North Carolina, 27601.

By whom are you employed and in what capacity?
I am employed by Progress Energy Carolinas, Inc. (“PEC”) as the Vice President of

Fuels and Power Optimization in the Fuels and Power Optimization Department.

What are your responsibilities in that position?

I am responsible for the procurement of coal for both PEC and Progress Energy
Flonda, Inc. (“PEF” or the “Company™). With respect to PEF, this means the four
coal units located at the Crystal River Energy Complex commonly called Crystal
River 1 (“CR1”), Crystal River 2 (“CR2"), Crystal River 4 (“CR4"}, and Crystal
River 5 (“CR5”). Tam also responsible for the procurement and transportation of
reagents (limestone, ammonia, and urea) for both PEC and PEF as well as

commercial responsibility for the resulting coal combustion by-products. In addition
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to this, I have responsibility for gas and oil procurement, power trading, and portfolio

management.

When did you assume the role of making coal procurement decisions for CR4
and CRS?
I assumed responsibilities for coal procurement for the Crystal River coal plants in

mid-to-late 2005.

II. PURPOSE AND SUMMARY OF DIRECT TESTIMONY

What is the purpose of your testimony?

The purpose of my testimony is to provide an overview of the coal procurement
decisions for Crystal River Umts 4&35, in 2006 and 2007. 1 will explain the coal
procurement solicitations and spot markets purchases during this time period and
demonstrate that the Company’s decisions with respect to the coal purchased for CR4
and CR5 were reasonable and prudent under the circumstances and existing market
conditions.

I'will also explain the deliberate and detailed review undertaken by the
Company throughout 2006 and into 2007 to determine if switching the type of coal
burned at CR4 and CR5 from bituminous coals entirely to a blend of bituminous coals
and Powder River Basin (“PRB”) coals was in the best economic interests of the

Company’s ratepayers in the short and long term.

Are you sponsoring any exhibits with your testimony?

2
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Yes. I am sponsoring the following exhibits that | have prepared or that were
prepared under y supervision and control:

Exhibit No.  (SAW-1), Coal Procurement Procedures;

Exhibit No.  (SAW-2), the February 3, 2006 RFP for coals for Crystal River Units
4 and 5;

Exhibit No.  (SAW-3), the bidder list of suppliers who responded to the February
3, 2006 RFP,

Exhibit No.  (SAW-4), PEF’s coal procurement plan for the February 3, 2006

RFP.

All of these exhibits are true and correct to the best of my knowledge.

Please summarize your testimony.

From 2006 to 2007 (and thereafter), the Company has purchased and continues to
purchase the most economical coal available under market conditions for CR4 and
CR5. That is what we have done in 2006 and 2007 and that is what we continue to do
for CR4 and CRS.

For coal to be burned in 2006 and 2007, only one PRB supplier responded to
the coal RFP for CR4 and CRS5, and that bid was not the most economical choice for
CR4 and CR5. Additionally, PEF’s analysis shows that PRB coal blends would not
have been a cost-effective choice for PEF’s customers dun’ng\g this time period.

During the 2006-07 time period, PEF did, however, purchase bituminous coal

with less than 10,000 BTU/Ib heat content that was blended with higher quality coal

and delivered to CR4 and CRS at pricing that was more favorable than blends using

3
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biturminous and PRB coals. Stated simply, rather than blending CAPP coal with 20%
PRB coal as was suggested in Docket 060658, PEF was able to blend high quality
bituminous coal with lower quality bituminous coal and achieve total prices that were
more favorable than CAPP/PRB blends. This demonstrates PEF’s commitment to act
with reasonable and prudent deliberation to come to the best and most cost-effective

decision for the Company’s customers.

III. COAL PROCUREMENT FOR CR4 AND CR5: 2006-2007

What evaluation process did you employ in your coal procurement decisions?
We generally followed the same coal procurement policies and practices for the
Crystal River coal plants as was described in Docket 060658. We first determined
what coal requirements existed for the next year buins and inventory levels for the
Crystal River coal plants and then we subtracted from those requirements the tons
currently under contract. That provided us with the tons needed at each set of coal
units for the next year..

After we had determined the open posttions for purchase, we determined,
based on the tons required and market conditions at the time, whether to issue a
formal, competitive solicitation or pursue opportunities in the spot coal markets. We
elected to prepare a formal, competitive solicitation and sent out an RFP for coal
conforming in quality to the required coal specifications attached to the RFP for
various terms. The RFP was sent to all prospective bidders on our supplier bidders’
list. This list was comprised of suppliers that possessed the necessary financial,

technical, and business resources to supply coal consistent with the Company’s

4
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quality and quantity requirements. The response deadline was generally three to four
weeks. At that time, the bid proposals were reviewed for completeness, accuracy of
the data supplied, and conformity to the RFP requirements.

A similar but abbreviated process was used for spot coal purchases. On a
monthly basis, the Company would make known its interest in spot bid proposals
meeting the same required coal specifications used in the formal solicitations by, for
example, calling coal producers on its bidder list and coal brokers. The Company
also received unsolicited offers from coal producers and brokers. Such proposals
were also first reviewed for completeness, accuracy of the data supplied, and
conformity to the specifications. They were then compared to the market prices
through the use of various trade materials and broker sheets and, if the Company had
aneed for the coal, the Company would accept the offer and purchase the coal off the
spot market.

Additionally, PEF’s evaluations took into consideration the following factors:
(1) conformity to the technical and commercial aspects of the specifications (e.g. coal
specifications, delivery schedules, warranties, etc.); (2) coal quality and quantity
assurances (or guarantees) by the bidder; (3) unit prices and conditions of pricing; (4)
any exceptions to the specifications and resulting penalties; (5) perceived or
demonstrated supplier reliability and/or capability; (6) supplier operations and/or
shipping capabilities; (7) previous performance; and (8) any other considerations
applicable under the circumstances.

PEF’s objective was to determine the coal supply that offered the best value to

the Company for the prices quoted in the bid proposals. In this sense, the Company
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exphicitly recognized that the lowest price may not necessarily reflect the best value
to the Company and its cuétomers.

As part of this evaluation process, we employed a model that determined the
optimal economic distribution of coal to each plant given constraints in coal quality,
delivered price, burn requirements, inventory plan, unloading outages and constraints,
and other factors. Thereafter, an economic analysis summary was prepared including
a quality baseline that evaluated the coals submitted on the basis of the differential
between the bid quahity and baseline specification for BTU, sulfur, ash, moisture, and
grind. As aresult, we produced an evaluated delivered cost per mmbtu for each coal
in the formal RFP and selected the appropriate coals on the basis of this complete
evaluation.

PEF’s goal is to compare coals submitted in an RFP or spot bid proposal with
each other on an “apples to apples” basis and rank them accordingly. PEF’s coal
procurement policies and practices, employing a delivered cost and evaluated (or
busbar) cost analysis (called the “total cost” or “evaluated cost” in our spreadsheet
analysis of the bids), achieves this result. In fact, the model we currently use, called
VISTA, is the updated Windows version of the Electric Power Research Institute
(“EPRI”) Coal Quality Impact Model (“CQIM”} that was previously used by Progress
Fuels Corporation. A copy of the Company’s coal procurement policy is Exhibit No.

___(SAW-1) to my testimony.

How were coals burned at Crystal River 4 and 5 during 2006 and 2007

procured?
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Some of the coals were procured under competitive bid processes which occurred in
2005 and earlier. Additionally, new coal purchases were procured through the

January 2006 solicitation or through spot purchases.

A. THE JANUARY 2006 SOLICITATION

Did the Company initiate a formal RFP for coals for CR4 and CRS in January
20067
Yes, we did. We 1ssued a RFP solicitation for coals meeting the coal quality
requirements for CR4 and CRS5 with terms of one to three years. The RFP was sent to
over 100 potential coal suppliers on the Company’s bidder list, including PRB coal
suppliers, and it was published in a number of well recognized coal publications in
the industry. Bid proposals were due on February 15, 2006. A copy of the January
2006 RFP for coals for CR4 and CR5 1s Exhibit No.  (SAW-2) to my testimony.
The RFP sought both domestic and import coal proposals for delivery by
water barge or rail to Crystal River. Bidders were required to provide available
analyses on the coal offered in the bids with both “typical” and “guaranteed” values.
As the names imply, “typical” values were the quality of the coal expected on each
shipment, and “guaranteed” values were the minimum quality specifications for the
coal shipments below which PEF could reject the shipment. PEF expressly told
potential bidders in the RFPs that their proposals would be evaluated not only on a
delivered cost basis but also on a performance cost basis including, but not limited to,
coal and ash handling impacts, generating station operating costs, and environmental

compliance.
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Did the RFP for CR4 and CRS coals include specifications for both bituminous
and sub-bituminous coal?

Yes, it did. The required coal specifications included as received guaranteed
specifications for both bituminous and sub-bituminous coals. These required coal
specifications were consistent with the quality specifications historically used at CR4

and CRS.

Did the RFP go to PRB suppliers?

Yes, it did. There are a number of PRB suppliers on our bidders list who received the
RFP, including Arch Coal, Inc. and Kennecott Energy Company. The RFP or notice
of the RFP was also sent to a number of coal trade publications where it was
published. These publications are followed by coal suppliers and purchasers in the

industry.

What were your compliance coal goals for the January 2006 RFP?

We were targeting 2 million tons for 2007 and just over - tons for 2008 for
CR4 and CR5. Thereafter, we targeted || for 2009. Our hedging targets
sought to have under contract [JJJj to [l of the coal needs for the next year, |}
to [ of the coal needs for the second year out, I ol of the coal needs for

the third year out, and a decreasing percentage beyond that time period.

What was the response to this RFP?
Out of the over 100 potential supphers the RFP was sent to, the Company received

bids from 22 suppliers with over 100 unique proposals. The Company received only

8



10
11
12
13
14
15
16
17
18
19
20
21
22

23

one proposal for PRB coals, however, and that was from the coal broker Louis
Dreyfus Energy Services L.P. (“LLDES”). None of the major PRB coal suppliers who
received the RIP, such as Arch and Kennecott, responded with a bid proposal to the
RFP. A copy of the bidder list indicating those sﬁppliers who responded with bids or
simply did not respond at all to the January 2006 RFP is Exhibit No.  (SAW-3) to

my testimony.

Was it unusual to receive so few PRB proposals?
No. Inresponse to PEF’s September 2005 RFP, no PRB producer provided a bid for

PRB coals. Thas is consistent with historical responses to prior REPs.

What were the results of the evaluation of the January 2006 REP?

For 200.7, we entered into six contracts for 1.9 million tons of compliance coal from
both domestic and import bituminous coal suppliers at an average of $60.03/ton cost
(a range of $48.15/ton to $64.25/ton). Five of those suppliers also agreed to contracts
for over 1.5 million tons of coal in 2008 at an average of $60.56/ton (a range of
$48.40/ton to $64.25/ton) and two of them further contracted for the delivery of over
500,000 tons in 2009 at an average of $56.96/ton. As a result of this solicitation, the
Company met its objectives and guidelines for the RFP, provided CR4 and CR5 with
quality bituminous compliance coal, and purchased the most economical coal
available on the market. A copy of the Company’s coal procurement plan for the

January 2006 RFP 13 Exhibit No. (SAW-4) to my testimony.



10

11

12

13

14

I5

16

17

18

19

20

21

22

23

Was the sole PRB offer in response to the January 2006 REP a better value than
the bituminous coals that the Company purchased as a result of the RFP?

No, 1t was not. As explained in detail in Mr. Heller’s testimony, blends of CAPP and
PRB coal would have been more expensive than the coal PEF actually purchased and

burned in 2006 and 2007.

B. SPOT PURCHASES 2006-2007

Did PEF make any spot purchases of coal for CR4 and CRS in 2006 and 2007?
Yes. It is typical in the industry to make spot purchases when economical to do so
and we participate in the spot coal market just like most other utilities do. We
routinely advise potential suppliers on our bidders list and with whom we have coal
contracts that we are interested 1n spot purchases and we make this known to potential
suppliers through the coal trade publications as well. Additionally, we have
historically been very active in the spot market and this is a fact well known in the
industry. As a result, we frequently receive offers for spot coal purchases on a
monthly basis. PEF made spot purchases of approximately 277,000 and 178,000 tons

in 2006 and 2007 respectively.

Did PEF make any spot purchases of coal for CR4 and CRS that contained lower
than 10,000 BTU/Ib heat content?
Yes. PEF made one purchase of spot PRB coal from Peabody Coaltrade, LLC in

2006 of approximately 3,000 tons. PEF also made two purchases of spot bituminous
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coal from Massey Utility Sales Co. in 2007 of approxmmately 60,000 tons that had

less than 10,000 BTU/Ib heat content.

For the one purchase of spot coal from Peabody Coaltrade, LL.C in 2006 that
had less than 10,000 BTU/Ib heat content, how was the coal utilized?

The coal from Peabody Coaltrade LLC was delivered by water via river barges to
International Marine Terminal (IMT) where it was blended with base coals of higher
BTU value. This yielded a blended coal that was used for PEF’s PRB test burn

conducted in May 2006.

For the two purchases of spot coal from Massey Utility Sales Co. in 2007 that
had less than 10,000 BTU/Ib heat content, how was the coal utilized?

The coal from Massey Utility Sales Co. was delivered by water via nver barges to
International Marine Terminal (IMT) where it was blended with base coals of higher
BTU value. This yielded a blended coal that met acceptable BTU values for Crystal
River Units 4 and S which was delivered to Crystal River Units 4 and 5 at an overall

lower fuel cost than PRB coal blends.

Have any PRB coal suppliers made spot purchase offers to you?

No, other than the Peabody Coaltrade [.LL.C purchase which was previously described.

1IV.  THE EVALUATION OF PRB COALS FOR CR4 AND CRS

11
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What is the current status of the Company’s evaluation of the use of PRB coals

at CR4 and CR5?

The Company’s continued evaluation of the use of PRB coals at CR4 and CR5 has
slowed due to changes in market conditions, operational factors associated with PRB
coal, and due to the potential for PEF to burn other types of coal at CR4 and CRS5 in
the future. As I have explained, with respect to the January 2006 RFP, the PRB bids
PEF received were not price competitive. That has proved to be the case in a
subsequent RFP for coal for CR4 and CRS5 as well. Currently, there is no economic
benefit to the Company or its customers to pursue PRB coals blends at CR4 and CRS5,
even without addressing the handling and operational issues created by burning such
a blend at the site.  As always, however, PEF will continue to monitor the market
and will continue to strive for the best and most cost-effective fuel options for CR4

and CRS5 now and in the future.

VI.  CONCLUSION

Does this conclude your testimony?

Yes.

12
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inventory Plan Review/Development Process

Dacument number

ADM-FFDC-00001

Apolies . Fossil Fuels - Carolinas

Keyworgs:  adrministration; coal supply chain management

Overview:

This document covers the activities necessary to ensure that:

e Coal Inventory Plans are created and approved by management personnel.

s (oal purchase needs are effectively communicated to Procurement personnel.
e (Coal Inventory Plans are updated as necessary.

Responsibilities:

£GD Plant personnel:
= Ensure receiving coal shipment data entered into FMS is accurate and timely.

Technical Services Dept. personnet:

» Ensure necessary inventory adjusiments (aerial survey adjustiments) are communicated o
RED personnel.

RFD personnel:

s Ensure FMS inventory data is accurate and that FMS adjusiments are made in a timely
manner.

e Ensure Coal inveniory Plans are updated as necessary.

Process:

1. Fuel Delivery Secticn personnel run the Coal Inventory Risk Evaluator Model once per year.
From the output of this model, Fuel Delivery Section personnel determine specific Average
Annual Inventary Targets for each Plant which are approved by RFD management. Throughout
the year, Plant coal inventory levels are monitored against these Targets. Fuel Delivery Section
personnel also develop Risk Mitigation Strategies for each Plant, as needed, that address
probability of
coal inventory stockout, burn forecast accuracy risk, coal receipt performance risk, and
Piant unloading outage risk. Model input data includes:

¢ Beginning Monthly Inventory

s Burn Forecast

s Mcenthly End Inventory Projections

» Historic Unplanned Unloading Outages

[ ADM-FFDC-00001 | Rev. 1 (05/0%5) Page 1 0f ¢




+ Receiving Capacities
e Actual Burns

Docket No. 070703
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ExhibitNo.  (SAW-1)
Page 2 of 35

e (Coal Ordered vs. Coal Receipts

AUTHORIZED COPY

2. Management personnel review the Inventory targets. [f targets are approved, Coal Inventory
Plans are developed. If the targets are not approved, then further evaluation of inventory
levels is performed by Fuel Delivery Section personnel.

3. The Coal Inventory Plans take into account the Monthly and Seasonal needs of each Plant in
addition to the Annual Average Inventory Targets. Separate but similar Plans are developed
for the NS and CSX served Plants and are for a nine (9) to twenty-one (21) month planning
horizon. These Plans are maintained as Excel files on the RFD shared drive; Read Only
access is granted to all except Fuel Delivery Section personnel responsible for maintaining and
updating the plans and RFD-IT support personnel.

4. Inorder to develop/revise the Coal Inventory Plans, RFD personnel utilize the following input

data:
Input Data Received From/Measures Actions ]
Coal Burn Projections e GenTrader projections - from Porifolio Review projections & clarify
(monthly) Mgmt. {up to 12 month planning factors impacting burn
horizon)
e Generation & Fuel Forecast projections
- from SPOD {beyond 12 month
planning horizon)
Actual Burn, Receipts, s Obtained from FMS after monthiy close Account for shipments loaded

Inventory (monthiy)

but not received as scheduled
Account for coal burn greater
than (or less than) projected.

Updates (monthly and/or

Coal Stockpile Aerial Survey | »

Received from Technical Services Dept.

Evaluate days supply
adjustment to include within

Commitments (as available)

guarterly} inventory plan for each plant
stockpile
Copal Purchase s Received from Fuel Procurement Incorporate new purchases

Section

New purchase agreements
Changes to existing purchase
agreemenis

into Inventory Plan, and
revise (as appropriate) any
recommendations for
additional coal purchase.

| ADM-FFDC-00001 ]

Rey. 1 [05/05)
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Page 3 of 35
Coal Shipment Changes » Cancelled or deferred shipments « Monitor Shipment loadings
(as they occur) e Destination changes » Communicate with Suppliers,
transportation providers,
Plants
» Document shipment changes
to suppliers, transporiation
providers, Plants via email
Plant Requests, Special e Specific shipment requirements » Communicate with Plant
Needs (as needed) e Special coal needs personnel, Suppliers,
Planned Unloading outages transportation providers
o Document via email -
Reconcile Actual Tons * By supply cantract/agreement » Revise, as needed, the plan
Shipped vs. Target (monthly) for future shipments under
the Supply agreement
e Plan for make-up shipments
Update Plant Burn @ 85% | ¢ Received from RCO/Portfolio Mgmt, e lpdate data used to calculate
{annually, as needed) = # of tons burmed @ 85% capacity days supply
Transportation Contract » Transportation Suppliers » Monitor performance against
Provisions provisions

5. After the month closes, FMS produces a Monthly Coal Inventory Report that provides the
month-end inventory levels at each Plant. This report is used to:
¢ Reformulate the desired coal receipts for subsequent months to support the needed
inventory levels
¢ ldentify additional coal purchase needs in the months following the month just closed
When Fuel Delivery Section personnel review the report, consideration is given to seasonal
needs and annual inventory targets.

6. Management personnel review the Coal inventory Plans (Fuel Delivery Section Mgmt. -
monthly, or as significant changes to the Inventory Plan occur; RFD Mgmt. Team — quarterly
Strategy Management Review or as-called). if the Plans are approved, Fuel Delivery Section
personnel communicate coal purchase needs to Fuel Procurement Section personnel, If not
approved, the Coal Inventory Plans are revised to include new or modified assumptions,
factors or alternatives identified during the management review. Additionally, update meetings
are scheduled monthly for exchanging information between Fuel Delivery Section and Fuel
Procurement Section personnel so that participants in procurement/delivery/inventory activities
can share current observations relative to these activities.

ADM-FFDC-00001 1 Rev. 1 (C5/05) Page 3 of 4 }
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Inventory Pian Review/Development Process Flow

Run Ceal lnventory Risk .
Evaluator Model " identifies Average Annual Inventory Targets for each Plant

" Develop Risk Mitigation Strategy for each Plant

!

Mgmt. Congurs
with Inventory
Targets

Na

l Yes Input Data:
*Monthly Coal Burn Projections
Develop/Revise Coal Actual Burn,_Receths, Inventory {monthly)
Inventory Plans Coal Stockpile Aerlal Survey Updates {monthly and/or quarterly)
- *Coat Purchase Commitments {as available)
- *Coal Shipment Charges {as they oceur)
"Plant Requests, Special Needs {as needed)
*Raconcile Actual Tons Shipped vs. Target (monthly)
*Update Piant Burn @ 85% (annually, as needed)
*Monitor Performance Against Provisions of Transportation
Contracts
* Separate but similar Plans for NS-served Plants and CSX-~Served Plants
~ Cansiders Monthly & Seasonal Plant Needs, and Annual Average Inventory
Targets
* 9 to 21 menths planning horizon

3
Review Coal [nventory * Fuel Delivery Section Management {monthly, or as significant changes occur)
Plans with Management * RFD Management Tear (quarterly or as-called)

}

No

l Yes .
" Purchases needed in support of inventory Plans
* Additional Purchase needs io supplement existing commitments
communicated to Fuel Procuremant Section personnel
* Periodic informational meetings between Fuel Delivery
Fuel Procurement Section personnel

Communicate Coal
Purchase Needs

ADM-FFDC-00001 l Rev. 1 (05/05) Page 4 of-*‘q
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Document title Page 5 Df 35

Replenishment Process

Document humber

ADM-FFDC-00003

Applieste:  FOssil Fuels - Carolinas

Keywords: administration; coal supply chain management

Cverview:

This document covers the activities necessary to ensure that:

¢ [nventory levels are monitored to determine how much and when coal purchases are to be
made.

» Monthly coal shipments are scheduled to Plants to support burn requirements and inventory.
¢ Coal Inventory Plans are updated as necessary.

Responsibilities:

FGD Piant personnel:
e Ensure receiving coal shipment data entered into FMS is accurate and timely.

Technical Services Dept. personnel:
s Ensure necessary inventory (aerial survey) adjustments are communicated to RFD pergonnel.

RFD personnel: .
+ Ensure Coal Inventory Plans and Shipment Schedules are monitored effectively.

o Ensure FMS inventory data remains accurate and that FMS adjustments are made in a timely
manner.

e Ensure Coal Inventory Plans are updated as necessary.
Process:

1. Fuel Delivery Sectiion personnel monitor the Coal inventory Plans on a weekly basis and the
Coal Shipment Schedules on a daily basis.

| ADm FEDC-00003 | Rev. 1 (05/05) Page 1475 |
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2. Based on this monitoring, Coal Inventory Plans are revised as needed. In order to revise the
Coal Inventory Plans, Fuel Delivery Section personnel utilize the following input data:

[ input Data Received From/Measures Actions j
Coal Bum Projections = GenTrader projections - Review projections &
(rmonthly} from Porifolio Mgmt. (up to clarify factors impacting

12 month planning
horizon)

GA&FF projections — from
SPOD (beyond 12 month
planning horizon)

burn

Actual Burn, Receipts,
Inventory {monthiy)

Obtained from FMS afte
monthly close :

Account for shipments
loaded but not received as
scheduled

Coal Stockpile Aeral Survey
Updates (quarterly)

Received from Technical
Services Dept.

Evaluate days supply
adjustment to include
within inventory pian for
each plant stockpile

Coal Purchase Commitments
{as available)

Received from Fuel
Procurement Section
New purchase
agreements

Changes to existing
purchase agreements

Coal Shipment Changes (as
they oceur)

Gancelled or deferred
shipments
Destination changes

Monitor Shipment
schedules

Have conversations with
Suppliers, fransportaiion
providers, Plants
Document shipment
changes 1o suppliers,
transportation providers,
Plants via emall

Plant Requests, Special
Needs {(as needed)

Specific shipment
reglirements
Special coal needs
Unloading outages

Have conversations with
Piant personnel,
Suppliers, transportation
providers

Document via email

Transportation Contract
Provisions

Transportation Suppliers

Monitor performance
against provisions

G¢ Jo 9 ofey
“ON 1qIyXg

(1-mvs)

3. RFD Management personnel meet with Fuel Delivery Section personnel and review the Coal

Inventory Plans, including recommendations for future coal purchases. Plans are first

reviewed by Fuel Delivery Section Manager for approval and possible scheduling of additional
reviews with RFD management team.

4. Depending on quantity of coal required to replenish inventory:

A. For incremental spot coal purchases needed for inventory stability (short term
fluctuations in inventory level), the Fuel Delivery Section Manager may authorize

communication of coal purchase needs to the Fuel Procurement Section Manager.
B. Purchase needs that exceed those required for short term inventory stability are

reviewed during the quarterly Strategy Management Review meeting involving the RFD
Management team and selected RFD personnel.

I ADM-FFDC-00003

Rev. 1 (05/05)

Page 2 of S—I
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. If inventory is to be replenished, coal purchase needs are communicated to Fuel Procurement
Section personnel. If the inventory is not to be replenished, the Coal Inventory Pians are
continually monitored.

. Update meetings are scheduled monthly for exchanging information between Fuel Delivery
Section and Fuel Procurement Section personnel so that participants in
nracurement/deliveryfinventory aclivities can share current observations relative o these
activities.

. Fuel Delivery Section personnel develop a monthly Coal Shipment Schedule for each Plant.
These schedules ensure that monthly coal distribution to the Plants is consistent with the
Inventory Plans. The development of Shipment Schedules requires extensive verbal and

email communications between Fuel Delivery Section personnel, coal suppliers and
transportation providers. Upon completion by the first day of the month, the Shipment
Schedule for the month is made available in electronic form to PEC Plants; schedule
information is also provided to coal suppliers and transportation providers by the first day of the
month.

. Suppliers load coal shipments destined for the appropriate Plants, per the Coal Shipment
Schedule. Shipment weights are determined by use of scales that have been certified by
state Weights and Measures authorities as being appropriate for commercial use.

. Plant personnel unload coal shipments to the appropriate stockpile. Cars are verified against
the Waybill.

10.PEC Plant personnel receive shipment into FMS, and the coal shipped becomes part of the

Piant Inventory.
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Replenishment Process

Muonitor Coal
Inventory Plans

input Data

No

No

- Fuel Delivery Seclion personnel {(weekiy} Monitoring Monthly | " Fuel Delivery
Shipment Section personnel
Schedules (daity)
g
' 5 £
A4 s =
Revise Coal Inventory Input Data: w I
Plans *Monthly Coal Burn Projections EJ": =z,
*Actual Burn, Receipts, inventory (monthly) & e
*Coal Stockpile Aerizl Survey Updates
(monthly and/cr quarterly)
*Coal Purchase Commitments {as availabie) oy
v *Coal Shipment Changes (as they occur} g
Review Revised Plan *Plant Reguests, Special Needs (as needed} =
ith F ki !
With L!e! Detivery Output data - Anticipated additional coal -
Section Mgr.
+ purchase needs

Fuel Divry
Sect. Mgr.
Concurs

v

Yes
Management Review ) _ ) )
of Coal * Presentation/discussion with Mgmt. Team
inventory Plan fas and Fuel Delivery perscnnel
needed) * Coal purchase recommendations
{part of presentation)

v

Mgmt Concurs
with Purchase
Recs

* After ceal is purchased, the amount becomes
part of Coal Purchase Commitments
* Reduces anticipated additional coal
surchase needs in subsequent Inventary Plan revisions

Coalis Purchased by
Fuel Procurement Seclicn

v

Formulate Coal Shipment
Schedules

?Manthly coal distribution to Plants
consistent with Inventory Plans

7Handoeff Shipment Schedules to PEC Plaats, railroads,
and coal suppliers, Mike Hood and 3rd Party Labs.
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Suppliers Load Coal Docket No. 070703
Shipments Progress Energy Florida
. Exhibit No. (SAW-1)
l ' Page 9 of 35
Plant Unloads Coal
Shipments to Appropriate
Stockpile

Plant Receives Shipment | ~ Becomes part of Booked Inventory
into FMS * Receipt of Coal Shipments (ADM-POGC-00004)
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appliesto:  Fossil Fuels — Carolinas; Fossit Generation BPepartment - Carolinas

weyworas:  administration; coal supply chain management

Overview:

This document covers the activities necessary to ensure that:

Coal Inventory Plans are created and approved by management personnel.

Coal purchase needs are effectively communicated to Procurement personnel.

Coal Shipment Schedules are developed, monitored, and maintained by RFD personnel.
Plants receive coal shipments into FMS.

Fuel stock inventory is maintained within FMS.

inventory adjustments are made as necessary (Aerial Surveys, Waybills, miscellaneous
documentation).

Coal Inventory Plans are updated as necessary.
Month End actual data related to inventory is incorporated into inveniory plans

Respansibilities:

rGD Plant personnel:
o Ensure receiving coal shipment data entered into FMS is accurate and timely.

Technical Services Dept. personnel:
¢ Ensure necessary inventory adjustments (aerial survey adjustments) are communicated in a
timely manner to FFD personnel.

RFD personnel:
» Ensure FMS inventory data is accurate and that FMS adjustments are made in a timely
manner.
Develop, monitor and maintain Coal Shipment Schedules.
Update Coal Inventory Plans as necessary.
Ensure Month End activities are conducted accurately in relation to inventory.

[ ADM-POGC-00003 Rev. 1 (05/05) l Page 1 of 7J




Docket No. 070703

Progress Energy Flonda

Exhibit No. __ (SAW-1) AUTHORIZED COPY
Page 11 0f 35

Process:

1.

Fuel Delivery Section personnel run the Coal Inventory Risk Evaluator Mcde! once per year.
From the output of this model, Fuel Delivery Section personnel determine specific Average
Annual inventory Targets. Throughout the year, Plant coal inventory levels are monitored
against these Targets. Fuel Delivery Section personnel also develop Risk Mitigation Strategies
for each Plant, as needed, that address probability of coal inventory stockout, burn forecast
accuracy rigk, coal receipt performance risk, and Plant unloading outage risk.

Management personnel review the Inventory Targets. [f targets are approved, Coal Inventory

- Plans are developed. If the targets are not approved, then further evaluation of inventory

levels is performed by Fuel Delivery Section personnel using the Coal Inventory Risk Evaluator
Model.

‘The Coal Inventory Plans take into account the Monthly and Seasonal needs of each Plant in

addition to the Annuat Average Inventory Targets. These Plans are maintained as Excel files
on the RFD shared drive; Read Only access is granted to all except Fuel Delivery Section
personnel responsible for maintaining and updating the plans and RFD-IT suppart personnel.

Management personnel review the Coal Inventory Plans (Fuel Delivery Section Mgmt. —
monthly, or as significant changes to the Inventory Plan occur; RFD Mgmt. Team — quarterly
Strategy Management Review or as-called). If the Plans are approved, Fuel Delivery Section
nersonnel communicate coal purchase needs to Fuel Procurement Section personnel. If not
approved, the Coal Inventory Plans are revised to include new or modified assumptions,
factors or alternatives identified during the management review. Additionally, update meetings
are scheduied monthly for exchanging information between Fuel Delivery Section and Fuel
Procurement Section personnel so that participants in procurement/delivery/inventory activities
can share current abservations relative to these activities,

Fuel Delivery Section personnel develop a monthiy Coal Shipment Schedule for each Plant.
These schedules ensure that monthly coal distribution to the Plants is consistent with the
Inventory Plans. The development of Shipment Schedules requires extensive verbal and
email communications between Fuel Delivery Section personnel, coal suppliers and
transportation providers. Upon completion by the first day of the month, the Shipment
Scheduie for the month is made available in electronic form to PEC Planis; schedule
information is also provided to coal suppliers and transportation providers by the first day of the
month.

Fuel Delivery Section personnel monitor the monthly coal shipments against the Coal
Shipment Schedule. Inventory levels are monitored throughout the month. If conditions
warrant (i.e. lower inventory level at a Piant) changes and adjustments to a shipment schedule
are made to meet the Supplier, Plant, and Railrcad needs. These changes are documented
and communicated verbally and/or by email to appropriate personnel (Plant Fuel Handling
personnel, Fuel Procurement Section, Fuel Administration Section, coal supplier, fransportation
provider).

ADM-POGG-00003 Rev. 1 (05/05) Page 2of7 l
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Suppliers load coal shipments destined for the appropriate Plants as rail equipment is provided
per the Coal Shipment Schedule. Shipment weight is determined by certified scales at origin,
or by the hauling railroad, or by a draft survey of ocean vessels. The entity performing the
weighing function provides a copy of the scale certification test report to the Fuel Delivery
Section. The coal supplier takes action to initiate a freight waybill upon loading of the
shipment. The hauling railroad takes the information provided by the coal supplier to prepare
the freight waybili; this waybill ultimately provides the weight of the coal delivered in the
shipment. The Progress Fuels field representative may observe the loading of the shipment on
behalf of PEC; during this visit to the coal supplier loadout facility, the field representative
routinely inspects weighing devices and may request that origin scales demonstrate proper
operation prior to loading of the shipment. The Progress Fuels field representative prepares a
field report for each shipment loading observed. The Progress Fuels field representative may
ohserve scale certification tests on behalf of PEC.

A representative sample is obtained from the coal being loaded at origin and/or from the coal
being unloaded at destination. Each coal supply agreement defines which sample will be
analyzed to determine the quality of record for the coal loaded in the shipment. The analysis
of record provides the basis for determining the quality of coal to be received into inventory.
Origin quality analysis results are provided to Plant Fuel Handling personnel prior to unloading
of the shipment in order to confirm the quality of coal being received. The Progress Fuels field
representative may observe the loading of the shipment on behalf of PEC; during this visit to
the coal supplier loadout facility, the field representative routinely inspects the sampling
process/device and may make recommendations to correct any deficiencies prior to loading of
the shipment. The Progress Fuels field representative prepares a field report for each
shipment loading observed.

Upon delivery of a coal shipment, PEC Plant Fuel Handling personnel verify the identity of the
cars against the freight waybill. Plant Fuel Handling personnel unloads the coal shipment,

10. Straggler cars, i.e. railcars separated from the original train in which they were loaded, may

11

arrive at the Plant at any time, individually or as part of another shipmeni. These railcars may
become separated from the original shipment due to a2 mechanical defect that required their
removal from service ("bad ordered"} or because they were loaded in excess of load limits
imposed by the hauling railroad (*overloaded”). Overload cars are reduced in weight by
removal of excess coal under the supervision of the hauling railrocad and re-weighed and re-
billed with the revised weight.

.PEC Plant Fuel Handling personnel receive shipments into FMS, and the coal becomes part of

booked inventory for the Plant.

12.0n a daily basis, Plant personnel record the coal burn quaniity info FMS.

13.At the end of each month following the month-end FMS closing process, Fuel Delivery Section

personne! incorporate actual Month-End Inventory into the inventory Plan. (Actual burn
quantity, receipts, and inventory are incorporated into the Inventory Plan).

14.RFD personnel reconcile the inventory accounts monthly: A/P Freight (#2322101), A/P Coal

(#2321901), and Fuel Stock Asset Account (#1511010).

| ADM-POGC-00003 l Rav. 1 (05/05) | Page 3of 7
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15. Fuel Delivery Section personnel update the Inventory Plan, as appropriate, based on the
impact of actual performance for the month just ended on future months, including an
accounting of missed and cancelled shipments, and any revised burn projections that may be

available.

Docket No. 070703
Progress Energy Florida
Exhibit No. _____(SAW-1)
Page 13 of 35
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Managing inventory Process

Run Coal Inventory Risk
Evaluator Model * Identifies Average Annual Inventory Targets for each Plant
* Develop Risk Mitigation Strategy for each Plant

Mgmt.
Concurs with
Inventory
Targets

No

+ Yes
Develop/Revise Coal * Separate Plans for NS-served and CSX-Served Plants
Inventory Plans * Considers Monthly & Seasonal Plant Needs, and Annual Average
Inventory Targets
* Controlled Access to Inventory Plan electronic files

l * Inventory Plan/Review Develapment Process (ADM-FEDC-00001)
Review Coal Inventory * Fuel Delivery Section Management (monthly, or as significant changes occur)
Plans with Management * RFD Management Team {quarterly or as-called)

Mgmt

No
Concurs
* Purchases needed in support of Inventory Plans
- * Additional Purchase needs to supplement existing commitments
Communicate Coal communicated to Fuel Procurement Section
Purchase Needs * Periodic informational meetings between Fuel Delivery and Fuel Procurement
v Section persoringl
Formulate Coal Shipment
Schedulas * Monthly Coal Distribution to Plants consistent with
inventory Plans
* Handoff Shipment Schedules to PEC Plants, railroads, coai suppliers
Actively Monitor Coal
Shipments Against _ * Changes, adjustments to meet supplier, plant, railroad needs
Schedule * Document and communicate Shipment Schedule changes
* Monitor inventory levels throughout the menth if conditions warrant,
A 4 e.g. lower inventory

ADM-POGC-00003 | Rev. 1 (05105) Page50i7 |
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Suppliers Load Coal
Shipments

v

Plant Unloads Coal
Shipments to Appropriate
Stockpile

¥

Plant Receives Shipment
Into FMS

!

Plant Reports Coal Burn

l

Incorporate Actual Month-
End inventory into
inventory Plan

)

Reconcile Inventory
Accounts

v
Update Inventory Plan

v
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* Shipment weight determined by cerdified scales at
origin or by railroad, or by draft survey
* Coal Sampling and Weighing Process {MCP-FFDX-00003)
* Waybill prepared by railroad & provided to Plant & FMS
* Bhipment Sampied, Quality Analyzed
*At Origin by supplier
*At Destination by Plant
*Analysis of record designated within coal purchase
agreement
* Analysis reviewed to confim appropriate guality

* Cars Verified against Waybill upon arrival at Plant
* Bad Ordered cars straggle fo destination separate
from remainder of train
* Overloaded cars removed from train & re-waybilled with revised (lightened) wt.
* inventory is stored in properly secured and environmentatty conditioned
locations where access is restricted to authorized personnel

* Becomes part of booked Inventory
* FMS restricts to authorized personnel the ability to input, change, or cancel
goods received transactions

* Plant reports daily through FMS

* Coal Scale Operation and Maintenance (MNT-FGDRC-00018)

* Guidelines for Determination of Monthly Coal Bum (ADM-POGC-00002)
* Material Testing of Non-Certified Plant Coal Scales (MNT-FGDC-00017)

* Incorporate actual burn, receipts, inventery in Inventory Plan

* AIP Freight Account (#2322101}
* A/P Coal Account (#2321901)
* Fuel Stock Asset Account (#1511010)

* Evaluate impact of actual performance on future months
* Account for missed & cancelled shipments
* Include revised burn projections

ADM-POGC-00003
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v

Aerial Survey of Coal * Stockpile volume determined by Survey Contracior
Stockpiles * Stockpile density determind by FGD, Technical Services Dept,
* Physical inventory adjustments recommended according to procedure

* Performed at least quarterly
* Guidelines for Conducting Aerial inventory Surveys of
the Coal Pile {ADM-POGC-00001)

Incorporate
survey to book
Y variance into
Inventory Plan
Book No
Adjustment I * Reconiliation of Coal lnventory (ACT-FGDC-00001)
Required
Approved Adjustment to * Reflected in Month-end [nventory
Inventory Entered to FMS * FGD Region management approves recommendations for adjustment via email
" RFD Administration Section management receives approved adjustment
via email

* Reconciliation of Coal Inventory (ACT-FDGC-00001)

L&DM-POGC{)OOGS Rev. i {05/05) Page 7 of 7
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Apoliesta:  Fossil Fuels — Carolinas

Keyworas:  material controlfprocurement;, coal supply chain management; fuel production

. SUBJECT: Coal Procurement Procedure
L. APPLICABILITY: Procurement & Risk Management Section; Fossil Fue! Procurement Team
. PURPOSE: To define the coal purchasing process

IV. GENERAL INFORMATION:

As a result of the Replenishment Process (ADM-FFDC-00003) there may be a necessity to purchase coal as
commmunicated to the Fuel Procurement Section by Fuel Delivery personnel. If this fuel requirement is communicated,
the Fuet Procurement Secticn meets to determine the most appropriate form of a coal purchase solicitation to
implement, (RFP or a phone solicitation), timing and review the complete procuremeant process.

An RFP would be utilized when: .
1. the need for additional coal is at least 12 months in length;

2. delivery requirernents are not immediate;
3. supply is perceived as being scarce and canvassing a wider spectrum of the industry as necessary;

4. Right-to-match {RTM) or Right-of-First-Refusal (RFR) clauses in contracts require rigorous documentation of
an arms-length competitive bid process for options offered for RTM or RFR, e.g., solicitation letter;

5. a specific quality of coal is needed, e.g., high grind, requiring a broad search of the coal industry, possibly
extending beyond the Ceniral Appalachian Coal District;

6. multiple coal gualities, e.qg., compliance, non-compiiance, are reqguired; and
7. muliiple coal sources and/or regions, e.g., NS origin, CSX ongin, import are involved.

A phone solicitation may be utilized when:
1. the need for additional coal is short-term (less than 1 year);

2. the requirement volume of additional coal is small;

3. delivery is required within six months;

4. time is of the essence;

5. immediate responses from suppliers is required;

6. PEC would not want to publicize to the entire industry (coal and/or electric) inventory level indications;

7. verbal communication with suppliers could yield market intelligence.

MCP-FFDC-00002 Rev. 3 {05/05) Page 10f 19
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A procurement analyst prepares a solicitation letter containing desired contract term, volume, description of
cog! products, applicabie adjustments to price based on quality deviations, bidding reguirements and
guidelines and proposal submission deadline. The soficitation letter, 2 confirmation letter form, PEC's set of

standardized General Terms & Conditions (GTC), and a bid quote form are e-maited to each supplier on the
bidders list.

AUTHORIZED COPY

All vendors responding to the RFP are required to submit proposals to the Fossit Fuels Department
Administrative Assistant, who creates a receipt fog in which is recorded the vendor company name and the
date received. Proposals received in response to the RFP are confidentiai and the Administrative Assistant
maintains the submitted proposals and the receipt log in a secure location. No other employee has access to
the proposals or log, nor is information regarding the bids communicated to any employee prior to the
submission process deadline.

Onge the deadiine has expired, the Administrative Assistant and a procurement analyst work together to verify
that all logged bids are accounted for and that all bids have been logged. The bids and the log are then
turned over to the procurement analyst. The bids are examined at a meeting with at least one additional
procurement employee present. The procurement employees attending the bid meeting will review, initial,
and date each bid received. During the review process, any factor contained within a bid which would
eliminate it from being evaluated or warrants additional discussion would be noted on the document and
discussed during the meeting. A coal whose grind is below the minimum acceptable at any of PEC's plants
would be such a factor which would disquaiify a bid from being considered. A coal being loaded at a single
car loadout {vs. a 4-hour batch weigh) woutd warrant discussion.

The procurement analyst creates a procurement binder for the RFP process in which is kept the solicitation
letter, confirmation letter form, GTC, bid quote form, bid receipt log, submitted bids, coal market intelligence
and price information from ceal industry publications, minutes from Fossil Fuel Procurement Team meetings,
bid analyses, and if any, bids that arrived after the deadline and are not being considered for evaluation.

Any bid arriving late is turned over to the procurement manager by the Administrative Assistant. The
procurement manager makes the decision whether a late bid is to be considered for evaluation and potential
purchase along with all other bids tendered within the submission time period. The procurement manager
notes on all late bids either “Accepted Past Deadiine” or “Received Past Deadline/Not Accepted”, initials and
dates the documents, and turns over the late bids to the procurement analyst performing the economic
evaluaticn. For late bids which have been accepted, the procurement analyst proceeds by updating the
receipt log, revising the economic evalualion, and including the accepted late bids in the procurement binder
atong with all other bids being evaluated. Late bids which are not accepted are also included in the
procurement binder, but distinguished from the accepted bids by a file folder section tab.

The procurement analyst begins by transferring each bid into the economic evaluation software. Applicable
freight rates and forecasted SO, emission aliowance prices over the procurement horizon, are included in
order to evaluate ali bids on an equal basis. Bids are categorized and segregated based on procurement
requirements, e.g., ©SX, high grind, NS compliance/non-compliance and input. Within each category the bids
are then ranked based on the SO,-adjusted delivered cost ($/mmbtu). The procurement analyst prepares a
report of the ranked bids within each procurement category, distributes the report to the Fuel Procurement
Section and schedules a meeting to discuss the results. For economic ranking purposes, import coal may be
categorized within each quality parameter, i.e., NS compliance.

Factors, in addition to SOsadjusted delivered $/mmbtu, for bids with the most favorable rankings, are
discussed in the Fuel Procurement Secticn meeting. Such factors include, but are not limited to: plant issues
surrounding the previous use of the offered coal, the financiai health of the vendor, historic vendor
performance reliability, percentage of coal currently under contract with the vendor over the procurement
term, whether the vendor is also the producer of the coal to be supplied, any previous quality related issues,
e.g., S0; hot spots in trains, and perceniage of coal to be delivered over the procurement term originating
from the same production source. The level of concern or potential negative impact of one or more of these
factors associated with a particular bid may outweigh the $/mmbtu delivered cost, resulting in shifting its rank
or possibly making a recommendation of “No Interest” for that particular bid.

MCP-FFDC-C0002 Rev. 3 {05/05) Page 2 of 19
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The procurement analyst schedules a meeting of the Fossil Fuels Procurement Team (FFPT), comprised of
the Fossil Fuels Department Head (when available), department section managers, inventory/transportation
analysts, and procurement section members. The FFPT will discuss the findings of the Fuel Procurement

Section with regard to the bids, considering $/mmbiu delivered cost and all other factors pertinent to particutar
bids.

The results coming out of the FFPT meeting will be a categorization of each bid into one of three groups; (1)

bids of interest, (2) bids of interest with certain modifications or clarifications, and (3} bids of little or no
interest,

After discussion of the bids, the FFPT may conclude an RFP executed later in the year could result in more
advantageous prices due to market perceptions and thus recommend making no purchases from this RFP. In
this case all bids would result as being categorized in the third group.

If the case should arise in which a sufficient volume of coal was not bid, the FFPT will recommend additional
.actions in addition to moving forward with certain bids received. Those actions might include ong or more of
the following: a decision to solicit again at a later point in time; where possible, shift dual service coal piants
from NS to CSX or visa versa; when possibie, shift compliance coal to non-compliance plants; and where
possible, shift import coal to plants with the greatest inventory needs.

With the department head in attendance at the FFPT meeting, the findings of the meeting wiil be acted upon
immediately.

The procurement manager will assign section analysts to specific bids. The procurement analysts will then
cormmunicate our interest with each vendor.

For situations in which the department head was not able to attend the FFPT meeting, procurement section
members will contact the vendors of interest, including those whose bids may require modification or
clarification. The procurement analyst will express both verbally and through e-mail PEC's interest in their bid
subject to management approval and successful negotiations of terms and conditions. This aclion is taken so
that vendors whose bids contain expiration dates will be made aware of an interest for potential purchase. A
procurement analyst prepares minutes of the FFPT meeting which will be provided to the department head,
including the grouping of the bids into categories of interest as well as any other recommended actions.
When available the department head will meet with, at a minimum, the procurement manager, though
preferably with the FFPT, at which meeting the individual bids and other recommended actions wili be
discussed. Given the concurrence of the department head to an individual bid, the procurement analyst
assigned to that specific bid will contact the vendor communicating that management approval has been
received to move forward on their bid. If, however, the depariment head does not concur with the findings of
the FFPT pertaining 1o an individual bid, the procurement analyst will contact the vendor so that the vendor
will not feet obligated to hold the bid open for PEC. Department head concurrence to implementing other
actions will be undertaken immediately.

For bids in which no modifications to what has been proposed by the vendor are necessary, the procurement
analyst communicates with the vendor, both verbally and through e-mail, of continued interest in their bid
subject to successful negotiations of terms and conditions. The GTC alang with a bid confirmation are e-
mailed to the vendor for review.

Some bids of interest may require clarification as to information supplied by the vendor in the submitted
proposal. If, for example, a bid states its mine source(s} as "NS Thacker/Kenova®, clarification might be
needed as to which specific mines will coal be supplied. If all clarifications are satisfactorily addressed, the
procurement analyst will cammunicate with the vendor, both verbally and through e-mail, of continued interest
in their bid subject to successiul negotiations of teims and conditions. Tne GTC along with a bid confirmation
are e-mailed to the vendor for review. The clarification process, however, may produce unaccepiable
explanations. I such is the case, the procurement analyst will then communicate to the vendor that due fo
the clarifications, the bid is no longer attractive to PEC. |f the procurement analyst is unsure of the
acceptability or lack there of related to the clarifications, the procurement analyst will discuss the big with the
procurement manager, and then fake the appropriate communication actions.
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PEC may be interested in a specific bid only if certain modifications can be made. For example, a vendor's
proposal may have been written for an agreement with a 3-year term, but PEC is willing to accept only a 1-
year term. The procurement analyst will discuss the modifications with the vendor. If the modifications are
successfully dealt with, the procurement analyst will communicate with the vendor, both verbally and through
e-mail, of continued interest in their bid subject to successiul negotiations of terms and conditions. The GTC
along with 2 modified bid confirmation are e-mailed to the vendor for review. If the vendor is not open to the
necessary modifications, the procurement analyst will then communicate to the vendor that their proposai as
originally bid is no longer attractive to PEC. Approaching the vendor with modifications 1o their bid may result
in a counter proposal from the vendor. The procurement analyst should consult with the procurement
manager regarding the counter proposai, and then take the appropriate communications actions.

Upon reviewing PEC's set of General Terms & Conditions {GTC), the vendor may express an interest in
negotiating some of the provisions within the GTC. The procurement analyst will request an extension of the
bid expiration date to accommodate negotiations. The procurement analyst will set up a meeting(s) with the
vendor to begin the negotiations. The meeting(s) is preferably conducted in person, but the negotiations may
be conducted through an exchange of e-malls (or faxes) or by phone followed up by e-mail (or faxes). The
procurement analyst should consult the procurement manager for guidance on any point being negotiated
that has become onerous. The Legal Department and Enterprise Risk Management wilt provide guidance
regarding non-commercial terms & conditions. Once negotiations have been completed the procurement
analyst will produce the draft confimation and general terms & conditions (agreement) containing any
modifications as a result of the negotiations. A Contract Review and Exception Form (Exhibit 2) will be
completed and signed by the procurement analfyst noting all deviations from PEC's set of GTC.

For vendors communicating that they have no proposed changes to PEC's set of GTC, the procurement
analyst will complete and sign the Contract Review and Exception Form noting there are no changes from the
GTC.

Except for spot purchases {ess than six months, the Contract Review and Exception Form will be attached to
the Confirmation and GTC {modified or not} and routed to Legal for review and comment, and when
applicable is also routed to Credit, and Accounting. Once &ll reviews and comments are complete, the
Contract Review and Exception Form along with the Confirmation and GTC are routed to the contract
signatory for review and for Review Form signature, noting any comments made by Legal, Credit, and/or
Accourting. The identification of the contract signatory is based upon corporate approval levels outlined

below

Position Level Term {years) Tofal Nominal Value
Section Manager 3 year Up to $25 million
Department Head - Up to $200 million
President/CEQ Group President - Up to $50C million
Internal Board/Chair - Unlimited

Please refer to Exhibit 1, "Recent updates to Delegation of Authority” from the Audit Services Department.

The contract signatory weighs all review comments, balancing risks with business needs and comes to a
decision whether the contract as attached should be executed, sent back for further negotiations with the
vendor, or the contract shouid not be executed.

in preparation for contract execution, the procurement analyst prints a sufficient number of agreements so
that PEC and each seller associated with the vendor (if the agreement names muitiple sellers}) will each
receive an original with all signatures. The procurement analyst initials each page of each original in a non-
black ink to assure no unapproved moedifications will be made. All originals are then sent to the vendor for
signature, Upon receipt of signed originais from the vendor, the contract signatory signs and dates all
originals, Once executed, the procurement analyst sends the original contract to Contracts Administration for
electronic filing. All remaining originals are sent to the vendor.

The procurement analyst saves the finalized electronic copy in the section's common directory, updates and
distributes the Contract Summary report to the department, and completes a "Deal Ticket” which is then
provided to Fuel Administration for entry into FMS.
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The Fuel If’focurement Seclion meets fo discuss the procurement objectives and identify producers of coal
from the bidders list which provide the type and quality of coal required for the solicitation. The reliability of

these coal producers are then discussed. Based on these criteria, a list of coal producers from the bidders list
who can best meet the requirements of the solicitation is generated.

The procurement manager assigns section analysts to specific producers. The procurement analysts then
make contact with producers inquiring whether coal of the type and quality needed is available for delivery in
the specified time period. The preferred contact with each provider would include two section members, if
available. For producers who can not currently meet PEC's needs, the procurement analyst will ask the
producers to keep them informed of changes in that status. If the producer is able to meet the requirements
of the solicitation, the analyst will then negotiate a price contingent upon management approval and complete
a “Deal Tickel” to document the polential transaction. All conversations with the producers, whether coal is
currently available or not, will be recorded in note form by the analyst and saved in the section’s commaon
directory. Any market inielligence offered by the producer wiil also be noted.

Upon completion of phone contact with all producers selected for solicitation, the Fuel Procurement Section
will meet to discuss the results. If requirements for coal remain, the Fuel Procurement Section will consider
whether to make contact with additional coal producers who in the past have not been considered among the
most reliable suppliers or to make contact with OTC marketers.

Uilizing the same information gathering, negotiation, and documentation procedure as used with coal
producers, additional coal producers and/or OTC marketers are contacted. The Fuel Procurement Section
meets once again to discuss the resuits.

A procurement analyst creates a procurement binder for the phone solicitation process in which is kept the list
of coal producers and/or OTC marketers contacted along with whether each party contacted made an offer,
coal market intelligence and price information from coal industry publications, minutes from Fossil Fuel
Procurement Team meetings, and offer analyses.

The procurement analyst aggregates ail offers received inic the economic evaluation software, Applicable
freight rates and forecasted SO; emission allowance prices over the procurement horizon, are included in
order to evaluate all bids on an equal basis. If more than one coal type andfor coal quality are being
requested, the procurement analyst will segregate the offers accordingly. Within each category, the offers are
then ranked based on the SO, -adjusted delivered cost ($/mmbtu). The procurement analyst prepares a
report of the ranked offers within each procurement category, distributes the report to the Fuel Precurement
Section and schedules a meeting to discuss the results. For economic ranking purposes, import coat may be
categorized within each quality parameter, i.e., NS compliance.

Factors, in addition to SO.-adjusted delivered $/mmbtu, for the offers are discussed in the Fuel Procurement
Sectfion meeting. Such factors indude, but are not limited fo: plant issues surrounding the previous use of the
coal offered, the financial health of the vendor, historic vendar performance reliability, percentage of coal
currently under contract with the vendor over the procurement term, whether the vendor is also the producer
of the coal to be supplied, any previous quality related issues, e.g., SO, hot spots in trains, and percentage of
coal to be delivered over the procurement term originating from the same production source. The level of
concemn or potential negative impact of one or more of these factors associated with a particular offer may
outweigh the $/mmbtu delivered cost, resulting in shifting its rank.

The procurement analyst schedules a meeting of the Fossii Fuels Procurement Team (FFPT), comprised of
the Fossil Fueis Department Head (when avaflable), department section managers, inventory/transporation
analysts, and procurement section members. The FFPT will discuss the findings of the Fuel Procurement
Section with regard to the offers received, considering $/mmbtu delivered cost and all other factors pertinent
to particular offers.

The results coming out of the FFPT meeting will be a categorization of each offer inie one of two groups; (1)
offers of interest and (2) offers of iittle or no interest.

MCP-FFDC-00002 1 Rev. 3 (05/05) Page 5 of 19
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If, however, the case should arise in which a sufficient volume of coal was not offered, the FFPT will
recommend additional actions in addition to moving forward with certain offers. Those actions might include
one or more of the following: a decision to solicit again at a later point in time; where possible, shift dual
service coal from NS to CSX plants or visa versa; when possible, shift compliance coal to non-campliance
plants; and where possible, shift import coal to plants with the greatest inventory needs.

With the department head in attendance at the FFPT meeting, the findings of the meeting will be acted upon
immediately.

The procurement manager will assign section analysts to specific offers, The procurement analysts will then
communicate our interest with each vendor.

For situations in which the department head was not able fo attend the FFPT meeting, procurement section
members will contact the vendors of interest. The procurement analyst will express both verbally and through
e-mail that PEC has an interest in their offer subject to management approval and successful negotiations of
terms and conditions. A procurement analyst prepares the minutes of the FFPT meeting which will be
provided to the department head, including the grouping of the offers into categories of interest as well as any
other recommended actions. When available the department head will meet with, al a minimum, the
procurement manager, though preferably with the FFPT, at which meeting the individual offers and other
recommended actions will be discussed. Given the concurrence of the department head to an individual offer,
the procurement analyst assigned to that specific offer will contact the vendor communicating management
approval and will e-mail either a Letter Agreement, for a one train transaction, or GTC along with an offer
confirmation for the vendor's review. If, however, the depariment head does not concur with the findings of
the FFPT pertaining to an individual offer, the procurement analyst will contact the vendor so that the vendor
will not feel obligated to hold the offer open for PEC. The "Deal Ticket” is then noted “Phone Solicitation/Not
Purchased” and the reason for the decision.

Upon reviewing PEC's set of General Terms & Conditions (GTC), the vendor may express an interest in
negotiating some of the provisions within the GTC. The procurement analyst will request an extension of the
offer expiration date to accommodate negotiations. The procurement analyst will set up a meeting(s) with the
vendor to begin the negotiations. The meeting(s} is preferably conducted in person, but the negotiations may
be conducted through an exchange of e-mails {or faxes) or by phone followed up by e-mail (or faxes). The
procurement analyst should consult the procurement manager for guidance on any point being negotiated
that has become onerous. The Legal Department and Enterprise Risk Management will provide guidance
regarding non-commercial terms & conditions. Once negotiations have been completed the procurement
analyst will produce the draft confirmation and general terms & conditions (agreement} containing any
modifications as a result of the negotiations. A Contract Review and Exception Form will be completed and
signed by the procurement analyst noting all deviations from PEC's set of GTC.

For vendors communicating that they have no proposed changes to PEC's set of GTC, the procurement
analyst will complete and sign the Contract Review and Exception Form noting there are no changes from
the GTC.

Except for spot purchases less than six months, the Contract Review and Exception Form will be attached fo
the Confirmation and GTC {modified or not} and routed to Legal for review and comment, and when
applicable is also routed to Credit, and Accounting (if applicable) for review and comment. Once all reviews
and comments are complete, the Contract Review and Exception Form along with the Confirmation and GTC
are routed to the contract signatory for review and for Review Form signature, noting any comments made by
Legal, Credit, andfor Accounting. The identification of the contract signatory is based upon corporate
approval levels outlined below

Position Level Term {years) Total Neminal Value
Section Manager 3 year Up to $25 million
Department Head - Up to $200 million
President/CEQ Group President - Up to $500 million
Internal Board/Chair - Unlimited

Please refer to Exhibit 1, “Recent updates to Dalegation of Authority” from the Audit Services Department.
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The contract signatory weighs all review comments, balancing risks with business needs and comes 1o a
decision whether the confract as attached should be executed, sent back for further negotiations with the
vendor, or the contract should not be executed.

in preparation for contract execution, the procurement analyst prints @ sufficient number of agreements so
that PEC and each seller associated with the vendor (if the agreement names multiple sellers) will each
receive an original with all signatures. The procurement analyst initials each page of each original in 2 non-
black ink to assure no unapproved modifications will be made. All originais are then sent o the vendor for
signature. Upon receipt of signed originals from the vendor, the contract signatory signs and dates all
originals. Once executed, the procurement analyst sends the original contract to Contracts Administration for
electronic filing, All remaining originals are sent to the vendor.

For each solicitation resulting in an award of more than $100,000, the procurement analyst will record on the
purchase recommendation language that indicates the following:

Whether small business concerns were solicited and, if not, why not;

Whether veteran-owned small business concerns were soficited and, if not why not;

Whether service-disabled veteran-owned small business concerns were solicited and, if not why not;
Whether HUBZone small business concerns were solicited and, if not why not;

Whether small disadvantaged business concerns were solicited and, if not why not;

Whether women-owned small business concems were solicited and, i not why not;

if applicable, the reason award was not mads to a smalt business concern.”

EMmMoo®@»

Coal will not be loaded for PEC plants unfil & Confirmation Letter and/or Contract is signed by both PEC and
the: counterparty.

The procurement analyst saves the finalized electronic copy in the section's common directory, updates and
distributes the Contract Summary report fo the department, and completes a "Deal Ticket” which is then
provided to Fue! Administration for entry into FMS.

MCP-FFDC-00002 Rev. 3 {05/08) Page 7 of 19
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Contract Review and Exception Form

Date:

Entity:
Counterparty:
Type of Contract:

Exceptions to standard form/noteworthy provisions:
1.
2.
3.

Contract Administrator
Reviewed by:
Comments:

Legal { please review non-standard terms referenced above}
Reviewed by:
Comments:

Credit { _ please review non-standard terms referenced above)
Reviewed by:
Comments:

Accounting ( pleage review non-standard terms referenced above)
Reviewed by:
Comments:

Contract Signatory:
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TFebruary 3, 2006

Dear Prospective Bidder:

REQUEST FOR PROPOSALS FOR COAL SUPPLY

Bid Deadline: (82/15/2806)
Time: 12:00 (neon) EDT

Progress Enmergy tlomide ("PEF™) is soliciting your proposal for coal deliveries to Progress
Energy Florida Inc.’s Crystal River Units Nos, 4 and 3 (" Crystal River ), beginning in January
of 2007. Offers may be submitted for terms of one (1) 10 three (3) years. PEF prefers a quote for
a minimurm of 150,000 tons annually to be delivered in generally ratable monthly amounts;
however quotes for lesser quantities will be considered. The quality of all coal should conform
to the “Required Coal Specifications” listed on the attached Coal Producers” Solicitation Form.
All gnaranteed values are expecied 1o be met on a per shipment basis,

For domestic coal PEF will consider barge loading origins for the quoted product.
(1) For barge deliveries all prices should be quoted FOB the barge. The Bidder should
indicate am- leading dock preferences.
131 the case of (1) . the quoted price should be inclusive of all waxes, fees and all other charges w
ming, preduce, load and deliver the coal to PREF at the applicable delivery potnt.

For import coal all prices should be quoted as a dehvcrm price 1o 4 vew Orfeans, Lowsiana or
Mobile, Alabumna area import terminal in self-discharged vessels (belt u-typct vessels are
preferrad). with the supplier retaining title and risk of {oss w the coal until the coal crosses the
ship's rall as it is being unloaded at the applicable delivery point. The quoted price shall be
inclusive of all 1axes, fees. msurance, freight and other charges to mune. produce, load and
deliver the coal 1 PEF ot the applicable delivary point.

PEF preters a price quote which 1s effective as of January 1, 2007 and is fixed for a minimum of
wwelve (12) months thereafier. For proposals of duration longer than tweive (12) months, PEF
will consider both fixed price quoies and proposals conlaining price adjustment mecharssms.
For proposals for durarion of three (3) years. PFC will also consider quotes containing a price
reopener.

Although not necessarily disposiive, PEF stronzly prefers 10 wiilize the PEF Ceal Purchase
Confirmation together with the General Terms and Corditions which are attached thereto and
incorporaticn therein by reference (collectively the “PEF GTCP) in the event it chooses, in 118
scle discretion 10 award 2ny contruct(s). PEF will make covy of the PEF GTC available for
review o those Biddors, 1f any, making the “short list™.

Progress Fuels Corporation FEF 4 end § £2-03-05.D0C
2.0 E % 1551
Ralegn, NC 27802

PEF-07FL-001284
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Your proposals are duc by 11:00 am. Eastern Dayiight Time (EDT) February 13, 2006,
Proposals should be sent back on the attached Coal Producers’ Solicitation Form. For muitiple

proposals, a separate form 1s requited for each proposal. Please include all available analysis for
the coal (i.e.. proximate, uitimate, sulfur forms, mineral analysis of ash, ash fusion temperarures.
race niemem). If vou desire 10 show a typical value, please ensure that you also include vour
guaranteed values in order for your proposal to be considered. If your proposal includes a
blended product from various seams. pleasc provide the guality data for the blended produst as
well as for each individual seam from which you would expect to ship coal should you be
awarded a contracl.

Clectronic submissions are preferred but hardeopy submissions will be accepted provided that
ihey are seaied. The proposais should be marked “Progress Tnergy Florida Coal Proposal -
Term Contract Compiiance Coal Quotation™ in the subject line {or on the face of the envelope if
subnutted by hard copy) and refumed to:

Annette Britton (annette.britton@pgnmail.com)
¢/o Progress Energy Carclinas, Inc.

Regulated Fuels Department

410 S. Wilmington St.

Mail Code: PUB 14

Raleigh, NC 27601

Proposals submilted 10 any other person or address will not be considered. Propesals should be
vaild, binding and hrevocable for thivtv (30) Business Days (as defined helow) from February 13,
2006, For the purroses of this Request for Proposals, a “Business D&y’ shall mean any day on
which the Federal Reserve member banks of New York, New York are open for business, except
tor Saturdays, Sundays, or Holidays.

We encourage offers that provide added value to Progress Energy Florida including (i) annual
ronnage ilexibility (expressed as a percentage): (i) unilateral extension option(s) for PEF; (1i1)
innovative pricing proposals; or (iv) potential parirering and/or stralegic opportunities,
Proposals will be evaluated not o“h' on 2 delivered cost basis but a‘aso on & periormance Gost
basis inciuding, but not limited to, coal and ash handling impacts, generatl
costs and environmenial complian :

ng station orjamtm('

t

Progress Dnergy Florida hereby reserves the might w walve wformal techmcabiies andfor
irregularities, to reject any and all proposals for any rcason, andor 1@ accept Or rgject any
proposal or proposals, as ¢ Jett"“h}e{‘ 1o be in the best interests of Progress Energy Dionida m its
sole and absoluie judgment. In addition, Progress Energy Florida reserves the night o make
inspection(s) of the mine(s). loading points and/or opcranona involved, and 1o further negotiatc
the terms and conditions of Bidder’s proposal(s) or to award or not award the contraci(s} and/or
rurchase order(s) on the basis of the proposal{s} as submitted, withowt further discussions,
negotiaiions and/er explanations.

PLF 4 and 5 02-03-08.00C

PEF-L7FL-001285



Docket No, 670703
Progress Energy Florida

Coy _ Exhibit No. ___ (SAW-2)
% Propress Energy Page 3 of 6

I'bis constitutes a Request for Proposals only. In no event shall PEF be deemed 10 have accepied
any oifer by any Bidder unless and untl 2 written acceptance of such offer {which acceptance
may be evidenced by a writien agreement 1o purchase such coal) is executed by a duly authorized
representative of PEF.

1f vou have any guestions, please contact Barbara Coppola (919) 346-6002 or Eddie Vinson at
(919) 546-3622.

Attachments

Progress Fuels Corporation FPEF 4 andg 5 02.03-05.20C
PG Box 1839
Azleigh. NC 27502

PEF-07FL-001290



COAL PRODUCERS' SOLIGITATION FORM
CRYSTALRIVER 445
PAGEIOF3

Docket No. 070703
Progress Energy Florda
Exhibit No.  (SAW-2)
Page 4 of 6

§ PRODUCER NaME:

STREET ADDRESS:

CONTACT: TELEPHONE NO.

MINE(ST: BOM DISTRICT: COUNTY: STATE

ORIGIN RAILRCAD(SYISTRICTEX____ G¥_ . Big Sandy Taher o % R TIPPLE DESIGHATIONMNUMBER:

TYPE OF LOADING FACILITY:

UNITTRAR: SMNGLECAR TRANLOAD: __

WAXIMUM LOADING CAPACITY:
TONS HOURS TRACK GAPACITY 3

WATER DELIVESY CAPASILITY: ___ YES ___ND BPORT COAL: LOAD PORT

SHIP THROUGH: DOCK LOAD RATE:

TOTAL PRODUCTION CAPACITY PER MONTH: TONS

PRODUCTION ER MONTH—MEETING OUR COAL SPECIFICATIONS: __TCNS

TYFEORMING, % DEEP L BSTAP % AUGER

4 SEaMS: BLEND RATIOR:

 COAL PREPARATION:

o MASHED

o COMBR{ATION

3 TYPE OF GoAL wASH:

m
)
=
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Docket No. 070703

PROGRES COAL PRODUCERS SOLIGITAT Progress Energy Florida
I P RESS AL P ERS' SOLIGITATICN FORM "y
CRYSTALRIVER 445 Exhibit No. ___ (SAW-2)

i Enargy PAGE 2 OF 3 _Page 5of 6
Florida e

QFFERED COAL SPECIFICATIONS REQUIRED COAL SPECIFICATIONS
DESCRIZTION “4S RECEIVED" *AS RECENVED" ’BYTUPJH:EOL"'S. S}J%Bi’_l‘t,fi:@inOUS
AVERAGE OR TYPICAL GUARSNTEED AS RECEWED AS RECEIVED®
GUARANTEED GUARANTEZED
MOISTURE (TOTAL) % ‘ 0% MaX, 30.0% MAX.
SURAFACE MOISTURE % 5.5% MaX. 5.0% MAX.
: ASH% ¢ 10.0% .‘-AA)(.? 78% MAX?
SULFUR DIOXIDE fLBivET) 1.2 LBAMAX? L2 LBAX !
BTUAE < 12,360 MM 82008 MiN.
THE 3
A GReEs FALRENHET He ) ' Z3COHN. 2200 MK,
VMATILE % 1 B 31.0% MiING FLO% BN
GRIMDAZILITY, HARDGRGYE 3 A2 MING 5 MiN3
28 g TRY
FINES {114~ X ) 45% MAX2 30% MaX s
PYRITIC SULFUR b 0.2% MAXT 0.2% sl
FIRED CAREON % i — —
; HYDROGEN % R E — e
§ wrRoGen i3 | E— —
1 cHioene % o \ — —
§ OKIGEN % l e ——
: n indiddual shipmest Sass trses wil o2 based on these vefuss,
3 properton 1o Ba iPrefarad value, toals not meeting this sgeciication vid be considered,
) e52 prOpOTion 1o Bl
% 5 SALANALYEIR %VEIGHT . TRACE ELZMONTS PPN IN COAL
a DESCRIPTION AYERAGE 370 DEV. DESTRIPTION i KYERSGE ‘ §TL IV,
1 pa Antipany ]
§ Arserig
Fenl | | ey J
2 A Cadmum ﬁ
LRES Chromium
£e0 : Cobah
ted Fluarine
05 Lead
2 KC Lihium |
; Ma:0 ] a hiarganese
' 77- ! Merciey 5
’ Basaion! o Migkei ! _,_)_ _
] .
1 w‘=.“=-z..zimum Base’’oid Retio - | . .,.r—-f

£ B T O e T AT G Mo 3 - S

Poara o Spmas 02-93-35, D00

PEF-07FL-001298



Docket No. 070703

Progress Energy Florida
PROGRESS COAL PRODUCERS' SOLICITATION FORM sy 5
~ CRYSTAL RIVER 4 & 5 ExhibitNo. ___ (SAW-2)

3

snergy PAGE 30F 3 Page b of b
Florica

R PP T T 20 o T G o Wy T LT Lk g ey N T R e
NCTE: ADD SHEETSIF MORE THAM ONE SEAM
CFEERED COAL SPECIFICATIONS ) REQUIRED COAL SPECIFICATIONS
CEOCRIPTION . - BITUMINOUS SUB-BITUMING
) “AS RECEVED' A3 RECEVED A5 RECERRCF 'AS RECENED:
ERAG A GUARANTEE s P
AVERAGE OR TYPICAL UARANTEED CUBRANTEED GUARANTEED
MOIBTURE [TOTAL} % - ‘ 8.0% M 30.0% MAX.
SURFACE MOISTURE % 0% MK 3.0% MAX.
ASH % ¢ 0% MAX2 7.8% MAX Y
SULFLR DIOXIDE (LEAETL) 12 BMAK 2 LML
8TULS * 12,300 MIN, 6,20008 MIN.
A8H SOFTENING ¢ 2500
500 MIN, 2,200 MiN,
DEGREES FARRENHET e ) i 230 200

VOLATILE % * J1.0% MiN. 31.0% MING
GRINDGABILITY, HARDGROVE ¢ L ESMIN?
SIZE TET TERY
FIMES {48~ X 07) 45% Max.S 305 #AKE
PYRITIC SULFUR .2% MAax " G.2% MAY

2 FIXEC CARBON % t — —

3 HYDROGEN % ' —

E - !

3 NITROSEN % | — .—

T CHLDRINE % ; - a— i .

8 oxvoEn % e e - 3
iust be met on an ndvidual At nass. *Toonamic enzlyses will ba based on thase vakies, E
diusizie in ditert saoncrion 16 Sy, SPrefrred valie, codis nol mesing 1l speciieation will be considerad. g

usiatle it irverse progorian lo Bl ]
MINERAL AMALYSIS RWEIGHT TRACE ELEMENTS PEM N COAL g

CESCRIPTION AVERAGE ; STC. DRV, 1 CEICRPTION AVERSZE STDOEY g

et ) Antirony ?‘[

3 Sitn Arsenic %

: Beryilum g

; : — g

¥ ALy Cagmium |

3 T Chrgmium I E

3 ea0 Caba | ;

E s ! Fisorine i i

E S - i 3

g St | Lead &

4

% 40 Lithies 7

g _ * O

E:
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Suite 510 Fisa1.747.89081
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o AL Coxl Sales Company Timaolhy tanson 1208 Qe Bcge Coun Imeas hnsighil P, 059.224.2368 wBECEEBIES O
: Laxington, Ky $051]
3
, _ il B
Alllincu Coal Sates Corp Tim J. \¥hatan 1211 Maiizad Avenge weLwhieiangRadin.com, P1305448.6164 7
Corpt Gabtes, FL 73134 F: 305.446.6694 I —
Alpha Coal Sales Co., LLC - L. Eitts Dusanbury 6201 Fairviaw Roag 2100 £:704.643.5013 Yes/email 02.15.08; 10:¢3 o.m. PFCFEBZO0G-11
Swde 200 F: 704.643.5015 L :
Chartetie, RC 28210 C: 704 0051544 o
Alphs Coat Saiey Co, LLC Rick Leade Ono Energy Place e Tah!gor, Gom 1P 278 675,044 . v o
Suile 104 F: 278.620.502 5 -
§ iLalioba, PA 15650 C: 42).534 4924 -
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I Svie 2000 F: 724 537.2302
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Apex Codl Salgs | David E. Long She dounizin dseadoms npaxcoalsalesfchanaed.ngl P 304.752.2365
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C: 3143785014 e ;C’
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Belsrol, WA 24202 F: 276.869.3543
Gltng Group, The L. Michaei £, Moran nunoangitclients com P 704.502.7472
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Laytonsvite, MD 20862 F: 240.682.6770
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o e Rienenand, VA TI275
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C:71).206 8141
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D, Toe Rich

Cavafies Building, Sule 404
95 Whilg Brizga Rowd
Mashville, T 37205

E15.352.5484

HH

T Bominioa Enargy Oouglas €. Young P Bas 25593 G0k gy AR0om o P, B04.752.5{719 Mo
Reghmoad, VA 23260 . F: 604.787 6482
Dreonunond Coat Sales, Ing. Rick Cate M Arborolum Higco reo'paturummony P 804.323.3004 o

Suile 140
Richaxnd, VA 23230

F: 804.323.3227
C: BCS. 230, 8256

Orummand Coai Sales, Inc.

Ponnls J. Steul

1000 Lipaiy Center Orive
Suiip 300
Vieslavia Hily, AL 35242

L ONGCO, GOMm

1 2059450411
F. 205.045.6440
C. 205.601.8705

Yos e 021504, 10:48 5.Mm.

PFCFEB2006- 14

DTE Cool Serylces, lne.

Goorge Ruinsuy

runseaBdieenatny com
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Rolanda Sanz-Guereso
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Yes { email 02 15-05, 10017 am

PFCFER2008-13
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Juery Cacksay

519 Lontonderry Road
Cumperiand Gap, TH 37726

g;]u\\m«coal@ﬁeico‘ryx_\mzler Coin
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Soulhsas! Fuels, Ing.

Raiphy Shetan

PO Box 4061
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emailipsoutnegsieely.com,

" Reauihem Appatachian Coal Sales Inc.

Ken Danlels

20508 Exeduive Park Drive
Suite 100
Knowville, TH 379234816

kdarielsghsouliwinagp com.

£ §65.470.0648

25 8684755 Ho
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Juhn Statford

1301 Greenup Aveaue
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lqgconizEnotmai corm
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TECO Coal Com.

Edward L. BHiips

200 Alisan Bowlavard
Corbin, KY 40701

il sgibetisoutirel

P2 606.437, 5010
F: 608.437.5912
C: 60G.454.2186

Thotoughlyed Coal Ca.

Sleva Isgacs

PO Box 11156
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Frinily Coal Makeling LLE George A, McClglian 105% Main Strecl, Suie 100 uerge mecisiasdazilink.ng) 15804 384 5053 FFCFEB2006-07 Y
Mitton, W 25541 F: B04,204,3267
C: 713.304.7306 .
Tripdty Coal farkeling &.LE Dan Edwards 14257 Poplar Mzadow Lane O edwardsidirecuay Cony P 540:842.5548 .7 HNa:
Bartgursvily, VA 22923 F: $40.002.3658 -
. C; 640.842,5548
UBS Enurgy, LLG Cougias 0. Jacgues &7 7 Washingien Boukrvard Doggias, Jecquesibubs ¢om . 203.7 124770
St Floor F: 2413.739.1028
Slasnfoed, CT 08801 C: 200.418.2219
U.S. Sleal Minlnp Co., L1C JoPoMantha E00 Granl Sireel, Suile 1680 imadhaflyys com TP R EENTEY]
Pitsbprgh, PA 15219-7749 F: 412.433.5839
Unlled Powaor, fnc. Qan Vaughn 5501 Ledgesions Drive dyauningdupicenl com. P 012,473,500 No- |
Evansville, IN 4771 1 F: 832.473.55813 T !
Venee Petrolenm Carp. Frank Hurtado 45 Rockelollar Piaza, Suile 1600 {Iaakhyapdefioizn.gen P. 212.960,1712 Mo - _
630 Filln Aveswa F 212.968.1720 .
Mo York, NY 1011 .
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Coal Procurement Plan for February 2006 RFP

March 15, 2006
(Revised: 6127/06)

A. Ristorical Coal Prices

Coal prices were historically stable during the period 1880 through 2000. in 2001 an abhorma) price
spike was attributed to high energy demand and resulting coa! burn caused by the Califomnia electricity
crisis, high prices for alternative fuels, such as natural gas, low hydroelectric prices due to drought in the
Pacific Northwest, the hard winter of 2000-2001 and low invertary stackpiles. These situations al

occurred during a time when supply was constrained due to years of under-investment in the industry.
Prices for coal are less transparent than prices for many other commodities such as patural gas and oil.

This relative lack of transparency is due to a number of factors, including a limited futures markst (coal
futures are traded on only one commedity exchange, the NYMEX) and compared to crude oil and natural
gas, relatively low liquidity and dollar volume. in 2004, the market was again disrupted due to shortage of
coal in the international market, resulting in high demand and prices for Central Appalachia (CAPP) regicn

coarl.
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B. Historical Coal Production (Supply)

Coal productivity in the U.S, has gone through distinct stages. Prior to 1974, the industry saw steady
growth as new equipment and technologies ware developad to improve processes and increase
productivity. The 1970s brought us the energy crisis and new surface mining laws that dampened
production. Howaver, from the early 1880s through the 1990s, coal mina productivity increased steadily
as new innovations were developed and increasing demand for coal evolved. Production began to
decline again in late 1999-2000 and is slowly starting to increase again, although not to the production
tevels szen in the late 1830s. Production in 1998 in the CAPP region was approximately 279 million tons
and in 2005 it was approximately 235 million tons. In the Eastern U.S., production increased nearly 4% in
Northern Appalachia (NAPP) from 2004 to 2005, versus 1% in CAPP, and 2% in the lllinois Basin.

There are three primary factors that are likeiy to reduce the productivity of CAPP surface mines in the
future: higher stripping ratios, the inability to increase equipment size much further and slow lead time to
obtain individual 404 valley-fill permits. Aithough most surface mine trends point toward lower future
productivities, some new highwall-miners have been active In CAPP, and they are usually highly
productive machines. As coal prices rose recently, one of the barriers to bringing on new production was
the long lead times to obtain permits. However, it is relatively easy for producers to notify state permit
offices and add & highwal-miner to a strip job. This trend will most tikely continue.

C. Current Markget Drivers

We have seen a sustained level of coal price increases in all U.S. coal regions since 2003. This price
increase is especiglly prevalent in the East, where supply is most constrained.

+» Reserve depietion in Central Appalachia

+ Shortage of coal in the international market

o High oil and natural gas prices

« Continued consclidation of coal producing companies, bioth in the U.S. and overseas

» Incraasing number of pubiicly traded coa! producers with respansibility to sharehclders to increase

rofits

. FCJJut of 203 GW of generation in the East, 45 GW is already scrubbed. Significant scrubbing will

- start to come on line in 2007 with the total in 2010 expected to be at least 539 GW.

+ Fuel switching by scrubbed units could be significant for Northeast, Midwest and Ohic River
utilities which could result in the free-up of CAPP supply. Less fuel switching is anticipated for
Southeast utilities due to transportation logistics challenges for coa! movements from NAPP and
flinois Basin to Southeastern utilities.

in addition, Eastern wtifities experienced poor service from the railroads beginning in 2004 due to
waffic growth, resource and power capacity constraints, and increased demand for exports. Increases in
the price of diesef fusl, maintenance, and operating costs have led 1o prica increases across ai rail
systems in order to maintain the railroad’s cost of capital. Railroads have also used increased prices in
recent months, especially for movements from regions other than CAPP. These increases are gug to
anticipatad new traffic voiumes (e.g.. NAPP coal moves by NS into the Southeasiern U.S.) that they do
not currently have the assets to grovide these services.

BAC/CEY ) PEF-FUEL-004627

05/23/68 (Rev, G&/27/G6)
Page 2

y@ﬁ‘ Progress Energy

Peopte. Feformance. Excellence.



Stockpile changes can have & significant impact on shont tarm demand and market prices. The
gecline of Eastern utility stockpiles in tate 2004 and early 2005 created additional demand for the
remainder of 2003 and first quarier 2006, Stock growth in 2006 couid support a weakening market in

2007.

Eastern Utility Stockpile Levels

Docket No. 070703
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Exhibit No. {(SAW-4)
Page3 of 6

-=- Siocks (mmi) ,

Year End | MM Tons | Change Days
2000 51.2 (26 4) 338
2001 80.2 29.0 54.4
2002 772 (3.0 51,9
2003 66.9 {10.3} 43.8
2004 57.3 (3.6} 37.4
2005 51.5 4.2 389
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Source: Energy Ventures Analysis, Inc., data as of February 2006
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The outcomes of this Reguest for Proposal will support the Regulated Fuels Department 2008
Business Plan’ strategy for envirormental compliance. This strategy’s key initiative is to purchase coal for
delivery in years 2007-2009. Coal suppliers from a number of regions, domestically and cffshore, will receive
a copy of the request.

Targets for procurement from this RFP are as follows:

Febru_a y 2006 PEF. RFP Volume Targets .

e

Totgl Voiume Reguirement with Hedge (K tons) IR % <127 PR,
Breakdown by Quality/Plant

 C—

Crystal Rver 4&5

n' Tl % o A el PRI E,

Twenty two suppliers responded to the RFP with approximately over one hundred unigue responses.

RFF Analysis Assumptions and Methodslogies

e tad Pagt

Transporiation Assumptions

ol & A
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up tong beyond contract term).

mwestlis and Recowmendatmns

o =i s e

Compliance Coal Strategy

Targets do not include contractual obligations that might extend beyord the contract term !

i. Plocum approximately. 500,000 tons of domestic river coal for transport to International Marine

Terminal for diversification and blendlng

2. Procure 2.0 mifiion tons of coal to replate expiring contracts and maximize the economics of

waterborne coal déliveries. The September 2005 RFP did not result in many offers and suppiiers were
willing to "sit-on” compliance coal through the last half-of 2005 in order to extract anticipated higher

FOB mine prices,

NON- COMPLIANCE COAL STRATEGY

Eoe MIITTAT T

Currently we have a small open position for units 1 & 2 therefore we will recommend the purchase of ore
train per month in 2007 and two trains per month for years 2008 and 2008.

In.order to ensure.s diversifiad portfslio at PEF énd to meet the physrca! hedging guidelines for 2007,
the follownng tables documant the recommended and approved purchases from this RFP, as well as the

surrent position.

Quality 2008 ~zgoT 2008 2009
S0z BIY Tons - ISiom - rons o Torg {Sfony Tens $ion
1.20 22,300 300.000 5 tenn| AR
1.20 11,300 452,000 § 3525
1.20 11,300 500000 S 80.80
120 12400 | 240000 5 6328 240000 § 63.60
1.90 12300 120006 $ 4815
1.0 12,200 300,000 3 64.25
2:3,0040 53.25 1,922,500 SEG.03
BAC/CEV PEF-FUEL-004630
Q523465 (Rev. 05/27/08)
Page 3 7
= gm
&% Progress Energy

People. ¥

erformance. Excelience.



Docket No. 070703

Progress Energy Florida
Exhibit No. {(SAW-4) BRI
Page 6 of 6 t’UE"iﬂdiii%i}{é

For Business Concluded EOD: 6282006

! 2005 2007 2008 2008 2010 |
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