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Dear Ms. Cole: 

On February 2,2009, our office filed the direct testimony and exhibits of David J. Putman in 
----the above docket. At the time, Progress Energy Florida, Inc. (PEF) had not had an opportunity to 

view the testimony and exhibits to determine whether it contained information that PEF deems 
mnfidential. Accordingly, we filed a single copy of the entire package of testimony and exhibits 

OK' -subject  to confidentiality, pending PEF's review. 
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Recently PEF informed us that it has completed its review. PEF informed us that PEF asserts 
--that certain portions of Mr. Putman's Exhibit DJP-8 are confidential. PEF informed me that it 
-11 file today a Request for Confidential Classification relating to DJP-8. 

CLK A c c o r d i n g l y ,  I am delivering, for filing and distribution, the original and 15 copies of the 
"public version" of Mr. Putman3 testimony and exhibits. Exhibit DJ-8 of the public version has 
been redacted to be consistent with PEF's assertion of confidentiality. 

After we filed the first package oftestimony and exhibits, it came to our attention that we 
inadvertently included the wrong version of Exhibit DJP-7, which had been modified to include, 
on page 3 of 3, more detailed labeling of atable showing Btu contents of blends of coal. We 

>?!'(,,M[ + '  L!-4sr+ckT[ 

9 1 135 FEB 13 

FPS C ~ C OM)? I S S I G Ea CL ERH 



February 13,2009 
Page 2 

have rectified that mistake in the 15 copies that we are delivering you today. The additional 
column headings, which were added for greater clarity, constitute the only “substantive” changes 
to the exhibit. We have identified it as “Revised Exhibit DJP-7”. 

Inasmuch as Exhibit DJP-8 is the only portion of the testimony and exhibits that is the subject 
of PEF’s claim of confidentiality, and PEF has today included full and redacted versions of 
Exhibit DJP-8 with its Request for Confidential Classification, I request that you return the first 
package that we filed under confidentiality pending the completion of PEF’s review. 

Thank you for your assistance. 

Yours truly, 

Yoseph A. McGlothlin 
Associate Public Counsel 

JAM:bsr 

Enclosure 

cc: John Burnett 
Paul Lewis 
Lisa Bennett 
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DIRECT TESTIMONY 

OF 

DAVID J. PUTMAN 

On Behalf of the Office of Public Counsel 

Before the 

Florida Public Service Commission 

Docket No. 070703-E1 

I. STATEMENT OF QUALIFICATIONS 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is David J. Putman. My business address is 2236 Royal Crest Drive, 

Birmingham, Alabama 35216. 

BY WHOM ARE YOU EMPLOYED? 

I work as an independent consultant working under the name of Putman Consulting 

Services. I work with coal producers, transportation companies, power generators, 

and other related companies to identify innovative solutions to their problems. 

PLEASE GIVE US A SUMMARY OF YOUR EDUCATIONAL 

BACKGROUND AND PROFESSIONAL EXPERIENCE. 

I have a Bachelor of Mechanical Engineering degree from Georgia Institute of 

Technology (1967) and a Juris Doctor Degree fiom Birmingham School of Law 

(1982). 
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I have extensive practical experience in multiple areas of utility power plant 

operations and fuel acquisition management gained &om 30 years of employment 

with Alabama Power Company and Southern Company Services. Additional 

information is shown on my resume, which I have attached as Exhibit No. ~ 

(DJP- 1 )  

11. BACKGROUND 

PLEASE BRIEFLY DESCRIBE THE GENESIS OF THIS PROCEEDING. 

When the management of PEF’s predecessor utility contracted for the design and 

construction of Crystal River Units #/ 4 and # 5 (CR4 and CR5), it specified boilers, 

plant auxiliary equipment and coal yard equipment capable of burning a 50/50 blend 

of bituminous and sub-bituminous coal. This 50/50 mix was the designated “Design 

Fuel” that served as the basis for plant design. As part of Florida’s plant site 

approval process the plant was permitted to burn that blend. The utility paid a 

premium price for the ability to burn a diverse fuel mix. The total cost, including the 

premium, would have been built into base rates that continue to affect rates paid by 

PEF customers today. 

When the units were completed and ready to be placed in commercial service, the 

utility did not conduct an acceptance test using the 50/50 Design Fuel. This type 

test-by that, I mean a test using the “design basis” fuel-- is the accepted practice 

within the industry. When CR4 and CR5 commenced operations, the units burned 

100% bituminous coal from the Central Appalachian coal region. In recent years the 

plant added bituminous coal from South America to its procurement mix. 

2 
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In 1996, under Title V of the Clean Air Act, utilities were required to acquire new 

federal permits for burning the coal they would use for future operations. In its 

application for the new federal permit for CR4 and CR5, PEF proposed to burn only 

bituminous coal. The permit PEF received therefore limited it to that type of coal. 

When PEF applied to renew the federal permit in 2000, PEF again identified only 

bituminous coal as a fuel, and again the terms of the permit restricted PEF to 

bituminous coal. 

For a period of time following the commercial in-service dates of CR 4 and 5, 

bituminous coal was the most economical option for the units. During this time the 

ratepayers did not overpay for fuel due to PEF”s failure to test sub-bituminous coal, 

acquire the appropriate permit modifications or to keep the plant equipment 

maintained so as to be capable to bum the sub-bituminous coal. 

In the 1990’s, the mines in the Powder River Basin (PFB) were developing in a 

major way. That area became a significant and expanding source of low cost, low 

sulfur sub-bituminous coal. Because the cost of the coal was very low and the coal 

is environmentally beneficial, many utilities in the Midwest, Southeast and even into 

the Northeast began to experiment and test the coal in a wide range of units. 

Southern Company, where I worked at the time as General Manager in the Fuel 

Department, was one of those utilities. Utilities found that many units with a 

reasonable amount of modifications, could burn the coal very successfully. The 

Southern Company, for example, converted all four of the units at each of its two 

largest plants to burn 100% sub-bituminous coal, even though those units were not 

designed to bum sub-bituminous coal. Those big Southern Company plants are 

3 
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Plant Miller at Alabama Power and Plant Scherer at Georgia Power. However, 

despite having built the ability to burn sub-bituminous coal into the design of CR4 

and CR5, PEF did not seek to obtain the requisite authority to burn sub-bituminous 

coal and did not test the coal in CR4 and CR5. 

In Docket No. 060658-E1, the Commission considered a petition by the Office of 

Public Counsel to require Progress Energy Florida to refund excess fuel charges 

occasioned by its imprudent inability to take advantage of more economical sub- 

bituminous coal 

In Order No. PSC-07-0816-FOF-E1, issued on October 10,2007 in Docket No. 

060658-EI, at pages 34-35 the Commission found: 

“ ... PEF did not act prudently in placing itself in a position to 
purchase PRB coal for CR4 and CR5. During 2001 and 2002 PEF 
did not seek revisions to its environmental permit, it did not conduct 
PRE? coal test burns, it did not modify its plant to burn PRB coal on a 
long term basis, nor did it purchase PRB coal. Despite the fact that 
PFC recognized in May 2001 that PRE? was very competitive, on an 
evaluated basis, with the types of coal it had historically purchased 
(CAF’P coal and foreign coal) on behalf of PEF, prudent steps were 
not taken. We find that PEF management’s failure to act despite its 
affiliate managements’ knowledge the PRB coal was a cost-effective 
alternative was imprudent. We find that while PEF did not pay 
excessive fuel costs for the years 1996 through 2002 it did pay 
excessive fuel costs from 2003 through 2005.” 

The PSC found that PEF’s imprudence caused excess coal costs of $9,797,568 and 

related excess emissions costs (related to the lower sulfur content of the sub- 

bituminous coal that PEF was unable to purchase) of $2,627,924 during the period 

2003 through 2005 for a total of $12,425,492, before the application of interest. 30 

31 
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DID YOU PARTICIPATE IN DOCKET NO. 060658-EI? 

Yes, I testified for the Office of Public Counsel (OPC) in Docket No. 060658-EI. I 

described my experience with sub-bituminous coal out of the PRB coal region when 

I was procuring coal for Southem Company as General Manager of the Fuel 

Department of Southem Company Services. I described how the aggressive 

marketing by the PRB producers and the Western railroads alerted us to the 

opportunities offered by the growing coal production in the PRB. I described how 

we conducted careful tests at Plant Scherer that worked so well that other plants 

quickly jumped on board with their own tests. 

modifications in coal handling equipment and procedures that were required and 

how those were made with reasonable ease and costs. And of course I stressed the 

very significant reductions in fuel cost experienced by the companies and therefore 

their ratepayers. 

I described the types of 

111. PURPOSE AND SUMMARY 

WHAT IS YOUR ROLE IN THIS PROCEEDING? 

I have been asked to provide analytical assistance in determining whether PEF’s 

customers were required to bear unnecessarily high fuel costs in calendar years 

2006 and 2007 as a result of PEF’s inability to take advantage of the most 

economical coal market opportunities that were available to the company. Based on 

the analysis I have performed, I will testify that the specific imprudences that the 

Commission identified in Docket No. 060658-E1 continued to impact coal and 

emissions costs adversely during 2006 and 2007. I will also testify that the specific 

issues already identified are symptomatic of a broader shortcoming of management 

5 
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that appears to impact both the procurement program aid plant operations. 

testify that, taking into account and applying the parameters of the Commission’s 

decision in Docket No. 060658-EI, and comparing the cost of the coal actually 

delivered with the evaluated costs of the bids submitted to PEF for delivery in 

calendar years 2006 and 2007, the failure of PEF to position itself to take advantage 

of the ability of CR4 and CR5 to burn a mixture of bituminous and sub-bituminous 

coals continued to require customers to bear unnecessarily and unreasonably high 

fuel costs. I will show that in 2006 and 2007 PEF overcharged retail customers in 

the amount of $51,015,826 as a direct result of its inability to take advantage of the 

most economical fuel offered to it for CR4 and CR5. This figure relates solely to the 

differential between the cost of coal that was actually delivered to CR4 and CR5 and 

the lower cost of a blend containing 20% sub-bituminous coal that was available to 

PEF but that PEF was precluded from buying because of the imprudences observed 

by the Commission in Docket No 060658-EI. The lower costing blend would have 

led to separate savings, in the form of lower costs of SO2 emissions allowances, of 

$10,263,367.65. Neither of these figures includes the application of interest. In 

Docket No. 060658-EI, the Commission included both components (fuel cost 

differential and extra costs of emissions allowances) when it calculated the refund 

provision of Order No. PSC-07-08 16-FOF-EI. 

I will 

IV. EXCESS FUEL COSTS. 2006-2007 

WHAT ARE THE FAILURES TO WHICH YOU REFER THAT WERE 

IDENTIFIED BY THE COMMISSION IN DOCKET NO. 060658-EI? 

The Commission found that during the period covered by Docket No. 060658-EI, 

including the years 2001 through 2005, PEF did not seek revisions to its 

6 
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environmental permit timely, did not conduct PRB coal test bums, and did not 

modify its plant to bum sub-bituminous coal on a long term basis. The Commission 

concluded that, because of these imprudences, PEF was not positioned and was 

therefore unable to procure and burn the most economical fuel available in CR4 and 

CR5 during three years of the time frame that the Commission examined in Docket 

NO. 060658-EI. 

HOW DID YOU STRUCTURE YOUR ANALYSIS TO COMPARE THE 

COST OF COAL ACTUALLY DELIVERED TO COSTS OF OTHER COAL 

AVAILABLE TO PEF FOR BURNING IN 2006 AND 2007? 

I used the evaluation guidelines established by the Commission in PSC Order No. 

PSC-07-0816-FOF-E1, to compare the delivered coal costs actually incurred by PEF 

during the years 2006 and 2007 against the costs that would have been incurred if 

PEF had implemented a procurement program that fully utilized the lowest cost coal 

available to it during the time period. 

In my analysis I recognized and fully incorporated the restrictions imposed by the 

Commission’s prior order, in which when calculating a refund, it limited the use of 

sub-bituminous coal to a maximum of 20 % (by weight) blend and assumed the 

blending had to occur prior to arrival at the plant. The Commission applied the 20% 

factor to only coal that was delivered to CR4 and CR5 by water. Only about half of 

the coal is shipped to the plant by water; the other half, which is delivered by rail, 

was not included in the calculation of the refund. 

24 
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PLEASE ELABORATE ON THE PARAMETERS OF PSC ORDER NO. PSC- 

07-0816-FOF-EL 

The “cost effectiveness test” that the Commission applied in Order No. PSC-07- 

0816-FOF-E1 requires a comparison of the delivered coal costs that PEF actually 

incurred by using Central Appalachian and South American imported coal at CR 4 

and CR 5 during 2006 and 2007 with the evaluated costs that would have been 

incurred if a blend containing 20 % blend of sub-bituminous coal and 80% 

bituminous coal had been used at CR 4 and 5 during the same period. 

WHAT DOES THE TERM “EVALUATED COST” MEAN? 

“Evaluated cost” refers to the cost that results when the price quoted by the supplier 

is adjusted to take into account cost factors not quantified in the quoted “cash price,” 

such as the transportation cost to move the coal from the sales point (FOB point) to 

the plant, the predicted impact of the offered coal on the boiler operations, and 

sulfur content. 

WJ3AT MATERIALS DID YOU USE FOR YOUR ANALYSIS? 

In order to reduce conflicts and disputes regarding the data and assumptions in my 

analysis compared to any analysis prepared by PEF, I made every effort to use data 

prepared by PEF or the same industry data relied on by Mr. James Heller, the 

witness for PEF. In fact, at the core of my comparisons are the actual delivered 

costs of coal delivered to CR4 and CR5 as reported by PEF and the evaluated costs 

of alternatives as calculated by PEF at the time it solicited proposals for coal. 

Although my results differ greatly fiom Mr. Heller’s conclusions, our available 
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sources were the same. I will identify the sources of the differences later in my 

testimony. 

I relied on PEF’s historical delivered coal price data as reported to the Federal 

Energy Regulatory Commission (FERC) on Form 423 for the 2006-2007 time 

periods. The relevant data in these reports show the cost of coal delivered to a 

transloading terminal. The final cost to deliver it by water to the plant must be 

added to the FERC 423 costs. Exhibit No. ~ (DJP-2 ) 

To determine the cost to deliver coal fi.om the transloading facility I reviewed actual 

cost data prepared by PEF for the two year period that broke the costs into the 

categories, barge costs and other costs. Upon comparing the results of my review 

with the results that Mr. Heller, PEF’s witness, used in his Exhibit No. -(JNH-3), 

I found the numbers to be the same -- as one would expect, since we both used the 

same source documents. So, again to reduce any controversy in the way we both 

performed our separate analysis, I am going to refer to Mr. Heller’s exhibit as my 

source of the “Gulf Barge Transport Rate” and “other Costs” inputs to my 

comparison analysis. 

It is instructive to compare the price for coal actually delivered to CR4 and CR5 as 

calculated by Mr. Heller on his Exhibit No. ~ (JNH-3) and the same number 

calculated by me in my similar exhibit to be discussed later. The numbers are 

basically the same. This means that any final differences in our analyses will be on 

the side of the comparison that involves selecting and quantifying, on the basis of 

9 
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availability and evaluated cost, the alternative sub-bituminous coal that could have 

been purchased. 

To determine the evaluated costs of alternative options available to PEF for each 

year, I relied on evaluation sheets prepared by PEF’s Coal Procurement organization 

in the normal course of business when the organization prepares to make decisions 

based on responses to formal Request for Proposals (RFPs). The evaluation sheets 

prepared by PEF summarize all the bids received and show offered prices, delivery 

point, delivery method, tons offered, period of delivery, coal quality specifications, 

coal sourcing and other key information. 

PLEASE ELABORATE ON PEF’S CALCULATION OF AN “EVALUATED 

COST.” 

In accordance with PEF’s corporate procurement policy during an RFP PEF 

procurement personnel make an evaluation of each coal offered and its effect on 

boiler operation. To do this they may use a model, reported currently to be the 

VISTA model, or they may attempt to approximate the model by using a shorthand 

variation that uses past outputs from complex model runs. In any case, PEF assigns 

an evaluated cost to each bid that compares the quality of the offered coal to a 

baseline standard and that takes operational factors into account. The evaluated cost 

is shown on the evaluation sheet. The evaluated cost could be higher or lower than 

the price quoted in the proposal, based on the comparison of the qualities of the coal 

with the baseline value. 

10 
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PEF determines a cost of delivery of the coal from the supplier’s delivery point (the 

FOB point) to the plant. This cost is shown on the evaluation sheet. 

On the evaluation sheet the numbers are summed and a “Cash Cost” (i.e., the price 

quoted by the supplier, as affected by transportation costs) is shown in both $/ton 

and $/ MMBtu as well as an “Evaluated Cost” in $/ton and $/MMBtu. The bids are 

ranked based on the evaluated cost in $/MMBtu. The fmal evaluated cost is 

dependent upon the assumptions and values that are employed as inputs to the 

calculation. 

IN YOUR ANALYSIS, DID YOU MODIFY OR TAKE ISSUE WITH EITHER 

THE MANNER IN WHICH PEF EVALUATED THE COALS OR THE 

SPECIFIC INPUTS THAT PEF CHOSE FOR THE ANALYSIS? 

No. In my analysis I wished to employ, to the extent possible, PEF’s own numbers. 

Without indicating whether I would necessarily agree or disagree with all of PEF’s 

inputs had I performed a separate and independent evaluation, for my purposes I 

used the evaluated costs that PEF derived, without change. 

These evaluations represented bids from a competitive market RFP that were 

competing alternatives at the time PEF made purchase decisions for the years that 

are the subject of this docket. For that reason, evaluated costs are the best 

information available. In Order No. PSC-07-08 16-FOF-EI, the Commission 

determined that using the evaluated costs of available alternatives is the appropriate 

way to assess whether the actual delivered costs were reasonable. 

11 
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WHICH OF PEF’S PROCUREMENT ACTIVITIES DID YOU REVIEW 

DURING THE COURSE OF YOUR ANALYSIS? 

I reviewed the following RFPs issued by PEF, all of which resulted in bids offering 

coal for 2006 and 2007: 

Date of RFP 

April 2004 RFP for 2005 2006 2007 

September 2005 RFP for 2006 2007 2008 

February 2006 RFP for 2007 2008 2009 

Period encomuassed bv RFP 

September 2007 RFP for 2008 2009 2010 2011 2012 

I reviewed the September 2007 RFP only to evaluate future trends. 

PLEASE DESCRIBE THE STEPS IN YOUR ANALYSIS. 

In my analysis, I consciously tracked the methodology that the Commission 

employed when it calculated the refund in Order No. PSC-07-0816-FOF-El. First, 

to implement the Commission’s decision to base the cost of alternative coal on a 

blend containing 20% sub-bituminous coal, I determined the number of tons 

represented by 20% of the total amount of waterborne coal received at the plant for 

each year, 2006 and 2007. The basis for my calculation is PEF’s answer to OPC’s 

Interrogatory No. 4, which shows that PEF delivered 2,689,454 tons by water in 

2006 and 2,626,932 tons by water in 2007. I am attaching PEF’s answer to 

Interrogatory No. 4 as Exhibit No. __ (DJP-3 ). Applying the 20% factor, I 

identified 537,890 tons and 525,386 tons as the quantity of lower costing, 

alternative sub-bituminous coal that could have been substituted in 2006 and 2007, 

respectively, under the approach the Commission adopted in PSC Order No. PSC- 

12 
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07-0816-FOF-EI. The quantity of tons representing 20% of the water-delivered tons 

was a little higher than the number used in Docket No. 060658-E1 because 

apparently PEF was able to move more coal by water in 2006 and 2007. Next, on 

the assumption that any more economical coal would be used to displace the most 

expensive coal that was actually delivered, using Form 423 data I ranked the actually 

delivered coal in order of cost, and identified the 20% highest costing tons for each 

of the years 2006 and 2007. This is the method that PEF witness James Heller 

used in Docket No. 060658-E1 for his “cost-effectiveness test.” The Commission 

adopted this approach in its Order. I note that Mr. Heller used this same method in 

his prefiled testimony for this docket. 

Q. PLEASE CONTINUE. 

A. After I determined the highest cost coal actually delivered that constituted 20% of all 

tons actually delivered by water, using information on the FERC form 423, I then 

determined the total cost of delivering those tons to the plant for each year. For the 

costs to deliver the coal to Crystal River I used the Gulf Barge Transport Rate and 

Other Costs from Mr Heller’s Exhibit No. ~ (JNH-3). The total of the two years’ 

costs was the delivered cost actually incurred by PEF by using Central Appalachian 

and imported South American coal during 2006 and 2007 that could have been 

replaced by a corresponding number of tons of sub-bituminous coal. 

I then determined the lowest cost options for the same quantity of tons available to 

PEF for each of the years 2006 and 2007 which could have been used in a 20% 

blend with other waterborne coal. 

13 
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HOW DID YOU SELECT THE ALTERNATIVES TO COMPARE AGAINST 

ACTUAL DELIVERED COSTS? 

For 2006 I reviewed bids offered in the April 2004 RFP. The lowest cost bids on an 

evaluated basis that were available in both 2005 and 2006 were PRB bids offered to 

PEF in response to its April 2004 RFP. It is important to understand that in the April 

2004 RFP document, which I am attaching as Exhibit No. ___ 

solicited, and later received, proposals to deliver coal in 2005,2006, and 2007. In 

fact, I believe it is worth emphasizing that the portion of the refund related to 

calendar year 2005 that the Commission ordered in Docket No. 060658-E1 was 

based on a comparison of the coal that was actually delivered to CR4 and CR5 in 

2005 with the evaluated cost of Subbituminous coal that was offered for delivery in 

2005 in response to the April 2004 RFP solicitation. The inquiry of Docket No. 

060658 ended with calendar year 2005; however, because in the 2004 W P  PEF 

solicited proposals for 2006 and 2007 as well, and in fact acted on the proposals as 

they relate to 2006, the 2004 RFP is as important to this docket as it was to the 

earlier one. 

(DJP-4), PEF 

PLEASE DESCRIBE PEF’S PURCHASES AND OTHER ACTIONS THAT 

SHOW PEF HAD ADEQUATE SPACE IN ITS PROCUREMENT PLAN FOR 

2006 TO HAVE ALLOWED THE PURCHASE OF THE TONS OF SUB- 

BITUMINOUS COAL THAT YOU USED IN YOUR ANALYSIS. 

The decisions are well documented in a report by PEF’s procurement personnel to 

management dated June 22,2004, which I am attaching to my testimony as Exhibit 

No. __ (DJP-5). At the time, with respect to CR4 and CR5 PEF had an open 

position for 650,000 tons and was negotiating an extension of an existing contract 
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for additional tons. PEF elected to fill 480,000 tons of the open position fiom 

proposals for bituminous coal that were submitted in response to the April 2004 

RFP. PEF purchased 480,000 tons of bituminous coal at a price higher than the 

evaluated price of PRB sub-bituminous coal that had been offered for delivery in 

2006. With respect to the contract extension, which PEF negotiated during the same 

time frame in which it conducted the RFP, PEF purchased an additional 1 million 

tons of bituminous coal for delivery in 2006 at a delivered price higher than the 

evaluated cost of PRB sub-bituminous coal that was bid to the 2004 RFP for delivery 

in 2006. This more economical PRB sub-bituminous coal could have been 

purchased in lieu of the “contract extension” coal. Inasmuch as the total of the 

bituminous coal that PEF purchased to add to the amount already contracted 

(480,000 + 1,000,000) exceeded the tons represented by 20% of the total tons that 

could be delivered by water (537,890), it is clear that there was ample room in the 

2006 procurement plan to purchase 537,890 tons of sub-bituminous coal instead of 

the higher priced coal that was actually purchased. 

YOU MENTIONED THAT THE APRIL 2004 RFP INVITED BIDDERS TO 

SUBMIT PROPOSALS FOR COAL TO BE DELIVERED IN 2007 AS WELL 

AS 2005 AND 2006. DID THE BIDDERS SUBMIT PROPOSALS RELATED 

TO DELIVERY IN 2007? 

Yes. The bids received by PEF fiom the April 2004 RFP included several offers for 

coal to be delivered in 2007, including the low cost PRB offers. However, PEF 

elected to not buy any coals off the RFP for delivery during 2007. 
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IN YOUR ANALYSIS, DID YOU MODIFY EITHER THE QUANTITY OF 

COAL THAT PEF PURCHASED FOR DELIVERY IN 2006 OR ITS 

DECISION NOT TO PURCHASE COAL FROM THE 2004 RFP FOR 

DELIVERY IN 2007? 

No. I did not question PEF’s decision not to buy coal for 2007 from the April 2004 

RFP. Nor did I question or modify PEF’s decision to purchase less than the “full 

burn” requirement for 2006 at the time it acted on the bids to the 2004 RFP and 

negotiated a extension of an existing contract. A utility’s decision on the timing and 

size of a purchase is a subject separate fiom the impact of not buying the lowest cost 

coal available at the time the purchase decision is made. I limited my review to the 

latter subject. In other words, as a starting point I accepted the timing and quantities 

of coal resulting from PEF’s procurement actions. I focused solely on the difference 

between actual delivered prices and what the cost would have been if PEF had 

included 20% sub-bituminous coal when it was more economical and when it was 

being offered to PEF at the time of PEF’s decisions. 

PLEASE SUMMARIZE YOUR COMPARISON OF “ACTUAL 

DELIVERED” COSTS FOR 2006 AND THE EVALUATED COSTS OF 

ALTERNATIVE COALS THAT WERE AVAILABLE AT THE TIME PEF 

MADE ITS PROCUREMENT DECISIONS FOR 2006. 

For 2006, the decisions that PEF made at the conclusion of the 2004 RFP-the same 

decisions that led the Commission to order a refund of 2005 costs-are key. It 

happens that the analysis for 2006 is a straightforward extension of the adjustment the 

Commission made for 2005. The same suppliers of sub-bituminous coal that offered 

coal to be delivered in 2005 at evaluated costs lower than the delivered cost of the 
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bituminous coal that PEFactually received at CR4 and CR5 in 2005 also offered 

proposals for 2006 coal to be delivered in 2006 at evaluated cost lower than the 

delivered cost of the bituminous coal that PEF actually received at CR4 and CR5 in 

2006. I am attaching the evaluation sheet that PEF prepared to summarize the 

proposals submitted to the April 2004 RFP as Exhibit No. - (DJP-6). 

Accordingly, I accepted the delivered costs and the quantity of tons delivered in 

2006 as reported by PEF, calculated the cost of delivering the highest costing 20% of 

the total tons delivered by water, then compared that to an equal number of tons of 

the more economical sub-bituminous coal that was offered in the 2004 RFP for 

delivery in 2006. I used PEF’s own evaluated cost of the sub-bituminous coal, to 

comprise 20% of the amount delivered by water in 2006. This comparison results in 

a reduction of 2006 costs of fueling CR4 and CR5 in the amount of $25,149,462. 

Page one of my Exhibit No. __ (DJP-7) shows the details of the calculation. 

HOW DID YOU SELECT ALTERNATIVES FOR 2007 TO COMPARE 

AGAINST ACTUAL. DELIVERED COSTS? 

For my analysis of calendar year 2007, I used bids received in response to the 

February 2006 RFP. 

submitted to the 2006 RFP as my Exhibit No. ~ (DJP-8). The lowest cost bids 

received on an evaluated basis were two bids for sub-bituminous coal from mines in 

I am attaching PEF’s s m a r y  of evaluations of bids 

Indonesia, as shown by the ‘evaluated ranking’ on page 2 of Exhibt No. - (DJP- 

8). The evaluation sheet prepared by PEF clearly identifies these proposals as the 

lowest and second lowest bids for coal to be delivered in 2007. In fact, in his 

prefiled testimony in Docket 060658-E1, PEF witness Mr. Weintraub acknowledged 
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that the Indonesian sub-bituminous coal was the cheapest coal offered in response to 

the 2006 RFP. He also testified that PEF did not purchase the Indonesian sub- 

bituminous coal offered to the 2006 RFP for delivery in 2007 because PEF was still 

in the process of organizing the test burn (that would later support its application for 

a permit authorizing PEF to burn sub-bituminous coal legally). Specifically, Mr. 

Weintraub testified: 

We did not purchase the Indonesian sub-bituminous coal product 
because the plant had no prior experience with this type of coal, the 
CR4 and CR5 units were undergoing modifications to safely handle 
the PRB coals for a test burn as recommended by our outside 
engineering consultant and the test b m  of PRB sub-bituminous coals 
had not yet occurred. 

I am attaching the pertinent portion of Mr. Weintraub’s testimony as Exhibit No. 

~ (DJP-9 ). 

HAVE YOU HAD AN OPPORTUNITY TO REVIEW PEF’S EVALUATION 

OF THE BIDS THAT THE INDONESIAN PRODUCERS AND OTHERS 

SUBMITTED TO PEF’S 2006 RFP? 

Yes. I have attached PEF’s evaluation sheet from the February 2006 RFP as Exhibit 

No. __ (DJP-8) to my testimony. It shows that, as Mr. Weintraub testified in 

Docket No. 060658-EI, on an evaluated basis the two bids to supply sub-bituminous 

coal that Indonesian producers offered to PEF in response to the 2006 solicitation 

were the cheapest coals offered to supply CR4 and CR5 in calendar year 2007. 

WHAT ELSE DOES THE EVALUATION SHEET REVEAL ABOUT THE 

INDONESIAN SUB-BITUMINOUS COALS? 
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The specifications for the Indonesian sub-bituminous coal show that this coal 

possessed many desirable characteristsics. The ash content of the Indonesian coal 
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was extremely low, which is very desirable from an operational standpoint. The coal 

offered by the Indonesian producers also contained extremely low amounts of 

sulfur. The highly desirable qualities are reflected in the favorable score the coal 

received when PEF subjected it to the “evaluated cost” process. 

WERE THE PROPOSALS OF THE INDONESIAN PRODUCERS TO 

DELIVER COAL IN 2007 VIABLE AT THE TIME? 

Yes. The two Indonesian suppliers are significant and substantial global coal 

suppliers. Quoting from PT Adaro’s web site: 

PT Adaro has been mining coal from its coal concession area in the 
Tantung region of Indonesia’s South Kalimanatan Province since 
1991. The coal resource comprises 2.8 Billion tonnes of surface 
minable coal which is exceptionally clean at 0.1 % sulpher and 1.5% 
and which, because of its environmental attributes, has been 
trademarked globally as Envirocoal. The coal has been used widely 
throughout Europe, Asia and the Americas. Production and sales of 
Envirocoal have increased steadly since the start-up of operations 
reaching 36 million tons in 2007. 

22 

23 

24 

25 

PT Kjdeco Jaya Agung was established in 1982. It produced 22 million tons of coal 

in 2008. It is also a major exporter of coal into the Global market. I am attaching 

portions of the information that the Indonesian producers supplied to PEF at the time 

26 they submitted their proposals as Exhibit No. ~ (DJP- 10). 

27 

28 Q. 

29 

WOULD THE ABSENCE OF A STACK TEST SPECIFIC TO THE 

INDONESIAN COAL HAVE PREVENTED THE TRANSACTION, EVEN IF 
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PEP HAD PERFORMED A TEST WITH PRB SUB-BITUMINOUS COAL 

AND HAD OBTAINED A PERMIT AT THE TIME OF THE RFP? 

No. The quality specified by the producers was higher than that of the PRB coal 

typically available, and, especially in view of the extremely low ash content, the 

impact on operations would have been more favorable than sub-bituminous coal 

from the PRB. Even if PEF desired to conduct a stack test before purchasing the 

coal in quantity, in Docket No. 060658-E1 PEF’s witness testified that PEF 

conducted a stack test sufficient to confirm the suitability of a new imported 

bituminous coal in only four days of testing. It is clear from Mr. Weintraub’s 

testifimony in Docket No. 060658-E1 that only PEF’s failure to position itself to take 

advantage of the opportunity presented by sub-bituminous coal prevented PEF from 

purchasing the Indonesian coal. 

PEF’s request to modify the plant’s permit to authorize the burning of sub- 

bituminous coal was not filed until September 5,2006 and it was not approved until 

May 18,2007, which was well after the purchase decisions had been made from the 

February 2006 RFP. Thus, again in 2006,PEF was precluded by the earlier 

imprudences noted in PSC Order No. PSC-07-0816-FOF-E1 from taking advantage 

of the lowest priced coal offered for delivery to CR4 and CR5 in 2007 at the time of 

its procurement decisions. 

DID PEF EXECUTE ANY CONTRACTS FOR DELIVERY OF COAL TO 

CR4 AND CR5 IN 2007 WITH BIDDERS TO THE 2006 RFP? 

Yes. PEF entered into two such contracts with bidders whose proposals were more 

expensive than the Indonesian proposals. The two contracts totaled 762,000 tons for 
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2007. These contracts demonstrate that, as was the case at the time of the 2004 RFP, 

there was “room” in PEF’s procurement plan to purchase the 525,386 tons of more 

economical sub-bituminous coal that I have used in my analysis. 

PLEASE SUMMARIZE THE COMPARISON YOU MADE BETWEEN 

ACTUAL DELIVERED COSTS FOR 2007 AND AVAILABLE 

ALTERNATIVES. 

I began with PEF’s actual delivered costs for 2007. Using the same methodology 

that I described earlier when discussing calendar year 2006, I calculated the 

alternative cost that would have been incurred if it had replaced the highest costing 

20% of the quantity delivered by water with the more economical sub-bituminous 

coal from Indonesia. The exercise resulted in an adjustment for 2007 of 

$25,866,364. Page 2 of Exhibit No. __ (DJP-7) shows the calculation in detail. 

WHAT IS THE TOTAL AMOUNT OF OVERCHARGES RELATING TO 

CALENDAR YEARS 2006 AND 2007 THAT THE COMMISSION SHOULD 

REQUIRE PEF TO REFUND TO ITS CUSTOMERS? 

The amount is reflected on my page 2 of Exhibit No. __ (DJP-7), which presents 

the results of my analysis and shows a total excess coal cost for both years of 

$5 1,015,826. 

CAN YOU EXPLAIN TO THE COMMISSIONERS HOW THE EXCESS 

FUEL CHARGES RELATEVG TO CR4 AND CR5 COULD REACH AN 

AMOUNT OF THIS MAGNITUDE IN TWO YEARS, GIVEN THAT YOUR 

CALCULATION LIMITS THE QUANTITY OF THE ALTERNATIVE SUB- 
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BITUMINOUS COAL TO A 20% BLEND OF THE QUANITY DELIVERED 

BY WATER? 

Yes. Perhaps it is ~ t ~ r a l  to expect that bids to a competitive Request for Proposals 

will not vary in price to a great extent-that is to say, one would expect the bids to 

be competitive, and the differential in overall costs less than dramatic. That was not 

the case in either the 2006 or the 2007 time frames. Based on PEF’s own evaluated 

costs of the bids they received, that include transportation, the alternative sub- 

bituminous coal that PEF could not purchase was approximately 40% cheaper than 

the bituminous coal that was actually delivered. 

PLEASE ELABORATE ON THE SIGNIFICANCE OF THIS 

DIFFERENTIAL. 

Methodologically, I conducted my comparison by expressing the costs of the two 

scenarios in units of dollars per million Btus. Because most people are more 

accustomed to thinkLng in terms of tons, perhaps a generalized ‘%all park” 

comparison of costs per delivered ton will help convey the magnitude of the 

differential. For the coal that was actually delivered, during the 2006-2007 time 

frame PEF paid approximately $72476 per ton. The cost of the sub-bituminous 

alternative that was offered in the RFPs was in the range of $28-$34 per delivered 

ton. Accordingly, the difference was generally in the range of $42-$44 per ton. 

Even with the limitation of 20% of coal delivered by water, the opportunity was to 

purchase and blend more than 500,000 tons of the sub-bituminous coal with the 

bituminous coal during each calendar year-r more than a million tons for the two 

year period. This view of the differential in the costs of the coals and the quantities 
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involved shows how the numbers can get very large in a relatively short time. It also 

emphasizes the importance of flexibility and preparedness. 

This dramatic difference in the costs of the two alternatives is of the order of 

magnitude that seized the attention of Southern Company and caused it to convert 

units and begin burning 100% sub-bituminous coal beginning in the 1990s. 

YOU MENTIONED THAT YOU AND MR. HELLER WORKED FROM THE 

SAME AVAILABLE RESOURCES. HOW DO EXPLAIN THE VERY 

DIFFERENT RESULTS OF YOUR ANALYSES? 

As discussed earlier, Mr. Heller’s analysis and mine result in basically the same 

numbers for the cost of coal actually delivered to Crystal River in 2006 and 2007. 

The large differences come from the selection of the alternative coal opportunities 

that we used for comparision. I will begin with the manner in which Mr. Heller 

addressed 2006. In his analysis Mr. Heller, like his client, ignored the bids from the 

April 2004 RFP, which sought bids for coal to be delivered in 2005,2006 and 2007, 

whereas for the reasons I stated earlier I used the bids that the sub-bituminous 

producers submitted to the 2004 RFP as the alternative to be compared with actual 

delivered costs. 

At page 7 of his prefiled direct testimony Mr. Weintraub alludes vaguely to the fact 

that some coal delivered to CR4 and CR5 in 2006 was purchased from solicitations 

conducted in prior years. However, he restricts his testimony to purchase decisions 

made in 2006, and Mr. Heller apparently followed suit. 
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IS IT LEGITIMATE TO EXCLUDE THE 2004 RFP RESULTS FROM THE 

ANALYSIS OF 2006 DELIVERIES BY LIMITING THE REVIEW O F  2006 

COSTS TO PROCUREMENT DECISIONS THAT WERE MADE IN 2006? 

No. As PEF’s witnesses are aware, in many instances a utility will conduct a 

solicitation for coal to be delivered in the year of the solicitation or for years well 

into the future. In fact, at page 9 of his prefiled testimony Mr. Heller uses a bid 

received in the February 2006 RFP in his analysis of coal available for delivery in 

2007. 

IF MR. HELLER IGNORED THE APRIL 2004 RFP BIDS IN HIS 

ANALYSIS, WHAT DID HE USE AS A PROXY FOR THE ALTERNATIVE 

COAL IN HIS COMPARISON FOR THE YEAR 2006? 

For his 2006 comparison Mr. Heller used as a proxy the 3,300 tons of coal that PEF 

acquired from Peabody Coal in 2006 for PEF’s May 2006 test burn of PRB coal. 

WHAT IS YOUR RESPONSE TO MR. HELLER’S USE OF THE 3,300 TONS 

OF PEABODY COAL IN HIS COMPARISON WITH ACTUAL 2006 COSTS? 

First and foremost, of course, Mr. Heller was wrong to use the Peabody coal in his 

analysis because it was not the lowest priced sub-bituminous coal offered for 

delivery in 2006 at the time PEF purchased the majority of new coal for the year 

2006. In fact, when procurement decisions for 2006 deliveries were made, the 

Peabody offer was not even on the table. Kennecott Coal submitted two bids for 

different sub-bituminous coals for delivery in 2005 and 2006 in response to the April 

2004 RFP. As the most economical proposals that were before PEF at the time of its 
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procurement decision, those bids for 2006 deliveries are the ones that should have 

been selected to blend with bituminous coal at the IMT terminal, and should have 

been used by Mr. Heller in his cost-effectiveness test. The evaluated delivered cost 

of those coals, as developed by PEF and shown on the procurement spreadsheet, are 

the evaluated costs that I used in my comparison analysis. (See Exhibit No. __ 

DJP-7 attached). 

In addition, the Peabody transaction was a spot purchase of a tiny quantity of coal. 

A small spot purchase simply is not representative of the market. In addition to 

selecting a transaction that was not “on the table” at the time PEF made its 

procurement decisions for 2006, Mr. Heller chose an alternative apple to compare to 

the actual orange. 

Even the quality of the Peabody coal, especially the sulfur level, was not what would 

be expected for PRB sub-bituminous coal. Typically, PRB sub-bituminous coal’s 

characteristically low sulfur content aids its evaluated cost. By contrast, the sulfur 

content of the Peabody coal was at or above the baseline value that PEF employs in 

its evaluation. This is another indication that the Peabody coal is a poor proxy for 

the alternative coal that was available to PEF when it purchased coal for delivery in 

2006. 

WHAT CAUSES THE DIFFERENCES BETWEEN YOUR ANALYSIS FOR 

COAL DELIVERED IN 2007 AND MR. HELLER’S CORRESPONDING 

ANALYSIS? 
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New purchases of coal for delivery in 2007 came off the February, 2006 RFP, in 

which PEF requested coal for delivery in 2007,2008 and 2009. In response to that 

RFP, PEF received bids from two Indonesian suppliers for sub-bituminous coal, a 

bid with three pricing options from a coal broker, Louis Dreyfus, for PRB sub- 

bituminous coal and multiple bituminous suppliers from CAPP and South America. 

As I testified earlier, PEF’s request for a modification of the plant’s air permit was 

not filed until September 2006 and was not granted until May, 2007. So, at the time 

procurement decisions were made off this RFP, PEF could not accept any of the 

sub-bituminous bids. 

The evaluation sheet prepared by PEF’s fuel organization shows that the two bids for 

the Indonesian coal supplies were ranked as # 1 and # 2 on an evaluated basis. In 

addition to being lower cost than the bituminous coals that PEF purchased, the two 

Indonesian bids had a significantly lower evaluated cost than the Louis Dreyfus 

proposal to supply sub-bituminous coal from the PRB. I selected the lowest cost 

bids-in this instance, the Indonesian sub-bituminous coal-for use in my comparison 

analysis. Mr. Heller elected to use the Louis Dreyfus bid in his comparison analysis. 

This difference accounts for the major part of the variation in the results of our 

analyses. 

WHY DID M R .  HELLER SELECT THE LOUIS DREYFUS BID FOR HIS 

ANALYSIS, WHEN THE PROPOSALS OF THE INDONESIAN 

PRODUCERS WERE CONSPICUOUSLY THE LOWEST COST SUB- 
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BITUMINOUS BIDS ON THE EVALUATION SPREADSHEET THAT PEF 

PREPARED? 

Despite the availability of the evaluated cost data in the procurement spreadsheet, 

and despite Mr. Weintraub’s acknowledgement in the earlier docket that the 

Indonesian bids presented the lowest evaluated cost received during the 2006 RFP, 

Mr. Heller ignored the Indonesian bids in his analysis and testimony. 

WHY DID MR. HELLER IGNORE THESE BIDS OF MORE ECONOMICAL 

INDONESIAN SUB-BITUMJNOUS COAL? 

During his deposition, Mr. Heller stated that his role, as defined to him by PEF, was 

to examine only whether sub-bituminous coalfrom the Powder River Basin could 

have been substituted more economically for the bituminous coal actually purchased. 

Therefore, he limited his review to bids received from Powder River Basin suppliers. 

IS PEF’S INSTRUCTION TO MR. HELLER CONSISTENT WITH THE 

SCOPE OF THE PROCEEDING AS YOU UNDERSTAND IT? 

No. In the Order Establishing Procedure for Docket No. 070703-E1 the pertinent 

sentences read: 

The issue of the prudence of PEF for its coal procurement activities 
for Crystal River Units 4 and 5 for the years 2006 and 2007 was 
raised as an issue in the 2007 fuel docket No. 070001-EI. By 
stipulation of the parties, it was agreed to consider this issue in a 
separate docket. 

In the Order, the Commission did not limit the scope of this separate docket to a 

consideration of PRB sub-bituminous coal-nor should it, in my view, as a utility’s 
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procurement activities extend to all coals that are available at the time procurement 

decisions are made. 

DID YOU CONSIDER THE BTU CONTENT OF THE BLENDS 

CONTAINING 20% SUB-BITUMINOUS COAL THAT YOU EMPLOY IN 

YOUR ANALYSIS? 

I considered the Btu contents of the blends in the sense that I confirmed they are not 

an issue. The use of a blend containing 20% sub-bituminous coal by weight is fully 

consistent with the findings of the Commission in Docket No. 060658-E1 and with 

the methodology it employed when it calculated the refund. I am aware of statements 

by PEF in the hearing of Docket No. 060658-EI, which the Commission discussed in 

Order 07-0816-FOF-E1 at page 30. In the order the Commission noted that PEF’s 

Witness Toms testified “that if the fuel ratings falls lower than the range of 11,000 to 

11,300 Btdpound then CR4 and CR5 are not able to operate at overpressure.” The 

Commission said it found this testimony to be persuasive. I decided to confirm that 

the blends of the specific coals that I have used in my analysis conform to that 

criterion. I calculated the weighted average Btu per pound for each blend. Using 

12,400 Btus per pound as typical of the bituminous coal with which the alternative 

sub-bituminous coal would be blended, I determined that the blends I have used in 

the analysis of overcharges would contain in the range of 11,560 to 1 1,790 Btus per 

pound-which values satisfy PEF’s own stated criterion. I show this result on page 

3 of Exhibit No. ~ (DJP- 7 ) .  
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ARE THERE ANY OTHER DIFFERENCES IN APPROACH THAT 

EXPLAIN THE VERY DIFFERENT RESULTS OF YOUR ANALYSIS AND 

THAT OF MR. HELLER? 

Yes. In Mr. Heller’s testimony and analysis, he adds a capital component to the 

evaluated cost of the sub-bituminous coal to represent the capital cost of converting 

the units to burn sub-bituminous coal. He initially sets that as .03 $IMMBtu, but 

then argues that the PSC made a mathematical error and that the amount should be 

higher. Adding this component, of course would make the sub-bituminous coal less 

competitive compared to the actually delivered coal. 

DO YOU AGREE WITH MR. HELLER’S ARGUMENT CONCERNING 

CAPITAL COSTS? 

No. In Order No. PSC-07-0816-FOF-E1, at pages 35-40,the PSC made the 

following findings: 

The capital and operational cost impacts of burning PRB coal would 
be quite limited if the quantities were restricted to blends less than 30 
YO PRB coal blended off site. (Page 35) 

PEF was imprudent to not incur the minimal operational costs to be 
able to safely burn a 20 % blend of PRl3 coal beginning in 2003 
(Pages 35-36) 

Using the cost effectiveness test of witness Heller, including a capital 
adder, indicated that PRB savings were available in 2003,2004 and 
2005. (Page 39) 

In calculating the refund amount that amount is restricted to costs that 
normally flow through the fuel clause, which does not include the 
capital and operating costs associated with converting the plant to 
bum PRl3 coal. (Page 39) 

The correct amount for purposes of cost recovery, hence refund, is the 
differential in delivered costs of CAPP/Foreign coal and the evaluated 
costs of PRB coal. For purposes of cost recovery we removed the 
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operational and capital costs required to upgrade the Units to bum 
PRB coal. (Pages 39-40) 

In Docket No. 060658-E1 the Commission concluded that savings available in the 

2003-2005 time frame justified the very modest expenditure of capital that would 

have been necessary to capture those savings. Had PEF made those capital 

investments prior to 2003, the modifications would have been in place in 

subsequent years, and there would have been no occasion to require alternative coals 

to justify capital expenditures a second time. Instead, additional he1 differential 

savings in subsequent years would serve to make the earlier, one-time investment in 

capital costs increasingly more cost-effective. In fact, many of the costs would be in 

the nature of fixed costs, meaning PEF would incur them whether or not it purchased 

sub-bituminous coal. Moreover, the determination by the Commission that the 

amount refunded in Docket No. 060658-E1 should not be reduced by the amount of 

capital and operating costs, as those items would be recovered through base rates, 

renders Mr. Heller’s discussion of capital costs moot. The only appropriate 

assumption consistent with the Commission’s order in Docket No. 060658-E1 is 

that any costs should have been incurred prior to 2003 and should be recovered 

through base rates. 

v. - EXCESS COST OF EMISSION ALLOWANCES 2006-2007 

IN THE PRIOR DOCKET NO. 060658-E1, OPC’S WITNESS PRESENTED 

A CALCULATION OF SEPARATE SAVINGS, IN THE FORM OF LOWER 

COSTS OF EMISSIONS ALLOWANCES, THAT WOULD HAVE 
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RESULTED FROM THE USE OF SUB-BITUMINOUS COAL THAT WAS 

NOT PURCHASED. IN PSC ORDER NO. PSC-07-0816-FOF-E19 THE 

COMMISSION INCLUDED SUCH A COMPONENT IN THE 

CALCULATION OF THE TOTAL REFUND THAT IT ORDERED AT THE 

TIME. DID YOU MAKE A SIMILAR CALCULATION FOR THIS 

DOCKET? 

Yes. In doing so, I adhered to the methodology that the Commission adopted and 

employed in PSC Order No. PSC-07-0816-FOF-EL In my calculation, I analyzed the 

same “comparative sets” of coals that were the subject of my analysis of fuel cost 

differential savings. For each of the years 2006 and 2007 I calculated the number of 

tons of SO2 emissions that would result ffom burning the tons consisting of 20% of 

the highest costing coal actually delivered to Crystal River by water, based upon the 

known sulfur content of that coal. I multiplied the resulting tons of SO2 emissions by 

a forecasted SO2 Emission Allowance price, expressed as a cost per ton of emitted 

SO2, to determine the total cost of emissions allowances that PEF would incur by 

using that coal. I then calculated the corresponding number of tons of SO2 emissions 

that would have resulted from burning the tons of coal that were available to purchase 

by PEF in the form of a blend containing 20% sub-bituminous coal, but were not 

purchased, because PEF did not have a permit to bum sub-bituminous coal. This is the 

same alternative coal that I compared against the cost of the highest costing coal 

actually delivered in 2006 and 2007. Again, I used the known sulfur content of the 

unpurchased coal. I multiplied the tons of SO2 times the same forecasted SO2 

Emission Allowance price to determine the total cost of SO2 emissions that PEF 

would incur by using that coal. 
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8 Q. WHAT WAS THE SOURCE OF YOUR FORECASTED EMISSION 

9 ALLOWANCE? 

I then compared the emission allowances costs from each scenario (coal actually 

delivered and the alternative, more economical coal not purchased) for each year and 

determined the savings that would have resulted from the use of the alternative blend 

containing sub-bituminous coal. I have attached an Exhibit No. -(DJP-ll ) 

which shows the steps of my calculations and the resulting total for both 2006 and 

2007 of $10,263,367.65. 

10 A. 

11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

I used a sheet prepared by JD Energy titled “Monthly Average Emission 

Allowance Price Forecast.” I have attached the sheet as Exhibit No. 

This sheet was provided by PEF in response to OPC’s request for Production of 

Documents ## 34. JD Energy ‘s John Dean appeared in Docket 060658-E1 as a 

witness for PEF. He was the source of the values of emission allowances that were 

used in that docket to calculate excess costs due to SO2 emission costs. From this 

sheet, I calculated the mathematical average of the monthly Emission Allowance 

prices for each of the years 2006 and 2007. 

(DJP- 12). 

WHAT WAS THE SOURCE OF THE INFORMATION REGARDING THE 

SULFUR CONTENT OF EACH COAL? 

I obtained those values from information provided by PEF. The sulfur content of 

coal is one of the important quality characteristics that is provided by the supplier 

and verified by the purchaser. The amount of sulfur contained in a pound of a given 
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coal can be converted to the tons of SO2 that would be emitted upon burning that 

coal by a straightforward formula. 

DID EITHER OF PEF’S WITNESSES PROVIDE A SIMILAR SET OF 

CALCULATIONS REGARDING SAVINGS ASSOCIATED WITH LOWER 

COSTS OF EMISSION ALLOWANCES? 

Not to my knowledge. 

DO YOU KNOW WHY THEY DID NOT, SINCE THIS TYPE OF 

CALCULATION WAS A FACTOR IN THE TOTAL REFUND TO THE 

RATEPAYERS THAT THE COMMISSION ORDERED IN DOCKET NO. 

060658-EI? 

I don’t know. To adhere fully to the methodology the Commission employed in 

Docket No. 060658-E1 when it calculated the total refund, it is necessary to take into 

account the impact of the alternative, more economical coal identified in the course 

of quantifying the excess coal costs on the costs of emissions allowances. It is a 

separate, but essential, step in measuring the total impact of PEF’s imprudent 

procurement activities on customers. 
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VI. TOTAL OVERCHARGES FOR CR4-CR5 BORNE BY CUSTOMERS 

IN 2006-2007 

TAKING INTO ACCOUNT BOTH THE EXCESS COSTS BORNE BY 

CUSTOMERS IN THE FORM OF FUEL COST DIFFERENTIALS AND THE 

EXTRA COST OF SO2 EMISSION ALLOWANCES ASSOCIATED WITH 

THE COAL ACTUALLY DELIVERED, WHAT IS THE TOTAL AMOUNT 

OF OVERCHARGES THAT YOU HAVE CALCULATED FOR THE YEARS 

2006 AND 2007? 

Adding the $10,263,367 to the previously calculated amount of excess coal costs of 

$51,015, 826 results in overall excess charges of $61,279,193. This figure does not 

include interest. The calculation is shown on my Exhibit No. __ (DJP-13 ). 

VII. ONGOING DEFICIENCIES IN PROCUREMENT AND 

OPERATIONS 

YOU SAID EARLIER TJ3AT PEF’s FAILURE TO POSITION ITSELF TO 

BURN SUB-BITUMINOUS COAL WHEN IT BECAM E ECONOMICAL TO 

DO SO IS ONE ASPECT OF A BROADER DEFICIENCY IN 

PROCUREMENT ACTMTIES. PLEASE EXPLAIN WHAT YOU MEAN. 

I was alluding to my observation and opinion, based on my experience in plant 

operations and the development and implementation of fuel procurement strategies, 

that in its fuel procurement activities PEF has not capitalized fully on the physical 

assets and geographical location of Crystal River that, if exploited to full advantage, 

could lower the fuel costs for its customers. 
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PLEASE EXPLAIN. 

It is my opinion that due to fortunate decisions of prior management, the 

geographical location of the Crystal River Plant on the Gulf of Mexico, the 

development by others of multiple Gulf transloading facilities and the location of 

worldwide coal basins, the Crystal River Plant is in one of the most opportune 

locations in the United States to support a balanced fuel program. 

PLEASE ELABORATE. 

Prior management selected the location of Crystal River for a plant site. Prior 

management developed both rail access and water access to create both 

transportation competition and risk management of supply or transportation 

disruptions. When CR4 and CR5 were planned and built, prior management had the 

foresight to design the plant around a blend that included a coal that was just 

beginning to be identified and developed. That PRB supply of sub-bituminous coal 

is now the largest source of coal in the United States. In the recent past the plant has 

spent, and is now preparing to spend significant money on equipment items and 

plant modifications that will also expand its unloading capability of waterborne coal, 

which historically has been cheaper than rail coal, and received a permit to add 

pollution control equipment to CR4 and CR5 that coincidentally will allow it to burn 

an even wider range of fuels. 

The plant has access to several large transloading facilities developed along the Gulf 

Coast that provide locations to take coal both kom the U.S. River systems and from 

the international market and transload it to barges for delivery to Crystal River. 
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This flexible combination of being able to receive coal from all over the world and 

the ability to burn any coal received should enable the plant to optimize costs and 

minimize fuel risks. 

Unfortunately, in its procurement activities PEF has not, in my view, adopted an 

energetic and broadly proactive strategy designed to take full advantage of 

opportunities to enhance its ability to lower fuel costs. 

CAN YOU ILLUSTRATE YOUR POINT? 

Yes. The coal market is characterized by various basins of coal deposits dispersed 

worldwide. To achieve flexibility and low cost, the procurement practices must seek 

to establish competition among the basins and among the suppliers in the various 

basins. I see no evidence that PEF is workmg proactively to do that. 

Similarly, the delivery of coal to the Crystal River site is accomplished through 

several alternative modes and facilities. Most of PEF’s coal that arrives by barge is 

transloaded at the IMT terminal that once belonged to an affiliate. United Bulk 

Terminal and the Alabama State Docks (also called McDuffy) can provide the same 

services, and in my experience will compete for that opportunity. PEF does use the 

Alabama State Docks for imported coal. However, I have seen little evidence that 

PEF is trylng aggressively to create tension among the facilities to achieve the 

lowest delivered cost of coal. 

CAN YOU CITE OTHER EXAMPLES? 
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In 2006, PEF began a project of retiring its barge unloader and replacing it with a 

new crane of higher unloading capacity. Greater unloading capacity should lead to 

increased throughput of coal delivered by water, which typically is cheaper than coal 

delivered by rail. More specifically, greater barge unloading capacity would enable 

PEF to deliver more tons of coal by water annually, meaning that it could, during an 

annual period, deliver additional tons of blended sub-bituminous coal whenever that 

coal is the more advantageous fuel. Because potential fuel savings are at stake, my 

view is that the project should have been pursued with a sense of urgency, and with 

the opportunity to achieve lower fuel costs in mind. However, PEF’s witness on 

fuel procurement told OPC during the discovery phase of this docket that the new 

unloading crane is being installed simply to replace the one that reached the end of 

its useful life. Currently,in 2009, PEF is still “debugging” the operation of the 

replacement unloader. 

IS THERE ANOTHER EXAMPLE TEIAT BEARS ON FUEL COSTS OF CR4 

AND CR5? 

Yes. At the time it was applying for permission to conduct the May 2006 test burn, 

PEF asserted to the Florida Department of Environmental Protection (FDEP) that a 

blend containing up to 30% sub-bituminous coal “will have characteristics that 

closely match those of the bituminous coal types that are currently being burned.” 

(See the excerpt from PEF’s application for authority to conduct a test burn, attached 

asmy ExhibitNo. ~ (DJP-14)). The FDEP granted PEF’s request for 

permission to test a blend containing up to 30% sub-bituminous coal. However, 

when it finally tested a blend PEF decided to include only about 20% sub- 

bituminous coal in the mixture. Subsequently, when in 2006 PEF applied for 
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permanent authority to burn the blend, PEF asked the FDEP to authorize PEF to 

burn in CR4 and CR5 a blend containing as much as 50% sub-bituminous coal. In 

the application, PEF stated: 

The primary fuel will be the Illinois Basin bituminous coals, 
delivered to the plant by rail. In an effort to continue expanding fuel 
diversity and ultimately enhancing market options through supplier 
flexibility at the Crystal River facility, Progress Energy requests to 
fire a blend of up to 50% by weight sub-bituminous coal, as well as a 
blend up to 30% by weight petroleum coke. 

I am attaching as Exhibit No. ~ ( DJP-15) an excerpt from that application. 

Because PEF had tested only a blend containing about 20% sub-bituminous coal, in 

the permit it issued to PEF the FDEP limited the amount of sub-bituminous coal that 

PEF can burn to no more than 20% in the blend. However, the FDEP also provided 

to PEF an explicit opportunity to test blends containing higher percentages of sub- 

bituminous coal and to seek to amend the permit to allow PEF to burn blends 

containing more than 20% sub-bituminous coal. In its Technical Evaluation, an 

excerpt ofwhich is attached as Exhibit No. -(DJP-16), the FDEP said: 

The applicant proposes to fire a blend of up to 50% by weight sub- 
bituminous coal with bituminous coal. . . . In support of the request, 
the plant previously obtained an air construction permit and 
conducted a trial burn of 18% by weight Powder River basin coal (a 
sub-bituminous coal) with bituminous coal. The applicant proposes 
to begin firing such blends upon issuance of the final permit granting 
authorization. . . . 

Although performance tests showed marginal emissions impacts 
&om firing this fuel blend, the tests were only conducted with a blend 
of 18% by weight of sub-bituminous coal. Based on the tests, the 
Department will authorize the firing of a blend of up to up to (sic.) 
20% by weight of sub-bituminous coal with bituminous coal. 
However, the draft permit authorizes an additional trial burn allowing 
a temporary period to fire a blend of up to 50% by weight of sub- 
bituminous coal with bituminous coal for the purpose of conducting 
additional performance tests in support of a permanent request for this 
higher blend. 
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I believe it was clear at the time of the Commission’s decision in Docket No. 

060658-E1 that the Commission conservatively based its refund calculation on a 

blend containing 20% sub-bituminous coal--not because the Commission necessarily 

regarded 20% as the maximum of which the units were capable-but because that 

was the only level that PEF had tested in May 2006. My testimony in this case 

illustrates the very significant impacts that flexibility in procurement can have, even 

when the coal substituted amounts to only 20% of the mixture. When sub- 

bituminous coal is the most economical fuel, the ability to burn a blend containing, 

not 20%, but 30% or even more sub-bituminous coal would enable PEF to reduce 

the fuel costs borne by customers significantly relative to the savings associated with 

the 20% blend to which PEF is currently limited by the terms of its permit. In view 

of its own favorable assertion to the FDEP regarding the characteristics of a blend 

containing 30% sub-bituminous coal, and especially in view of its 2006 application 

to the FDEP for permission to burn a blend containing up to 50% sub-bituminous 

coal, in my view a prudent utility intent on lowering costs borne by customers 

would have acted on the FDEP’S invitation to test other, higher blends expeditiously 

and would have then sought amend its permit to encompass the full extent of the 

units’ capabilities. However, PEF recently informed OPC that from the time the 

FDEP issued the permit in May 2007 to the present, PEF has made no effort to test 

blends containing higher proportions of sub-bituminous coal. It is my opinion that 

PEF’s lack of interest in testing sub-bituminous coal further is at least partially a 

failure of plant management. In Docket No. 060658-E1 there was a lot of testimony 

about what might happen to plant operations if sub-bituminous coal was used, 

however, there was little indication of a desire to see what the plant personnel could 

actually make it do. My experience is that most plant operational employees would 
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have a chance to show that they could run their plant just as successfully, if not more 

so. 

Q. DOES THE FACT THAT PEF IS INSTALLING SCRUBBERS ON CR4 AND 

CM,  AND WILL THEREAFTER BE CAPABLE OF MEETING SO2 

RESTRICTIONS WITH HIGH SULFUR COAL, LESSEN THE 

SIGNIFICANCE OF SUB-BITUMINOUS COAL TO ITS PROCUREMENT 

ACTMTIES? 

No. With or without scrubbers, PEF should procure the most economical coals 

available. Depending on market conditions, high sulfur coal - such as the Illinois 

Basin bituminous coal that PEF identified in its application to the FDEP -may or 

may not be more economical than sub-bituminous coal. 

A. 

VIII. CONCLUSION 

Q. PLEASE SUMMARIZE YOUR TESTIMONY. 

A. The same imprudences that the Commission observed in PSC Order No. PSC-07- 

0816-FOF-E1 caused PEF to incur unnecessarily and unreasonably high coal costs 

for CR4 and CR5 in 2006 and 2007. An application of the same methodology that 

the Commission used to calculate the refund in Docket No. 060658-EI, when 

applied to PEF’s own delivered cost data and PEF’s own evaluated costs of 

alternative sub-bituminous coals that were offered to PEF at the time PEF made its 

purchase decisions, reveals that PEF overcharged customers by the amount of 

$61,279,193.64 during 2006 and 2007. This amount includes the differential in fuel 

25 costs and the excess cost of SO2 allowances, calculated consistently with the 
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methodology that the Commission employed in its decision in Docket No. 060658- 

EI. It does not include the calculation of interest. 
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8 Q. DOES THAT CONCLUDE YOUR TESTIMONY? 

9 A. Yes. 

Because of indications that PEF has not improved its overall fuel procurement 

strategy, the Commission should scrutinize carefully costs incurred in years 

following the time frame that is the subject of this docket. 
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In re: 
Energy Florida's Crystal River Units 4 and 
5 for 2006 and 2007 

Review of coal costs for F'rogress 
Docket No. 070703-E1 

Submitted for Filing: February 15,2008 

Progress Energy Florida, Inc., ("F'EF" or "Company"), responds to OPC's Second Set of 

Interrogatories (Nos. 4-8), as follows: 

GENERAL RESPONSES AND OBJECTIONS 

PEF incorporates and restates its General Responses and Objections to OPC's Second Set 

of Interrogatories (Nos. 4 4 ,  served on February 5,2008, as if those responses and objections 

were fully set forth hereiu. 

m'"ERFt0GATORIE.S 

4. For the calendar years 2004,2005,200~6, and 2007, please provide by month the total 

quantity of coal that was delivered to Crystal River by barge, stated separately for CR 

4&5 and for CR 1&2. 

ANSWER: PEF incorporates and restates its specific objections to this request, served 
on February 5,2008 as if those objections were fully set forth herein. Subject to and 
without waiving those objections or any of PEF's general objections, for the calendar 
year 2006 and 2007 respectively, 2,689,454 and 2,626,932 tons of coal were delivered to 
Crystal River by barge for units 4 and 5. 
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April 12,2004 

. .  

COMPLIANCE COAL RFP 
BID DEADLINE: MAY 12,2004 
TIME: 5PM EDT 

I .  
. .  

T o  pl&e a p i o n  of OUI requir&b under contrkct'for Pro& Energy's Crystal River Units.h'us. 
4 and 5, Progress Fuels C o r p o r a h ~ ( p E c )  is c+d&g enteringinto a new coal su$y aFeem&nt(s) 

t~ be delivered in generally ratable monthly amounk during the foUoLvihg pe;iods; however, lesw 
quantities ++ill be considered @lease quote each offer separately): , . 

beginning January 1,2005. Accordingly, we prefer that you quote a wum of- Y 

. .  
. .  ' 

.. . _  ' ,  . - .  . .  
:. ' . .  

. .  

. .  
. .  . .  .. , .  

I .  

1. ]&nary 1,2005 thrOughDkember31,2005 . 

. 2 January 1,2& through December 31,2036 ';' 
, 

.. ' 

. . .  . ' 

. . .  .. . . . 3. Ja11~ary.l,2005 b g h  D k n b e r  31; : 1 ; .  . .  2007 '. , , ' . .  . , . - . .  . . . . . .  . .  

' '  The q&ty of all  coals submikd shodd cbnform ~ the spe&&o& lis& on the attached Ed fa& ' 

PFC prefers a price quote effective on.&'itzct &e, which +U b, +i for & h t  &ve mdn+i+.  or 
W ' l o n & r  than twelve months, PFC vyill considk &d and 6rm,' adjusted and/or rebpener(s) if 
term is three years. AZI prles'shodd be quofed-~thPrfiab. tirmc loading pointfur rail deZivery and 
f.0.b. barge loading pointjor watq d e h q .  Your p M p d  for !his bur;iness,must be ,&bd t t ed  in 
writing by 5 PM EDT on May 12,2004, and should be valid and binding for a hinimum of thirty (30) 
days from that date  PFC eniourages offers that provide added value, indudin& but not EnGtid to: ' .. 

. . Coals not meting a 12 LWOr marbmim standard mi wt be consia+i ' .. . 
. .  . .. . .  . .  . 

. . . .  . .  . .. 

. , . . .  . . . .  
. .  . '.. . . .  . .  . . .  .I. .., Annual tonnageflmmty (expressed asp percenbgej,' .. . 

. .  . .  . . .  . .. . .  2 Unilateratexte&ionoption(s)forPFC ' . . .  . .. . .  , .  

. .  
3. . Innovative pricing propals. 

. .  

In evaluating the submitted proposals, PFC will'co&ider all relevant factors'including 
bus bar analysis. However-er& cost per milli 

their coals at the highest quality'rating +y feel thqr can co&tlably main& All cost calculations : 
will be based on. p'amiieed d u p  r a k  than typical values Gtlarunteed values ure . 
q e c t e d  to be met on a ET shipment bnst.  Negotiations of the remaining terms and conditions wiU be 

"as burned" 
has been and will continue to & the 

, . conduded with those s-a "shoftlist" based ondelivered economi&. 
. .  .. . . .  ... n . .  - 

Due to ,our ability to deliver coal to G y s t d  River by &&'rad &d &ean barge,'F'FC %dl consider bbth 
rail and water delivered o r i e  of the submitted product suppfiers planiling b' ship by barge 

' 

should indicate any do& prefer&cG. would dlso apply to wes& USA coal 'en.) nose 
suppliers planning to ship CSX rail direct must be capable of s$ipping 24 hours per% ,&ys.per 
week, in *ar unit train 10% (PFC-omed or leajed rapid. dkcharge cbrs) kd they,must spetifv 

. .  . . . . .  . . .  
. .  . .  . .  . .  

. .  . .  

. .  
. . Pmy& Fudr CDrpWltiDE 

ZOD Cmd A ' m u ~  .. . 
: SI. Pilmtug, R DID1 

.. . 

. .  
. . .  

. . .  . .  . . ..' 

. . .  . .  . . .  . .  
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Pdge 2 
. .  

. .  
. .  

loa'&g time r'equiremkti and CSX rail district Origin Pleffie do not attempt . .  t o  sewre domestic 
raifiarge rates as these areto be negotiated by PFC 

&ft and m o w  c h a ~ ~ I  r&hictions at the power piant r e c e i e g  fadity will not accommodate large 
deepdraft  vessels. Therefore, 'f&g@gh Coals will require delivery through a. New Orleans or 
Mobile area &port u- coals should ,be quobd on a "CtF'' basis in :Self- 
u 

'p;oposals must be submitted by the date and time spedfied above m a sealed &velOpe dearly &ked 
" T m  Con$ract Compliance C o d  Quotation" a d d d s e d  to Mrs. Robin Ott at the address indicated on 
the atfached bid form Note that bids submittea directly. to me v ia  e-& or fai will 'Xt be 
,considered. Proposals must indude a completed copy of the attached bid form (for multiple 
proposals; please copy the attached f&& and submit a separate foru'for tach proposal) complete with 
current and projected typical ash mineral analysis includmgmin6nirm b d  miu imm NR@ (sodium 
oxide), typical ultimate analysis including marintvm mtrogh and chlminr, s u e  forms, nll reducing. 

%Eli fusion points (avcrage and minimum temperatures), and trace eIemrnts. In some cases; where 
suppliers &e quoting h blend of vaiious 5 e a . u ~  of. coal, the above requested quuali'ty data .must be 
provided for thp blended product Q5 we11 as the indiuidd  k m s  for all coals you would n p e c t  t o  . 
skip on tJtis business. h y  &aneous hf-tion notjnduded on the provised bid form 
b e  considered. 

Weighing and sampling and analysis wilI be d&e at th, m+fadify, loading dok  or the power p h t  . 

PFC reswes  the right to waive informal technicalities or i&g&.rities kid reject any and aIl propo& 
for any reason PFC deems appropriate under the ckmsbmm . PFC does not represent that it will 
accept the lowest bid or any other bid. In no event shall PFC be considered to have accepted MY offa 

you for your a-tion to this hquestf i  ~ r a p h . . ~ f  you have a ~ y  questions or +e further 

. . . 

* . .  
. .  .. . 

. . .  . .  

U' Cesse ls .  Belted type vessels are preferred. ' .  . .  
. .  

. .  
. .  

. .  . . .  __ 
. .  . 

. .  . .  

. .  .. by a mutually abeeable independent testing compariy. . " . .  

except and unless in an express written acceplance or conkae signed by, G officer . .  . .  of PFC . .  
. .  

. .  information regarding this invitation to quote, please 
. .  

: '  

. .  

AWPjro 
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COAL PRODUCERS' SOLIClTATION FORI 

PAGE 1 OF 3 
CRYSTAL RNER 4 6 5 P R 0 G R E S S 

FUELS 
cowaunon 

PRDDUCER W E  

CONTACT: ' TELEPHMIE.NO. 

w p E  OF LOADING FAUUTI: 
UNlT TRAM SINGLE cm TRAIMMD: 

MINE(S): ' . BOMDISTRI~T: . . ' 

W h U J M  LOADING CAPACITY. 
TRACK CAPAClT TONS HOURS 

twNN: STATE: 

ORIGIN tURROAo(S~lSTRICT: EK- CV, %' M Y -  Oh5 RIR TIPPLE OESIGNATIONMUMBER . 

I I 
IF mlS WAl IS OFFERED BY A W A N Y  OR INOMOUAL Wt?l IS NOT THE PRowtEA PEASE INDICATE SO BY W G  AN -C IN IHIS SPOT, 

PRODUCER'S COMMENT9 

CREDIT REFERENCES Wbnum k'W 1 

. .  . . . . .  

T I P E  OF M O R  CONlRACT[S). 

I 

DATE FM(RWEG0TUTIOK 

P W D  TONNAGE 1 BASE PRKE PER TON FOB MINE 

SIGNATURE TITLE' DATE: 
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DESCRIPTION 

Undelcrmned M e w  

BasdAd Palo N d  
Mulrnum B a W M  Rab Seknlurn 
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PROGRESS 

CORPOPATIDN 

SUE 

FWES (-1W X 07 

P Y R m C S W U R ~  ' . . .  

- 
OFFWD COAL SPECIFICATIONS REWIRED COAL SPECIFlCATDJS 

BlluEdaJovS S U B B I N W S  
'AS RECEIVED' 'AS RECEMD' 
GULSUKlEED GUARMEED 

DESCRIPTION 'AS RECEIMD' 'AS RECEIVED' 
AVERAGE OR MPWL G U ~ E D  

rxw T X O '  

45% W' 30% MU.' 

02% W' . 0 2 X W '  

ASH SOFTENING 2503 MIN. Z2W MIN 
DEGREES FAHRWXElT H=W (R) 
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CONTMCT RE-OPENERS (RE-OPENERS) 

btginniflg of the yea?, CoZlpnCes  havecontinu 
At the present time, there 

current levels. 
hibobably well into 2006. Coal has 

! 

mix of uncertainties, regulatory indecision, improving and in some cases “booming” (China) 
economies, transportation shortages and inefficiencies, and regional coal supply shortages. As 
discussed during each of our past meetings, we at Progress Fuels Corporation (PFC) are 
committed to continue to seek the most opportune times to enter the coat market to insure the 
competitiveness of the Crystal River plants. n to participating in the 2004 spot coal 
market, when we deemed it advantageous !!agreements..\irlth~ 
yarious suppbers,in,conjunctiq wjth their ns. Ad;difiqally, 
PFC .ha, just completed,’eval@ting and. purc the 200S-20.07,.:’\ 

Last year, we had eight contracts with price re-openers, rive of which w r e  for the Delta coal 
and three of which were for the Alpha coal. We successfully renegotiated six contracts (three 
Alpha and three Delta) and were unsuccessful with two Delta suppliccrs. A portion of the 
tonnage for the unsuccessful contracts was pla h other existing suppliers and the 

e was secured in the 2004 spot, market. ncgatiated +enewe& 
-year;.te~s’(Z004‘and’ zoos). ikit iri case, we 

have ‘re-openers .for 2006, OLW 2004 RFP purchase 
currently at least $ l S . O O - Z ~ . O O  below the current market. 

Our challenge t h s  year was to attempt timing the market for our 2005-2007 WP and any 
other purchases that we deemed of value. Although the prices are dramatically higher than last 
year, we were able to time the market such that $e purchase we. made, bagd on the results of. i, 
the.RFP just one month ago, are $3.00-$5.00 dollarsbe1o.w the curient nkrk&F;,gd in..the case, 
of the March Colombian puichase, it is at least $15.00 to $17.00 below . .  t.ne,current’&rket fo$ 
that coal. ,:, 

The remainder of this memo will address the results from the 2003-2007 RFP and the 
Drummond Colombian coal purchase noted above. Th 2005-2007 RFp .p&v&d pF0 a 
reaanable selection of potential suppliers. We received ids from 20 -&me.& and fo re ip  
suppliers who submitted 37  bids, Last year we received bids from 2.1 domestic and foreign 
suppliers, submitting approximately 75 bids. This year we were offerec 33.0 million tons of 
which 13% were foreign offers and 87% were water, rail-eastern, and rail-western offers. W E  
year we were offered 42.0 million tons spread fairly evenly between the foreinn m d  domestic 

. . . ,  ..,... 

‘Reqliest fdr P~opos,$s. ( 
i i , 

ed contracts 

. .  . .  

suppliers. 
... 

PEF-FUEL-000 124 
- .. 
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Because of the strength of the current market, we. Only pUrChakd for 3005 &nd 2006. Our 
plan is to watch the market, and re-enter for both spot and contract coal during late 2004 and 
early 2005. I have enclosed with this memo the purchases and the economic evaluation from 
the Rm (See Attachment “A”), a Supply Assessment for 2005 and 2006 (See Attachment “B”), 
and the 2005 and 2006 scheduled purchases including their economic evaluations (See 
Attachment “Cy’). 

AS always, we attempted to improve the economics, as compared to the prices offered, while 
increasing the tonnage purchased and the term offered. 

FOREIGN WATER 

Choice: 

Dunng the latter part of March and early April, we begen negotiations with 
Drummond for an extension of our 2004 agreement. This decision was made because 
all indicators pointed to the beginning of another round of price increases and supply 
shortages for both domestic and foreign coals. We purchased 800,000 tons for 2005 
and 1 million tons for 2006 from Drummond’s Mina Pribbenow mines; this is “Delta” 
coal. The delivered cost to Crystal River (CR) is 2.509 $/MMBTU end 2.531 $/MMBTU, 
respectively. 

No additional purchases were made for foreign coal from the R*T because the prices 
submitted from other foreign suppliers were not competitive. Their prices ranged from 
2.828 to 2.948 $/MMBTU. These prices compared to 2.672 to 3.082 $/W, for 
offers from the domestic suppliers. 

Explanation: 

During 2004, we began shipments of Drummond’s Colombian coal. The results 
economically, environmentally, and operationally have been excellent. This coal, 
besides being very low in ash and sulfur, reduces NOx emissions by almost 25%. This 
purchase will assist CR in achieving their NO, goals, while providing them with a 
competitively priced product. 

DOMESTIC WATER 

Choices: 

We purchased “Delta” coal from two suppliers for delivery on the river system. We 
were offered and purchased 300,000 tons per year for 2005 and 2006 from Central 
Coal Company. This “Delta” coal will ship via truck to the Kaiiawha River and will 

6 deliver into CR at 2.672 $/MMBTU. We also purchased 360,000 and I W O  tons of 
“Delta” coal for 2005 and 2006 from Massey Energy. This coal will be rail-delivered to 

51 17\04 
n b h Q .  

L O O  1 .---- 
t P , O O ~  @)h the Ohio River, and it will deliver into CR at 2.698 $/MMBTU. 

- PEF-FUEL-000125 



Explanation: 

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

DOMESTIC RAIL 

Choices: 

We purchased ‘[Delta” coal from two companies and “Alpha” coal from three others. 
We have previous experience with three of the suppliers and have added two new 
companies. 

[‘DELTA COAL” 

We purchased 360,000 for 2005 and 180,000 tons for 2006 from Massey Energy. This 
coal will deliver into CR at $2.693 S/MMBTU. We also purchased 360,000 each year 
from Progress Fuels-Marketing and Trading. This product will deliver into CR at 2.735 
$/MMBTu. 

“ALPHA COAL” 

We purchased 720,000 tons for 2005 and 360,000 for 2006 froni Massey Energy. This 
coal will deliver into CR at 2.596 $/MlvSBTU. We purchased 120,000 tons for 2005 
and 240,000 tons for 2006 from Sequoia Energy LLC. This coal w i l l  deliver into CR at 
2.586 $/MMBTU. Also, we purchased 240,000 tons for each year (2005 and 2006) 
from B&W Resources. This coal will deliver into CR at 2.608 $/MMBTU. 

Explanation: 

Massey Energy has been a consistently reliable supplier over the past 20 years. Progress 
Fuels-Marketing & Trading has very good quality coal and a *liible track record. 
Because of the shortage of coals in the Central Appalachian region, we felt it imperative 
to add to our base of suppliers. Both Sequoia Energy and B&W Remurces will fulfill this 

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

- need. Prior to contracting with them we had our field representative visit their mining 

We have only one contract with a re-opener during 2004. Consol Energy (Consol) has a 
price, quantity, and terms re-opener, which needs to be completed by November 1, 2004. 
We have already had several discussions with Consol regarding tcmnage for next year. 
Current estimates are that they will have 750,000 to 1 million tons to offer. The current 
contract is for 1 million tons. 

PEF-FUEL-000126 
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We anticipate a burn of 2.3 million tons for Crystal River Units 1 and 2 for both 2005 and 
2006 and 4.3 and 4.4 million tons for Crystal River Units 4'and 5 for 2005 and 2006, 
respectively. The total burn is estimated at 6.6 million tons for 2005 and 6.7 million tons 
for 2006. 

Our CR 1 SC 2 open position for 2005 is approximately 330,000 tons, while it is 1.9 million 
tons for 2006; and it will be delivered 100 percent via rail. 

Regarding Crystal River Units 4 and 5, our open position for 2C05 is approximately 
230,000 tons and approximately 920,000 tons for 2006. We will deliver 2.3 million tons 
via barge each year and 2.0-2.1 million tons by rail. 

We will continue to fulfill the open positions from the spot and contract markets. 

I would like to schedule a meeting with YOU at your earliest convenience to discuss the details 
of this report and answer any questions you may have. 

AWP/ro 

Attachments 

cc/alt: Rufus Jackson 
Kyle Crake 

T( a,;- /' 

A. w. Pitcher 
- 
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Line 

Cost of Tons Actually Purchased and Delivered t o  Crystal River That Could Have Been Replaced by a Lower Cost Coal. 

Comparison of actual delivered cost vs. evaluated cost of coal not purchased 

1 
2 

2006 Water Tons delivered to Crystal River # 4 & # 5 = 2,689,454 

2007 Water Tons delivered to Crystal Rivet !# 4 & # 5 = 2,626,932 

X 20 % = 

X 20% = 

537,890 Tons available to be blended prior t o  shipment to the Plant. 

525,386 Tons available to be blended priorto shipment to the Plant. 

3 
4 

5 

6 

7 

8 Highest Cost Suppllcr 

9 YEAR Mual ly  Delivered 

10 2006 1st Highest Cost 

11 2006 2nd highest Cost 

1 2  2006 3rd Highest Cost 

13 TOTAL5 

14 

15 

16 

17 

18 Replacement 

19 YEAR Sub-Bit~rnin~~s 

20 2006 Kennecott-Cahokia 

21 2006 Kennecon-Cahokia 

22 TOTALS 

23 

24 

25 

Tons Btulibr 

186,430 12,402 

330,800 12.3'99 

20,660 12,377 

537,890 

YEAR 2006 
Cost o f  Coal Actually Purchased and Delivered To Crystal River 

Delivered Cost 

Costs Delivered at IMT Other Gulf Barge for Purchased at Cnprtal River 

Cash Cash Dellvered Costs Transprl coal Purchased Coal 

Delivered Cost 

MMBtu's $/ton $/MMBtu $ SIMMBtu $/MMEtu $/MMBtu 5 
4,624,210 $73.28 $2.95 $13,661,590.40 

8,203,178 $72.74 $2.93 $24,062.392.00 

511,418 $62.66 $2.53 $1,294.555.60 

13,338,806 $2.93 $39,018,538.00 $0.06 $0.30 $3.29 43,820,508 

Cost of Tons Offered for Purchase a t  Crystal River That Could Have Replaced Higher Price Coal. 

Cash Cash Cash Evaluated Evaluated 

Tons Btu/lbr MMBtu'r $/ton SlMMBtu cost Cost/ton SlMMBtu 

500,000 9,350 9,350,000 $34.97 $1.87 $17,485,000.00 $34.37 $1.84 

37,890 9,963 754,996 $39.81 $2.00 $1,508,400.90 $39.22 $1.97 

537,890 10,104,996 $18,993,400.90 51.85 

ADDITIONAL COST in 2006 DUE TO PURCHASE OF HIGHER PRICE COAL: 

Evaluated Cost 

At Crystal River 

Un Purchased Coal 

17,185,000 

1,486,046 

18,671,046 

25,149,462 



26 

27 

28 

29 

30 Highest Cost Supplier 

31 YEAR Actually Delivered 

32 2007 1st Highest Cost 

33 2007 2nd highest Cost 

34 TOTALS 

35 

36 
37 

38 

39 Replacement 

40 YEAR Sub-Bituminous 

41  2007 PTAdara-Indonesia 

42 2W7 PT Kideco lava  Agung 

43 TOTALS 

44 

45 

46 

47 

48 

Line 

Tons Btul lbr  

295,880 12,394 

229,506 12,420 

525,386 

Docket No. 070703-El 

Calcuiatlan of  Excess Fuel Gxb 

Revised Exhibit No. - (DIP-7) 

YEAR 2007 
Cost of Coal Ac tua l l y  Purchased and Delivered To C r p t a l  River 

Page 2 Of 3 

Delivered Cost Delivered Cost 

Costs Delivered at IMT Other Gulf Barge for Purchased at  Crystal River 

Cash Cash Delivered Costs Transport Cwi Purchased Coal 

MMBtU's $/ton $/MMBtu 5 SlMMBtu SlMMEtu $/MMBtu 5 
7.334,273 $76.93 $3.10 $22,762,048.40 

5,700,929 $76.61 $3.08 $17,582,454.66 

13,035,202 $3.10 $40,344,503.06 $0.08 $0.29 $3.47 $45,167,527.98 

Cost of Tons Offered for Purchase at Crystal  River That Could Have Replaced Higher Price Coal. 

Cash Cash Cash Evaluated Evaluated 

Tons Btu/lbr M M B t d s  $/ton $/MMBtu cost Cort l ton SlMMBtu 

150,000 9,300 2,790,000 $45.02 $2.42 $6,753,000.00 $27.12 $1.46 

375.386 8,200 6,156,330 $56.02 $3.42 $21,029.123.72 $40.58 $2.47 

525,386 8,946,330 $27,782,123.72 $2.16 

ADDITIONAL COST in 2007 DUE TO PURCHASE OF HIGHER PRICE COAL: 

ADDITIONAL COST in 2006 and 2007 DUE TO PURCHASE OF HIGHER PRICE COAL: 

NOTES 

1 Actual tons delivered bywater to  Crystal River b' 4 and # 5 in 2006 See response to  OPc's Interrogatories b' 4 

2 Actual tons delivered by water to  Crystal River b'4 and b' 5 in 2007: See response to  OPc's Interrogatories b' 4 

10 Highest cost supply source delivered to  IMT in 2006 per FERC 423 data. See OPC'r Request for Documents b' 28 

11 Second highest cost supply source delivered to  IMT in 2006 per FERC 423 data. See OPC's Request for Documents # 28 

12 Third highest cost supply source delivered to  IMT in 2GU6 per FERC 423 data. See OPC's Request far Documents # 28 

13 2006 totals and averages. Includes '"other Transportation Costs", (see OPC's Request for Documents b' 28), and Cross Gulf Transportation 

Rater. (See OPC's Request for Documents b' 25). Calculates Actual Delivered Cost at CR for 2006 

Evaluated Cost 

At Crystal Rlver 

Un-Purchased Coal 

$4,068,000.00 

$1~,233,163.8a 

$19,301,163.88 

$25,866,364.10 

$51,015,826.37 
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Line NOTES (continued) 
20 Lowest COR coal bid to  PEF O n  April 2004 RFP. Costs are from the evaluation spread sheet developed by PEF coal group (See 0PC.s Request 

for Documents # 1). 

21 Second lowest cost coal bid to PEF on April 2004 RFP. Costs are from the evaiwtion spread sheet developed by PEF coal group (See OPC'r 

Request for Documents C 1). 

22 Totals for 2006. Tons (537,890 tons) are equal to  20 X of the water tons delivered to  Crystal River in 2006. 

PEF had an open position for 650,OW tons far 2006 and a Price Reopener on a contract when they purchased coal f rom the April 2004 RFP far 2006 

tine calculates the Evaluated cost of un purchased coal had it been purchased and delivered. 

Bid is for coal t o  be delivered in 2006. 

Bid is for coal to  be delivered in 2006. 

24 tine makes the comparison of Actually Delivered Coal to  CR 4 and 5 with the Evaluated Cost of Un-Purchased coal in accordance with the 

"Cost Effectiveness Analysis" adopted by the commission in Order 07-0816-FOF-El. (See page391 

32 Highest cost supply source delivered to  IMT in 2007 per FERC 423 data. See 0PC.s Requestfor Documents # 28 

33 Second highest Cost supply source delivered t o  IMT in 2W7 per FERC 423 data. See OPC'r Requestfor Documents 4'28 

34 2007 totals and averages. Includes 'WherTransportatian Costs" (see OPC's Request for Documents # 28) and Cross Gulf Transportation 

Total excess Cost forfuel in 2006 is $25,149,462 

Rates (See OPC's Request for Documents # 25). Calculates Actual Delivered Cost a t  CRfor 2006 

41 Lowest cost coal bid to PEF on Februaly 2W6 RFP. Costs are from the evaluation spread sheet developed by PEF coal group (See OPC's 

42 Second lowest cost coal bid to  PEF on February 2W6 RFP. Costs are from the evaluation spread sheet developed by PEF coal group (See 0PC.s 

43 Totals for 2007. Tons (525,386 tons) are equal t o  20 96 of the water tons delivered to  Crystal River in 2W7 

tine calculates the Evaluated Cost of un purchased coal had it been purchased and delivered. 

Request for Documents # 1 and # 2). 

Request for Documents C 1 and # 2). 

Bid is for coal to  be delivered in 2007. 

Bid is  for coal to  be delivered in 2W7. 

46 Line makes the comparison of Actually Delivered Coal to CR 4 and 5 in 2007 with the Evaluated Cost of Un-Purchased coal in accordance with the 

Total ~ Y C ~ S I  

48 The difference in total dollar cost between coal actually bought and delivered to Crystal River in 2006 and 2007 and the total evaluated cost 

of the Same tons of sub-bituminous coal that were bid to  PEF, but not purchased. 

The difference is $51,015,826 

"Cost Effectiveness Analysis" adopted by the commission in Order 07-0816-FOF-El. (See page391 

Btu Content of Blend 

2006 

2007 

Bituminous Sub-Bituminous 

12,400 0 .8  9,350 

12,400 0.8 8,200 

Wt. Average 

0.2 11,790 

0.2 11.560 

i cost for fuel in 2007 is $25,866,364 
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1 bidder list indicating those suppliers who responded with bids or simply did not 

4 Q. 
5 A. 

6 

7 

8 

9 
., 

10 

. .  11 

12 

13 

14 

1s 

16 Q. 

11 

18 A. 

19 

20 

21 

22 

respond at all to the January 2006 RFP is Exhibit No. - (SAW-6) to my testimony. 

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

F O ~  2007, we entered into six contracts for- tons of compliance coal from 

both domestic and import bituminous coal suppliers at an average of -ton cost 

(a range of =ton to =ton). Five of those suppliers also agreed to contracts 

for over - tons of coal in 2008 at an average of I t o n  (a range of 

-ton to =ton) and two of them further contracted for the delivery of over 

=tons in 2009 at an average o f w t o n .  AS a result ofthis solicitation, the 

Company met its objectives and guidelines for the RFP, provided CR4 and CR5 with 

quality bituminous oompliance coal, and purchased the most economical coal 

available on the market. A copy of the Company's coal procurement plan for the 

January-February 2006 RFF' is Exhibit No. __ (SAW-7) to my testimony. 

Was the sole PRB offer in response to the January 2006 RFP a better value than 

the bituminous coals that the Company purchases as a result of the FWP? 

No, it was not. But there were two Indonesian sub-bihmhous coal offers that ranked 

ahead of the bituminous coal bids we purchased We did not purchase the Indonesian 

sub-bituminous coal product because the plant had no prior experience with this type 

of coal, the CR4 and CR5 units were undergoing modifications to safely handle the 

PRB coals for a test bum as recommended by our outside engineering consultant, and 

23 

24 

the test bum of PRB sub-bituminous coals had not yet occurred 

14 



TYE OF LOADING FACILITY: lYPEOFLOADING FACILIW: 
UNIT TWN: SINGE CAR: UNiTTRAN; 

TRAMLOAD: - 
MIu(IMuM LOADING CAPACITY: 

TONS HWRS TRACKCWAClPl 

WATERDEllMRY WABILIPI: XES - NO IMPORT COALLOAD PORT Tabone0 Anchaw e bad nte 1O.W MNVWDSHMC; 
P C  

W P E  OF MINE SURFACE 

S U M  NIA 

COUPREPARATION m w \ W  &WASHED PyCOMBDUITloN 

TYPE OF COAL WASHER, IF WASHED. NIA 

?E OF COAL SAMPUNG 
~ ~ 

lYPE OF LABMl CONTRACT(S): 

TYPF OF CDAL WEIGHING I TYPE OF COAL WEIGHING. 

PEFND TONNAGE BASE P M E  PER TON FOB MINE 

IF THIS COAL IS OFFERED BY A COMPANY Off NDMDUAL WHICH IS NOT THE PRODUCER PLEASE INDICATE SO BY WKING AN T I N  THIS SPOT. 

PRODUCER’S CWIUIENTS: 

CREDITREFERENCES(h4trmLm IWO) 

INWSTRY REFERENCES (Minimum bur) 

n 
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COAL PRODUCERS' SOLICITATION FORM 
CRYSTAL RNER 4 & 5 

PAGE 3 W 3 

NOTE: AW SHEETS IF-THAN ONE SEIM 

i 

p@-CC-000303 pzr and 5 specs 02-03-06 Adaro Envlrocoal Americas 



::ADARO:: Coal for Today's Environmentally Concious World Page 1 of 1 

Indonesian Sub-Bituminous Mine Data 
Exhibit No . (DJp- IO)  
Page 4 of 9 

Docket NO. 070703-E1 

. . .. Y 

1/29/2009 



::ADARO:: Coal for Today's Environmentally Concious World Page 1 of I 
Docket No. 070703-E1 
Indonesian Sub-Bituminous Mine Data 
Exhibit No.-(DP-lO) 
Page 5 O f  9 



1 I . r , i h b  
Docket No. 070703-~1 

Exhibit No.-ip~p-~o) 
Page 6 of9 

COAL PRODUCERS SWCITATION FORM IndOnesian Sub-Bituminous Mine 
CRYSTAL RIVER4 B 5 

PAGE 1 OF 3 
PROGRESS 
Energy 
Florida 

~~ ~ 

PRODUCER WUlE PTKIDECOJAYAAGUNG 

STREET ADDRESS MENARAWL'A SUITE I701.1FFLOOR.W JENDRAL GPTOT SOBROTO KAVS- 1 1  JAKARTA 12930 

CMIITACT W KlMSUNG KWK-PRESIDENT DIRECTWORM? REYNARD 
WWOPW - W T I N G  W G E R  

MW(5). P A W  MINE BAnmevwG BOMDlSTRlCT REGENCY PASIR REGWCY PROWNCE FASTWUMANTAN 

ORIGIN RAKROAD(SyDISTRICT EK- CV- Bg Sandy- WUV 

TIPE C6 LOADW FACHIN 

TELEPHONE NO -62 21 525 76 26 

WR TIPPLE DESIGNAn~UMBER 

TRAINLW NA NA SINGLECAR N4 VMTTRAIN 

MAXIMUM LOADING CAPACITY 70 WO MEWC TONNES PER 24 HOUR 

WATERMUVERY CAPABILITY A Y E S  c NO IMPORT COAL LOAD PORT 

SHIP THROUGH ADANG BAY TR4NSHIFMENT WlNl OM W s s p R  S W .  VIS T W h W J  TAN 

TOTALPRODUCTION WACIN PER M O N W  -TONS 

PROWCTlON PER WONTMEETING OUR COAL S P E W I C A m  

NA TONS NA HWRS NA TRACKCAPACT 

LOAD PATE- 20.000 MTlDAY SHlNC GEARLESS VESSEL 

TONS 

W E  OF MNE -X OEEP - %STRIP -%M 

SEAMS MULT~~SEAMSOF10-20~MSwrmMlCKNESSOFSEPMS BLEND wnos NA 
BETWEEN 610 MI METRES 

CWPREPAMTION X PAW - WASHED - COMBMAJIO 

rmE OF COAL WASHER. IF WASHED 
~~ 

,WE OF COlir W R I N G  MECWIUL WC-SIAGE CROSSBELTW W R E R  ONWE BARGE LOADER CONVEYOR 3UT PRODUCE0 BY SGS AUSTRIILIA AND 21's 
TESTED BY SGS A U S W d  AND P l  SUWFINOO (iWCNESW' CoWESPCWENCE ff SGSI 

TYPE OF UBOR COhrmnCl(S) RENEGOTUIED DATE FOR WGOTIATION PART Of SUBCohlRACIDRS C W T F K l -  REGENEMTIATED E M R Y  2 YEARS 
EVERY 3 YEARS I 
MPE OF COAL WEIGHING: VESSEL D M  SUR" SCWCERTlflED? -YES -NO 

PERIOD TONNAGE EASE PRICE PER TON DES IMT I 
7001-7w9 ~ M ) . W ~ S T M U R ~ X ~ ~ . S ~ ~ S T ) Y - ~ O X F E S  ZWI: w MIST. m as 251s~. mw 145 7 m ~ s  

1 IF THIS COAL IS OFFERED BY A COMPANY OR IM)IVIWALWHICH IS NOT THE PRODUCER RERSE INDICATE So BY W I N G  A N T  IN THIS SPOT. 

~~ 

CREDIT REFERENCES Mobnun hwk ClTlBANK NA JAKARTA CFFICS KOREA E X W G E  BANK JAKARTA OFFICE 

INWSTRY REFERENCES (?#&urn h r ) :  WEL TIu\DE SPA ITXV, EDF W I N G  LTD WK). SSM COAL WERICAS UC (US). TAIW4N POWER C W A N Y  (lAlWAN ROC) 
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COAL PRODUCERS' ScUcrfAnoN FORM No.-@P-lO) 

CRYSTAL WR 4 h 5 
PROGRESS 

Florida 
Energy PAGE20F3 RW&WkEWAlrn 

OFFERED COAL SPECIF!&NIONS REOUIRED cori spEcIFlcAnoNs 
. . .  . . .  .. . . .  

BlllJMlNOUS SuBBmMvXxlS 
*As RECWB)' 'As REcovEo- 
G U M E D  G u A w w T a D  

0ESCRIPTKX.I 'ASRECUMD' 'ASREcE1MD' 
AMR4GEORMPIUU . GUARANTEED 

MOISNRE (TOTAL) X ' 21 MINZ-M1XJO 4 8.0% wx 3.0% W 

SVRFACE MOISNRE X 5 .OXW 5.0% W 

AsH % 3.0 MIN 2.0 - uu 4.0 1 10IIXW' 7.8% hw.' 

TOTAL S W U R  % 0.10 MIN0.W-MAXO.15 ' 12 W' 1.2 Lmvx' 
B N A B G R O S S A S R E C E M D  . 8.700 0 . 2 ~ ~ ~ 4  1 2 1 w  MN. 8MollB MK 

W S m I  
cf----- -' - 

W T K E  X I 35.0 

SSM-Kideco Coal Offer 2007-1009 to PZOWesS DerW PEF-cc-000421 
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ATTACHMENT 3 

~. 
This offer of Indonesian coal is subject to mutual agreement on SSILI.s general t& and 
conditions. 

~~~ 

~1. ._QUANTITY .... 

The o f f 4  tonnage is comprised of seven (7) Panam 
option each with 
Shipment pe&d beginning in 2007 and ending in 

2. PRICE 
The offered price is $44.50 per short ton for shipments in 2007, $45.25 per short 
ton for shipments io 2008, and $45.75 per short ton for shipments in 2009 DES 
IMT, Mississippi River, and firm until February 22,2006. 

3. PREMRJMPENALTY 
The contract price willl be adjusted on a prorata basis if actual heating value is 
overhnder 8,700 Btunb gross as received. 

4. WEIGHT DETERMINATION 
Draft survey of vessel at loadport by independent surveyor to be final and bmdmg 
to both parties. Cost for Seller's account. 

5. QUALITY DETE,F&IINATION 
At loadport in accordance with ASTM standards by an independent laboratory for 
Seller's account. 

6 .  PAYMENT 
Telegraphically within 25 banking days after B/L-date, subject to credit approval. 

7. DISCHARGING RATE 
20,000 MTDAY SHINC. 

8. DEMURRAGEOESPATCH 
As per Seller's contract of ae igh tmen t .  

9. CREDIT 
Subject to SSM credit department approval 

PEF-cc-000422 
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E&%t NO -@R-lO) 
monwealth Cod Indonesian Sub-Bituminous Mie  Data 

SERVICES, I N C .  Page90f9 

Parameter, Units 

KIMCO ARMINDO 

Typical { Rang- 1 

Inherent moisture % 12.3 
% 7 Ash 
% 40 Volatile matter 
% 0.45 Total Sulfur 

Phosphorus % 0.002 
Chlorine % 0.01 

Hardgmve Index HGI 47 
Phmical ProDerties 

-!A above5Omm 0 
% underzmm 25 

Si 

Calorific Value 
6,200 6,IM)Min 

O A R  kcavkg kcalflrg I 5,800 5,700 Min 
GAD 

14.0 Max 
9.0 Max 
35.0 Min 
055 Max 

45 Min 
0 Max 
30 Max 

Carbon % 
% 

Nihugen Yo 
% 

% 

H y b g m  

oxygen 

F% 0 3  

Na, 0 % 
% K2 0 

Ca 0 % 

Ash Analvsis (drv basis) 

PEFCC-000423 

70 
4 

1.2 1.5 Max 
24 8 

13 
0 5  
1 
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30 -12 Excess 2006-2007 Costs Related to SO2 allowances at CR 4 and CRS 

Highest Cost Supplies 
Year Actually Delivered 
2006 1st Highest Cost 
2006 2nd highest Cost 
2006 3rd Highest Cost 

TOTALS 

Bids with lowest 
Evaluated Cost 
Not Purchased 

2006 Kennecott-Cahokia 
2006 Kennecott-Cahokia 

TOTALS 

Highest Cost Supplies 
Year Actually Delivered 
2007 1st Highest Cost 

2nd highest cost 
TOTALS 

Bids with lowest 
Evaluated Cost 
Not Purchased 

2007 PT Adaro-Indonesia 
2007 PT Kideco Jaya Agung 

TOTAL5 

YEAR 2006 

-I-- .... I)YIVII 

Allowances 2006-2007 
Exhibit No.-(DP-ll) 
Page 1 of 1 

Total Allowance Cost 
Tons Btu/Lb MMBtu Lbs SO2JMMBtu Tons SO2 $/Ton SO2 
186,430 12,402 4,624,210 1.04 2,404.59 $977.00 
330,800 12,399 8,203,178 1.09 4.470.73 $977.00 

20,660 12,377 511,418 1.15 294.07 $977.00 
537,890 13,338,806 7,16 9.3 9 

Total Allowance Cost 
Tons BtuILb MMBtu Lbs SOtlMMBtu Tons SO2 $/Ton SO2 

500,000 9,350 9,350,000 0.80 3,748.08 $977.00 
37,890 9,963 754,996 1.18 445.45 $977.00 

537,890 10,104,996 4,185.45 

Excess 2006 Costs Related to SO2 allowances at CR 4 and CR5 

YEAR 2007 
Total Allowance Cost 

Tons BtuILb MMBtu Lbs SOZJMMBtu Tons SO2 $/Ton SO2 
295,880 12,394 7,334.273 1.13 4,143.86 $1,091.00 
229,506 12,420 5,700,929 1.12 3,192.52 $1,091.00 
525,386 13,035,202 7,336.38 

Total Allowance Cost 
Tons BtU/Lb MMBtu Lbs SOZ/MMBtu Tons SO2 $/Ton SO2 

150,000 9,300 2,790,000 0.10 139.50 $1,091.00 
375,386 8,200 6,156,330 0.15 461.72 $1,091.00 
525,386 8,946,330 601.22 

Excess 2007 Costs Related to SO2 allowances at CR 4 and CR5 

Total Allowance 
Cost in $ 

$2,349,283.51 
$4,367,905.39 

$287,301.64 
$7,004,490.54 

Total Allowance 
cost in $ 
$3,653,980.00 

$435,202.42 
$4,089.182.42 

$2,915,308.11 

Total Allowance 
Cost in $ 

$4,520,956.16 
$3,483,039.61 
$8,003,995.77 

Total Allowance 
Cost in $ 

$152,194.50 
$503,741.73 
$655,936.23 

$7,348,059.53 

Excess 2006-2007 Costs Related to SO2 allowances at CR 4 and CR5 $10,263,367.65 
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2006 

2007 

Total 

Docket NO. 070703.EI 
Calculation ofToM 
overcharges 2006-2007 
Exhibit No.-(DJ~.~~) 

Summary of Excess 2006 and 2007 Coal and SO2 Costs and Requested Refund Page I of1 

(Exclusive of Interest Adjustment) 

Excess Coal 
costs 

$25,149,462.00 

$25,866,364.00 

$51,015,826.00 

Excess 
SO2 costs 

$2,915,308.11 

$7,348,059.53 

$10,263,367.64 

Total 
Refund Request 

$28,064,770.11 

$33,2 14,423.53 

$61,279,193.64 



MINOR SOURCE AIR CONSTRUCTION PERMIT APPLICATION 
COMBUSTION OF POWDER RIVER BASIN (PRB) COAL 

CRYSTAL RTVER ENERGY COMPLEX 
CRYSTAL RIVER, CITRUS COUNTY, FLORIDA 

Subn to: 

Proprrss Encrgv Florida 
100 Central Avenue 

SI. Prlershurg, Florida 33701 

Submilfed by: 

Golder Associates Inc. 
5100 West Lemon Street 

Suite l I 4  
Tamp'.  Florida 33609 

Distribution: 

4 Copies 
2 Copies Progress Energy Florida 
2 Copies Golder Associates Inc. 

Department of Environmental Protection 

March 2006 

Docket No. 070703-E1 
Excerpt, PEF Application for Test Bum 
Exhibit No.(DJP-14) 
Page 1 of 3 

! 

053-9583 

Golder Associates PEF-FUEL-002663 
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PART I1 

APPLICATION REPORT 

Golder Associates 
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Docket No. 070703-E1 
Excerpf PEF Application for Test Burn 
Exhibit No.-@JP-14) March 2006 - 1 -  

, ..~. .... ... ~. . .. . . . Page 3 of 3 . . .. . 

. .  
. .~ . . . 

1.0 INTRODUCTION AND EXECUTIVE SUMMARY 
. .  ~ 

The proposed Project involves evaluating the firing of various blend ratios (up to 30 percent) of 
Powder River Basin (PRB) and Eastem Bituminous (Central App) coal at Crystal River Units 4 and 

5. This application for a minor source constmction permit will allow for a h4aI burn as a high-level 

assessment that will assist Progress Energy Florida (PEF‘) in the performance of a first-cut evaluation 

to determinE if PRB coal will meet expected performance and environmental criteria. 

As discussed in a meeting with the Department on February 7,2006, Crystal River Units 4 and 5 were 

originally designed to burn a 50/50 percent blend of Eastern bibxiinow (Illinois Basin) and Western 
sub-bituminous coal (PRB). The desi& spccifications,’provided by Babcock & Wilcox, arc included 

in Appendix A of this application. The original Site certification language (attached as Appendix B) 

allowed for a 50 percent blend.of PRB coal. The Site Certification for Units 4 and 5 was issued prior 

to the effective date of the PSD program and, therefore, no conshuction permit was originally issued 

Permit language that specified the burning of “only bituminous coal” originated in the injtial Title V 
air opelation permit, issued on January 1, 2000. Finally, as will be presented, the fuel blend, up to a 

maximum blend of 30 percent PRB, will have characteristics that closely match those of the 

bituminous coal t p c s  that arc currently being burned. 

. .  

The above kcton, in addition to the fact that no plant changes to existing process equipment are 

necessary to test bum the proposed blend, were presented to the Depatment as PEF’s position that 

Units 4 and 5 arc “capable of accommodating” this fuel blend, and that no air permit changes arc 

necessary. In spite of these factors, and at the Department’s direction. PEF is submitting this 

application to obtain a minor source construction permit to allow for the burning of this fuel blend. 

The following sections provide the Project Description (Section 2.0) and the Proposed Project 

Approach (Section 3.0). 

Golder Associates PEF-FUEL-002680 
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Excerpt, PEF Application to FDEP 
Re: SO% Sub-Bituminous Blend 
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PSD PERRIIT APPLICATION 
CRYSTAL RWER ENERGY COMPLEX 

POLLUTION CONTROL PROJECT 
u N m  4 A.W s 

Subwifki IO. 

Flurich Department of EirviroJimenLd Prorraioii 

Siibniitfed on behtlljoJ 

Progress Energy Flarida 
I00 Central Averiue 

SI. Petersbwg, FIotirln 33701 

Submitted by: 

Golder dssociales Inc. 
5100 West Lemon Sfreel 

Siiite 114 
Tampa. FIorida 33609 

Distribution: 

4 Copies - Florida Depktmcnt of hvimnmental Protection 

1 Copy - Golder Associates Inc. 
2 Copies Pmgresf Eaersy norida 

AugW 2006 053-9555 z.- 

-- 
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Department of 
Environmental Protection ,.. .. .: '..'.. 

Docket No. 070703-El 
E x . q t ,  PEF Application to FDEp . , i_-r---47___ .-...-.-.. - Division. - . . .  of . Air . . .  Resource Management 

.... .. . _--.-._PLPPLlCATION FOR AIR PERMIT - LONG FORM ....-ggy$Fgy;B'md 
. ~ . ~  ..... ~ ~~. 

L APPLICATIQN INFORMATION Page 2 of 3 

Air Construction P e d  - Use this fom to awlv for an air wns6UcCioo Dermii far a DroDosed oroiect 

. 4. Facility &tion...: 
Street Address or Other Lacator: NORTH OF CRYSTAL RIVER, WEST OF U.S. 19 
City: CRYSTAL RlVER county: CITRUS Zip Code: 36128 

5. Relocatablc FranTrty? 6. Existing Title V Permitted Facility? 
n Y ~ S  €3 No El Yes No 

.. - . .  . -  
subjecl to prevention ofP;;firant deterioraIion (PSD) nvicw, Qonaltainmnt ma (7U.A) new source revim: 
or m i m u m  achjnablc ~ontml bxhnoiogy (MAW revicr~. or 
where the applicant proposes to assume a d c t i o n  on the potcntial emissions of one or more pollutanu to 
escape a f c d d  pmgram requkmmt such as FSD review, N h A  new source review, Title V, or MA(JT, or 
at an cxisting fcdaaly afomcabit state air opeaxtion permit (FESOP) or Title V pcnniUed Facility. 

Air Operation Permit - Use thin form to apply for: 
an initinl fcdaally aukccable sratc air opmtim permit (FESOP); or 
an initiai/rdsed/raewal Tale V air operptiw permit. 

Air Constr~~ctiea P d  Br RecriredlRenewal Tltle V Air Operntlon Permit (Concurrent Processing Option) 
-Use 6s form to apply tk both an air construction pcrrnit and a mired or renewal Title V air o p t i o n  permit 
mmrporating the propodptaicct 

Zdentlficatlon of Faellitv 
I .  Facility Owner/CompmyNarne: PROGRESS ENERGY FLORID4 INC. 

2. Site Name: CRYSfAL RlVER W W E R  PLANT 
3. FaciliW IdentifidanNumber; 0170004 

To msuremmaey, please see form i n s t d o f f i  

1. Date of Receipt o€App@ation: 1 c j -  I I  - e y - 
2. Project Nmba(s]: 
3. PSD Number (iiapplicabk): 
4. Siting Numba @x&idk): 

p / ? L L , * q -  < j  - 3~ 
rsfi.Fi- 3P3 

, 

. 

ADDIication Contacf 
I 1. AmlicationcOntaaName: DAVE MEYER, SENIOR ENVIRONMENTAL SPEClALlST 1 

~ 

2. plicatio&mtsct Maiiing Address ... 

S b a t  Address: I00 CENTRAL AVE CXI B 
Organizatioflm PROGRESS ENERGY FLORfOA 

City: ST. PEERSBURG State: FL Zip Code: 33701 

1 
053-9555 
8n112006 
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53$&3 
I s z 3  

% a  

Due to the timing of W Various upgrades that are under consideration, a previms application, : 

stlbmitled~-on-Aprit 25,--2K16-addressed the installation of SCR systems on Units 4 and 5. 

becoming the cn& path ita~ for permitting. The additiml upgrades summarized abovearc more 

j: y 2  9 

r w  * A - s c R - * s t ~ -  is-- to mmmcnffi in Septembd-of 2005; m*-'- 8 -.w e o  4 - 

f u ~ y  discussed in the follow% paragraphs. 

. -  . . .  . . . .  .. . .. . 7 S . Z Y  
E 2 E 

ma 

E 
2.1 Fuels 

The primary fief wiU be the Illinois Basin bituminous croak, delivered tu the plant by rail. In an 
effort to continue expanding fael diversity and ultimately enhancing market options through supplier 

flexibility at the Crystal F%TX facility, Progress Energy requests to firt a blend of up to 50 percent by 

weight sub-bituminous wal, as well q a blend up to 30 percent by weight pctrolcum coke. Typical 
ultimate and proximate aixdysis of coals and petroleum coke representative of the types of bels 

proposed for the P m j d  rue shown in Table 2-1. The amounts and qualities of each type ana 
shipment of fuel will vaxy dependiig upon availability and ~ C O M ~ ~ C S ,  and design values are shown 

for Highland No. 9 mal, a d  the co-f~ng of 30 pacent by weight petrbleum coke with c o d  and 50 
percent by weight m-tiritlg of Subbihunindus cod No, 2 oil will be used for smrtup and flame 

stabilization. 

2.1.1 Sub-BituminourCosl 

A test hum of ad approximately 20 percent sub-bituminous blend was conducted on Crystal Rivtr 
Unit 5 during May 2006. "%is test burn was conducted following approval of a modified air permit 

by tbe Florida Departmat of Environmental Protection (FDEP) allowing testing of a sub-bituminous 

blended product. A ted report, included in Appendix A Qf this application, was suhmitkd to the 

Depnrtnicnt on July20.2M16. 

There were no substantial issues raised (luting this trial. FulI load war achitved and LO1 (loss on 
itpilion) \vas as mood as or bcttet than the base line coal performance nieasurcments. Major 

emissions constituents, such a s  NOx. SO2, and opacity. were equivalent to or better than the same 

constittknts i t t i l ing  he b d h z  cost. In addition. detailed stack testing of CO, PM and ash 

rrsistivity testing mre conducted to me& the Florida Department of Environmental Protection 

(FDEP) rcquirrnlents. PM was basically unaffected by the sub-bituminous blend as cofupired t~ the 

baseline. CO lcvrlf mrc [ow during both the baseline tests (about 44 ppm) and with the 20 pcrnnt 

Golder Associates 
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2600 Blair Stone Road Excerpt, FDEP Technical Evaluation 

Exhibit No.-@JP-16) Tallahassee, Florida 32397-2400 pWe of3 

DEPARTMENT OF ENVIRONMENTAL PROTECTION 

CERTIFICATION OF COPIES 

I HEREBY CERTIFY that the attached document, Technical Evaluation and Preliminary 
Determination for Project No. 0170004-016-AC dated March 19,2007, is a true and correct copy 
from the Department of Environmental Protection’s files. 

Executed this @day of /%ZTdq ,2007 

STATE OF FLORIDA 
DEPARTMENT OF ENVIRONMENTAL PROTECTION 

A. A. Linero, Program Administrator 
Permitting South Section 
Records Custodian 
Bureau of Air Regulation 
Division of Air Resource Management 
2600 Blair Stone Road, MS 5505 
Tallahassee, Florida 32399-2400 
Telephone: (8 50)48 8-0 1 14 
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. . .  ..  ....... .. . . .  .............. Page 2 of 3 .~ . - 

. . . . . . . . . . . .  . . .  . .  . . .  . ........ - 

TECHNICAL EVALUATION 
& 

PRELIMINARY DETERMINATION 

PROJECT 

Project No. 0170004-016-AC 
Air PermitNo. PSD-FL-383 

Progress Energy Florida, Inc. - Crystal River Power Plant 
ARMS Facility ID No. 01 70004 

FGD/SCR Projects for Units 4 and 5 

COUNTY 

Citrus County, Florida 

APPLICANT 

Progress Energy Florida, Jnc. 
Crystal River Power Plant 

100 Central Ave, CN77 
St. Petersburg, FL 34428 

PERMITTING AUTHORITY 
Florida Department of Environmental Protection 

Division of Air Resource Management 
Bureau ofAir Regulation - Air Permitting North 

2600 Blair Stone Road, MS #5505 
Tallahassee, FL 32399-2400 

March 19,2007 
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Excerpt, FDW Technical Evaluation 

Page 3 of 3 
TECHNICAL EVALUATION AND PRELIMINARY DETI Exhibit No.-pJF'-16) 

Limestone Preparation Svstem 
Wefbill miHgnndin=gsystems' will produce the limestone slurry. Filtrate-recycle water from the FGD syste 

_ u i i U h e ~ ~ d t a _ p r e ~ ~ t h e ~ l i m e r t a n e  slurry to conserve make-up water for FGD system mist  eliminator^ 
washing. The design limestone slurry will consist of 25 to 30% solids and have a design feed rate of 
approximately 352 gpm at specific gravity of 1.22. Fugitive dust emissions are minimized by enclosures and the 
addition of water for the slurry. 

Dewatering Svstem 

The gypsum slurry from the FGD system will be delivered by bleed pumps to the dewatering system, which will 
consist of a filter feed tank, hydro-cyclones, vacuum belt filters, vacuum pumps, filtrate tanks, filtrate pumps, 
lined piping, and associated valves. The incoming gypsum slurry will contain 18 to 22% suspended solids. 
Using a series of hydro-cyclones and four horizontal vacuum belt filters, the dewatering system will remove 
water until the slurry contains approximately 90% solids, Filtrate removed from the slurry will be stored and 
pumpcd back to the limestone preparation system or the absorber module. The de-watering system will be 
located inside a building. Fugitive dust emissions are negligible because the system is enclosed and wet. 

Gypsum Handlinz System 

Reversible collection belt conveyors (GIA and G1B) collect dewatered gypsum from the vacuum belt filters at 
the dewatering system. Under normal operating conditions, conveyors GlA and GIB feed gypsum onto the belt 
of transfer conveyor G2, which transfers the gypsum onto a belt feed conveyor for delivery to an adjacent 
(proposed) wallboard plant. In the reverse direction, gypsum conveyor G IA and GIB feed gypsum onto the belt 
of conveyor G3, which delivers gypsum to the emergency gypsum pile. The emergency gypsum pile will be 
located southwest of the dewatering facility and will be used primarily to store the gypsum upon loss ofthe 
gypsum transfer and feed conveyors. In addition, the emergency pile may be used to store "off-specification" 
gypsum if needed. Trucks will remove gypsum from the emergency gypsum stockpile. Fugitive dust emissions 
will be minimal because the dewatered gypsum still contains 10% water. 

Fuel Blend -Request for Blend of up to 50% by Weight Sub-Bituminous Coal 

Currently, Units 4 and 5 are authorized to fire bihiminous coal (e.g., HighlandsNo. 9), a bituminous coal and 
bituminous coal briquette mixture, on-specification uscd oil, NO. 2 fuel oil (as a startup fuel), and natural gas (as 
a startup and lowrload flame stabilization fuel). 'The applicant proposes to fire a blend of up to SO% by weight 
sub-bituminous coal with bituminous coal. The maximum sulfur content of the blend will comply with the 
requested maximum sulfur content of3.13% by weight. In  support of the request, the plant previously obtained 
an air construction permit and conducted a trial bum of 18% by weight Powder River Basiii coal (a sub- 
bituminous coal) with bituminous coal. The applicant proposes to begin firing such blendsbpon issuance ofthe 
final permit granting authorization. The proposed new blend would only be fired in Units 4 and 5 .  

Although performance tests showed marginal emissions impacts from firing this fuel blend, the tests were only 
conducted with a blend of 18% by weight ofsub-bituminous coal. Based on the tests, the Department will 
authorize the firing of a blend of up to up to20% by weight of sub-bituminous coal with bituminous coal. 
However, the draft permit authorizes an additional trial burn allowing a temporary period to fire a blend of up to 
50% by weight of sub-bituminous coal with bituminous coal for the purpose of conducting additional 
performance tests in support of a permanent request for this higher blend. 

Fuel Blend -Request for Blend of up to 30% by Weight Petroleum Coke 

The applicant also proposes tofire a blend of up to 30% by weight petroleum coke with authorized coal blends. 
The petroleum coke would have a maximum sulfur content of 6.0% by weight. The ma?timum sulfur content of 
the petroleum cokdcoal blend will be limited to the requested maximum sulfur content of 3.13% by rveight. 
The applicant proposes to begin firing such blends after completing installation of the FGD, SCR, and alkali 
injection systems and improvements to the existing electrostatic precipitators (ESPs). The proposed new blend 
would only be fired in Units 4,and 5 .  
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