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been given is, at besr. counter-intuitive. SDB's discovery responses acknowledge that,
"There were no specific commitments requested from or given by any of the Class I carriers
with reflect to ^uture service to be provided to the Terminal." Interrogatory Response,
SDB-5 at 2. In fact, CSXI officials had h :d some discussions with W&LE in 1993 about
possible construction of an intermodal facility in Ohio at a location close to CSXT's
mainline, but neither W&LE nor CSXI ever mentioned a site in Stark County.
By the time that CSXI was consulted about the Neomodal project, it was clear
that the Terminal, aiready funded and under construction, was going to befinishedand
opened for busmess. Since its opening in December 1995, CSXI has made every reasonable
effort to market its services to shippers that might use the Neomodal Terminal. Throughout
early 1996. CSXT and CSX' engaged in discussions v/ith W&LE to design rail intermod il
service to the facility. In May 1996. CSXI established service to and from the facility and
moves began on June 1. 1996. Since that time, and as recently as September 1997. CSXI
has desi2ned and distributed marketing brochures and other promotional materials and has
acii\el\- promoied the Neomodal Termmal to its customers. A sampling of these marketing
materials is set forth as Attachment D to SDB-,5, in Volum.e 3. CSXI offers W&LE
custom.ers access to its Western network, interline connections with Western and Canadian
carriers and se-Mce mto and out of the Southeast U.S.
The proposed allocation of Conrail lines has had no effect on CSXI's
marketins of Neomodal. CSXl s efforts to attract and enhance traffic at that facility have
continued unabated since the Conrail transaction was announced, SDB's discovery responses
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also acknowledge that "CSXI is aggressively marketing and selling the Terminal and its
volume has been about 400 lifts per month." Iiucrrogatory Response. SDB-5 at 3.
However, CSXI holds no illusions about the Terminal's commercial viability Neomodal has fundamental prob'ems that no marketing program can overcome. The
Neomodal Terminal was not constructed because there was a pressing need for an intermodal
terminal m Stark County, Ohio or because there is some natural advantage to its location. I "
fact, there are fundamental and unalterable disadvanti.ge: to the location of that Terminal thct
render questionable the commercial merit of the Terminal's existence.
The TermTdl's biggest problem is that it is not on or near the mainline ofa
Class I railroad and is thus not well-positioned to handle intermodal cargo in a time-efficient
manner that allows effective conipetition with door-tD-door motor carriage. Neomodal traffic
must be interchanged by W&LE with a Class I railroad, which adds extra time, additional
car costs, equipment per diem costs and othe associated costs. For exam.ple, Neomodal
freight orig'nating in Stark Count\ and destined for points on CS.XT's network must be
transported by thc W&LE to Greenwich on the B&O line, which is 70 miles distant, then on
to CSX's Wiiiard '^ ard for connection, which is an additional 15 miles. At Willard. the cars
mus: be sw itched to a CSXT premium service intermodal train operating today between
Piiiiadelphi2 and Chicago. The switching for both eastbound and westbound traffic requires
the complex and time-consuming interaction of four trams at the Willard Vard, CSXT Q135
and Q136 and W&LE 105 and 106.
In addition, the Neomodal Terminal never has be;n the source ofa significant
amount of rail business because it is not located in an area that generates substantial volumes

33 -

P-397

of intermodal cargo. Because of the disadvantage associated with its location, the Neomodal
Termmal suffers frorn intense truck competitioi. Intermodal transportation is generally most
competitive with mow carriage at distances gieater than 500 miles. However. Neomodal is
only 4.^0 miles from Northern New Jersey, 400 miies from Philadelphia and 337 miles from
Baltimore. Thus, Neomodal has a natural competitive disadvantage with respect to freight
originating at O'- destined to these major East Coast points. In addition, because cars
originating or descined to Neomodal must be switched with CSXT trains at Willard Yard,
which is west of Neomodal, such cars would have to backtrack east in order to reach eastern
points.
Most of Neomodal's cargo is handled through Chicago, 357 miles from
Neomodal, where it is switched with Western railroads. Again, because ofthe relatively
short distance to Chicago and the operational issues addressed above, notor carriage presents
a strong competitive option for shippers to move their freight between the Stark Coumy area
and Chicago, Further, there is simply not enough traffic at Neomodal to warrant a train
dedicated to serve that market. Neomodal has projected a market of 14,000 units per year
(see SDB-5, response to document request no. 1), which translates to about 19 lifts in and
out per day, far short of the number of units typically needed to economically justify
operation of such a train.
Neomodal also faces competition from Conrail's intermodal yard in Cleveland,
which is only 60 miles distant from Neomodal, Collinwood is Iccated on Conrail's mainline
linking the Northeast with Chicago (a line to be allocated to CSX) and many intermodal
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shippers interested in quick transit times to points on the CSX system may find Collinwood
more attractive due to the advantages of its mainline location.
Neomodal has be^.n ? money-losing project from the day it began operating.
Financial records produced by SDB show thai the Terminal has lost monty consistently since
December 1995. See Intermodal Operators, (nc. financial records, set forth in Volume 3.
The records also reflect no impact of the announcement of the Conrail transaction, contrary
to Neomodal's claim that the transaction has already had an impact on the Terminal.
Neomodal lost money as consistently in 1996 as it has in 1997, and in fact the losses in
recent momliS have been smaller.
In the face of these circumstances, the conditions proposed oy SDB and its
supporters relati\e to Neomodal are unjustified. The problems aboi-t which SDB and W&LE
complain have nothing to do w ith the Conrail transaction and any impact of the transaction
on Neom.odal will be, at most, marginal. Neomodal's problems are instead rooted in the
decisions that were made b} parties other than CSX to construct the Terminal.
CSX (either alone or with NS) should not be required to integrate into its
system an intermodal terminal that is not even on its own mainlines and which it could not
efficiently operate tor the reasons 1 have stated. CSXI also should not be required to enter
into long-term contracts to repay debt that was incurred by SDB and others in the Terminal's
construction. These parties incurred ihat debt, and it is up to them to deal W;L1I it.
Providing exiensive trackage rights to W&LL .-'s a means of fixing Neomodal's
problem, aj suggested by W&LE in i:s Responsive Application and by State of Ohio witness
Wesley Wilson at pages 19-20 of Exhibit 2 to OAG-4 is not justified. Neomodal's problems
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pre-date this trar.^rction - and they relate in large part to a questionable decision by SDB to
construct the Terminal on the lines at a location that is not convenient for quick connection to
CSX or .NIS. There is nothing about the transaction that will change that unalterable problem
and nothing that suggests that CSXI should assume risk that the builders of Neomoda:
assumed when they went forward with their plan.
Whether Neomodal succeeds or not is a decision that shippers, operating in the
free market for intermodal transportation must make, and not one that should concern the
Board. If the Neomodal Terminal represents an economic problem for SDIi and w&LE and clearly they would rot be raising these issues if it were not . problem - it is for them
ard not CSXI to address. Further, shippers in the area served by Neomodal will retain
excellent and competitive post-transaction rail service from CSX and NS. There is simply
nothing here that requires Board intervention.
State of Michigan. Michigan's Department of Transportation submitted a
letter trom Gov ernor John Engler urging CSX and NS to continue to participate in the
de\elopment of a large intermodal terminal at Conrail's Junction/Livernois Yard in the
Detroit aiea. CSX will review this matter m light of the needs of Michigan shippers for an
expanded facility. Michigan has not requested, and the Board should not impose, any
conditions concerning the further development of this facility.
State of New York/New York Citv EcoDomic Development
Corporation^Con};ressman Nadler, et al. These New York and Southern New England
parties argue in favor of competitive intermodal rail transportation to New York City and
other East of Hudson ' points. The State of New York and the New York Eco.nomic
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Developmenl Corporation have jointly submitted a responsive application in favor of a
second rail carrier (additional to CSXT) operating over the Hudson Line linking Albany and
New York City on the East Side of the Hudson. Congressman Nadler, et al. argue 'n f<jvo»'
of extending the Shared Assets operations to embrace a car float across New York Harbor
from New Jersey to Brooklyn and rail lines linking Brooklyn with the Oak Point Yard and
other facilities in Manhattan and the Bronx. A subm;;sion of several Connecticut
Congressmen argues in favor of running "Road Railer" t ains through Penr< Station to/from
Southern Connecticut.
A common thread of these filings is the proposition that East of Hudso.i points
will not receive efficient or competitive intermodal service post-transaction. This is Simpl'
not true. Points in New York City, Long Island ai.d Southern New England today ecene
such service through intermoda! terminals in Ncrthern New Jersey. The marketing reach of
these (and other) CSXI terminals is at least 100 miies. While shippers in the East of Hudson
areas must pay drayage costs to reach the North Jersey terminals, so too do other shippers in
points in New Jersey not proximate to the intermodal terminals. The fact that North Jersey
terminals (including CSXTs Little Ferry terminal) today attract traffic from East of Hudson
shippers ofre"s the best evidence that these areas receive adequate service. The competitive
rail service mat will flow from the transaction in the NJSAA will benefit these shippers as
much as any others.
Transportation Intermediaries Association (TlA-2)

The Transportation

Intermediaries Association ("TIA"). an association of transportation third parties, requests
special proteciior:S for its IMC members. TIA claims that recent Western railroad mergers
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have hurt IMCs -nd intermodal transportation through the elimination of service lanes and
intermodal terminals; increases in contract volume requirements: changes in credit terms;
rate increases; equipmem shortages and poor transit umes. TIA seeks a condition that would
prohibit CSXT and NS from imposing liquidated damages for IMC volume shortfalls
resL'.lting from rate increases, termination of intermodal service, poor ser\ ioe performance or
increased cargo loss and damage. TIA also requests that CSXT and NS be .'equired to
submit plans demonstrating competitive intermodal service in certain traffic lanes beiween
ceriain eastern points and Chicago end St. Louis, showing how they intend to allocate
equipnicnt and showing "continued interchange of intermodal raiicars. containers and trailers
with all other railroads." TIA-2 at J.
None of these conditions is justified. TLA is obviously looking for special
treatment to protect a class of competitors (who will in any event benefit from the
transaction), raiher than competition. Beyond the bald allegations of its counsel, TLA offers
no evidence ihat recent mergers, or that the proposed Conrail transaction, would result in a
deterioration of mtermodal servi.e. Quite the contrary is true of this transaction, as
Applicants have amply demonstrated. .Additional and expanded single-line services will be
ofiered on numerous major routes described in the CSX Operating Plan. See CSX/NS-20.
\ ol, 3A at 7-75 and CSX/NS-19, Vol. 2A. Anderson VS at 276. Expanded single line
service will also result in improved service levels and frequencies on many routes, as well as
more efficient utilization of equipment. Stt CSX/NS-19. Vol. 2.A. .Anderson VS at 279-84.
I.MCs. like other users of intermodal sen ices, will benefil from expanded and competitive
intermodal services.

38

P-402

Apart from T'.\'s ur.supported claims, Applicaits are not aware of any IMC's
which have voiced a concern about the prospect of deterioration in intermodal services, or
about the allocation or interchange of equipment. The short answer to TIA's concerns in this
area is that equipment will be allocated as market demand dictates and interchanges with
other railroads will remain open. Finally, as to TIA's request that Applicants show that they
wili compete on certain Chicago./Northeast and Si. Louis/Northeast .outes, the CSX and NS
Operating Plans speak for themselves. IMCs will benefil from competition on many new
lanes where today Conrail is the sole railroad.
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) ss.
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gORF.RT I . . SANSOM

I.

INTRODUCTION
My name is Robert L Sansom. I am President of Energy Ventures Analysis. Inc.

(EVA), an economic consulting firm specializing in the study of coal, natural gas and electric
power markets in the U.S. and abroad. I previously submitted a verified statement as part of
the opening evidence submitted by CSX Corporation and CSX Transportation. Inc. ("CSX") in
this proceeding. My background and qualifications are described in my opening statement.
In my initial statement I outlined the benefits of the Conrail Transaction to the
utility consumers of steam coal and the producers of coal in Central Appalachia and Northem
Appalachia (the "B&O" and "MGA" producers)
•
•

•

•

Briefly these benefits are:

Increased single line hauls of low-sulfur coal to northeast and mid-Atlantic
utilities.
Two carrier access to the MGA coal producers giving more coal buying
utilities access to this Lmportaut source (.the Pittsburgh seam) of low cost
mediimi sulfur coal.
Better links between Appalachian coal sources and the Great Lakes,
including improved CSX/B&O coal access and two railroad MGA-to-thelakes access.
Reduction in the share of rail transportation in the relevant power markets
currently dominated by Conrail.

I have reviewed and am reply ng herewith to the testimony and positions filed by
the witnesses ant attomeys for the following conunenters:
1.
The Department of Justice (as it relates to PEPCO)
2.
Potomac Electric Power Co. ("PEPCO")
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3.
4.
5.
6.
7.

Centerior Energy
Consumers Energy
Niagara Mohawk Power Corp ("NIMO")
New York State Electric and Gas Corp. ("NYSEG")
Orange and Rockland Utilities ("ORU")
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II.

REPLY TESTIMONY TO PEPCO AND THE DEPARTMENT OF JUSTICE
In addressing the effect of the acquisition on PEPCO, I am replying to the

testimony of PEPCO Wimesses Felton and Kaplan and also the testimony provided by the
Department of Justice's Wimess Peter A. Woodward and the "preliminary position" taken by
DOJ.
In preparation for this testimony I reviewed the work papers provided by DOJ's
Woodward, PEPCO's Kaplan and the discovery responses provided by PEPCO.

A.

M^or Benefits to PEPCO Are Ignored by PEPCO and DOJ Witnesses
After the Transaction. CSX will be able to single line haul ' > Morgantown and

Chalk Point PEPCO's preferred CSX/B&O' coals instead of current costly two-line hauls.
According to PEPCO's recent FERC filing (see the following Table), the two line hauls of B&O
coal cost Sl6.79/ton for 2/3rds of coal delivered versus SlO.73 for single line Conrail (nonMGA PA coal) coal. Note that the higher two line (CSX/Conrail) haul rates reported by
PEPCO are for shorter mileage distances than the less expensive single line (Conrail) hauls. In
my view, PEPCO will exoerience a significant reduction in rates on the two line haul coal
shifted to single line service.

' B&O coals are important to coal consumers that need a coal with around 2.0 lb.
SOji/MMBui or less (down to 1.2 lb. SOv'MMBtu) to meet State Implementation Plan limits.
MGA coal is a medium to high sulfur coal which cannot meet these limits.

Energy I ent'4rt.> Analysis, Inc.
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PEPCO'S FERC FILING
1995 DATA
RAIL TRANSPORTATION TO MORGANTOWN
AND CHALK POINT

Rail Cost
Source (Co./County/State)

Miles
C/MMBtu

S/Ton

63 19
65,72
62 12

16.50
17.33
16.54

Two Line CSX/Conrail (B&O Coal)
Buffalo Co.U, Garren. MD
King wood. Cambria. PA
Nauce, Ganett, MD

265
296
272

Average

16.79

Single Line Conrail (Central Pennsylvania Coal)
Summers. Chesterfield, PA
Nauce. Cambria, PA
Foos. Clearfield, PA
PBS, Shade Creek. PA

430
343
431
360

42.82
41,74
39 19
40 94

Average

1)07
10.50
10.42
10.92
10.73

.SOURCE: PEPCO's 1996 FERC Fonn 580 filing tor 1994 and 1995.

Conrail's MGA single line haul to PEPCO is preserved by CSX's post-Transaction
access to MGA coal, if PEPCO elevUs to bum Pittsburgh seam coal.
Evidence provided by PEPCO in discovery shows a less dramatic but still
substantial difference in $/ton comp'..ring two line with single line hauls to Chalk Point and
Morgantown than ilie data PEPCO provided to FERC This cata appears below
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RA!L RATES TO MORGANTOWN AND CHALK POINT
($/Ton)
Single line Conrail

Year
1995
1996
1997 (thru 10/31/97)

[[[

m
[[[

Two Line CSX/Conrail

111

]]]

m

111

m

]]]

[[[

]]]

]]]

These rates again confirm that PEPCO can expect sigmficant gains from CSX's
single line efficiencies in the movement of PEPCO's preferred CSX coals to these two plants.

Wimess Woodward of DOJ and Wimesses Fellon and Kaplan for PEPCO ignore

this benefit to PEPCO of CSX's operating the Conrail lines to Morgantown and Chalk Point.
B.

Water Delivery Option
PEPCO's documents re\eal PEPCO has a credible barge option at Morgar town

and a barge-to-truck option to Chalk Point, contrary to the assertions of PEPCO and DOJ.
DOJ W imess Woodward appears to have accepted the positions offered nim in
conversations with PF.PCO's attomeys and employees without conducting an independent
investgation of the barge option at Morgantown.
Woodward and I agree that the evidence is clear that in 1993 PEPCO used the
oarge option at Morgantown to achieve a major Conrail rate reduction Woodward's notes
[[[

]]] record PEPCO as representing this reduction at [[[

documents from September 1993 [[[

]]] show a reduction of [[[

Energy Ventures Analysis, Inc.
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But DOJ's Wimess Woe :ward does not believe the water option is as viable today
(Woodward p. 21-22). He is wrong.
First he offers (p. 22) the vague assertion that there is greater environmental
sensitivity at the Morgantown site today thari in 1993. Supposedly this would preclude the
upgrade of PEPCO's oil barge unloading facility to a coal barge or vessel unloading facility.
His source for this assertion is a PEPCO interview on October lOLh. His notes on th^s interview
[[(

]]] demonstrate he accepted statements from PEPCO (and its attorneys) that cannot be

supported. His notes cite [f[

]]]. I found no evidence in his work

papers that he reviewed the relevant docmnenis.
I investigated these issues by reviewing PEPCO's smdies and having an associate,
an engineer, survey the Morgantown site, review key maps, and obtain relevant documents from
thc responsible office of the Corps of Engineers.
[[[

*

J]]. Larger vessels may aiso be able to unload. The Corps maintains
a 24 foot channel up the Potomac River at Morgantown, which is about 45 miles 'j/ the river
from the confluence of the Potomac with the Chesapeake Bay.

[[[

111

Energy Ventures Analysis, Inc.

Page 6

P-413

Recently, the Corps of Engineers approved a "Shore Erosion Control Project" on
the Potomac River at Morgantown in response to PEPCO's request.
After a public notice and comment penod, no objections or actions were suggested
other than the choice of aquatic species to be planted.
ThefinalCorps of Engineerfindingswere:
No effect on navigation
No effect on future harbor lines
No effect onfloodheights or drift
No effect on beach erosion
No effect on recreation
No effect onfish/wildlife values
Consistent wiih Maryland's Coastal
Zone Management Plan

No effect on aesthetics
No effect on human env rorment
No effect on historic sites
No endangered species
No endangered species habitat
No sustained objections

A well designed barge unloading facility at Morgantown should be similarly
acceptable to the Corps of Engineers. As PEPCO's study found: [[[

111
A site visit confirms lhat the rural isolated location of Morgantown and PEPCO's
abundant acreage at the plant site are positive factors. Dredging has previously taken place at
the site for the oil barge unloading facility.
Earlier in a 1992 fiiel procurement audit for the DC Public Service Commission
by RCG/Hagler-Bailly, Inc.,' [[[

[[[

111
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Ill
PEPCO agrees that a barge unloader is feasible at Morgantown. [[[

111
In August 1997. a consultant. Hill & Associates, working for PEPCO solicited
domestic and foreign coal sources for rail and barge bids for delivery to Morgantown.
The results from this survey undermine DOJ Witness Woodward's testimony (p.
21). again based on PEPCO representations, lhat sources of coal on the NS are PEPCO's only
barge option and the NS alone would not be an aggressive barge bidder for deliveries lo
Morgantown. PEPCO's attomeys and witnesses have provided a host of reasons why even wiih
a barge unloader, PEPCO could not get barge/vessel bids (see Felton p. 20 and Kaplan pp. 1516). None of these claims have validity.
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First, NS coal via Lamberts Point is not the only coal choice for barged coal into
a Morgantown dock as is implied by Woodward, Fellon, Kaplan, and PEPCO's attomeys.
PEPCO's own smdy by Hill and Associates shows [[[
]]Y Coal from Baltimore is presently barged to
BG&E's Brandon Shores and Wagner power plants. A benefil of the CSX/NS acquisition is dual
MGA service to Baltimore for delivery of Pittsburgh seam coal. [II

111
The next claim made by Kaplan (p. 16) and Woodward (p. 21) is that for some
reason, the NS faces a capacity consu-aint at its export terminal at Lamberts Point. Woodward's
source is PEPCO. PEPCO's source is Kaplan, but Kaplan's work papers c ted by PEPCO's
attomeys in response to a discovery request for Kaplan's support, do not address a capacity
constraint at Lamberts Point.* The document cited is NS's 1996 SEC 10-K which reports that
at Lamberts Point NS exported 29.5 nunt in 1996. This data shows the highest level of exports
shown (the lastfiveyears) was 31.2 mmt in 1992. Nothing about a capacity constraint appears
in Kaplan's documents. Moreover, Mr. Kaplan's testimony ignores Mr. Fox's testimony in this
proceeding (Fox VS at 9) that "The Lamberts Point coal pier includes a uansloading facility for
coastwise barges and transoceanic vessels, with a capacity for handling up to 50 million tons per
year."
* [ll
]]]
' See CSX Second Set Interrogatories No. 2 and the Kaplan documenrs provided (00530055),
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Already, over three million tons of coal from Lamberts Point moves as coastal
trade (PEPC 0055P). Moreover, U.S. overseas steam coal exports are dropping in 1997 from
19% levels; this year lhey will decline by six million tons. The NS's share of this decline
createsftirtheradditional capacity at Lamberts Point, on top of what already existed. In short.
Witness Felton, Kaplan, and Woodward have ignored the non-NS Lamberts Point sources of
water delivered coal for Morgantown and claimed a potential capacity constraint at Lamberts
Point that does not exist.
There is abundant evidence ihat imported and domestic coal by water constrains
domestic rail rates to U.S. plants like Morgantown. Examples include the following plants:
St. Johns River Power Park (JEA), Kraft (Savannah Electric and Gas), Eddystone (PECO), and
Dauskanuner (CHG&E). Water delivery of imported and domestic coastal coal without rail
competition is demonstrated at Brayton Point and Salem Harbor (NEES), Hudson and Mercer
(PSE&G), Shiller (PSNH), Brandon Shores and Wagner (BG&E), and Bridgepon Harbor (UEI).
This does not mean that a barge facility for coal will be built at Morgantown. It
does mean tnat such a facility is a effective constraint on rail rates. In 1993 the threat of a
construction of a barge facility was sufficient (according to PEPCO) to discipline rail rates.

Energy V entures Analysis, Inc.
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C.

The Relevant Power Market
In concluding lhat the relevant power market includes as few as only two PEPCO

plants, DOJ Wimess Woodward uses a market definition lhal ignores the PJM interconnection.
I testified in this proceeding and PEPCO witnesses have testified at FERC (see my Verified
Statement in this Docket pp. 4-7) that the relevant market is the PJM market plus imported
power.

Woodward defines the market as Dickerson and Morgantown alone (p. 22-23),

concluding that because PEPCO's NS served plant is inefficient, the Transaction as it relates to
PEPCO is "more nearly a "2 to 1" merger." He also assens (p. 20), the market may be
PEPCO's coal-fired plants.

He does not address my testimony or PEPCO's cited in my

statement that the relevant market is the PJM plus imports.
PEPCO's Witnesses Kaplan (p. 6-7) and Felton (p. 10) recognize ihat PJM is the
relevant market. Kaplan's testimony includes thefiielcosts to other PJM plants (Exhibit SK-4)
and Felton fears competilion from other PJM utilities (p 10).
If the relevant market for power sales (the concem of both PEPCO and DOJ) is
properly defined as the PJM pool raiher than merely the plants of PEPCO. the pro-competitive
effects of the Transaction are clear. In Mr. Woodward's work papers .he correctly calculates
concenu-ation based on Herfindahl-Hirschman Indexes (HHI), pre and post Transaction, for a
PJM markel definition. Woodward's calculations utilize the PJM data I presented on p. 11 of
my initial testimony. Here are his results directly from his work papers (DOJ-2218HC).
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WOODWARD'S CALCULATIONS
PJM COAL ONLY CAPACITY
PRE ACQUISITION
Coal (GWh)
Conrail sole
CSX sole
NS sole
CR/CSX
CR/CSX/other
Non-Rail

36.3
3.2
1.8
0.5
26,8
31.3

Categories

Percent

HHI

CR
CSX
NS
Other RR

43.25
10.15
1.8
13.4

1,870.6
103.0
3,24
179,6

Non-Rail

31,3

979.7

99.9

3,136.13

WOODWARD S CALCULATIONS
PJM COAL ONLY CAPACITY
POST ACQUISITION
Coal (GWh)
NS sole
CSX sole
NS/CSX
NS/CSX/other
Non-Rail

25 6
13 0
3.3
26 8
31.3

Categories

Percent

HHI

NS
CSX
Other RR

33.9
21 3
13 4

1,149.2
453,7
179 6

Non-Rail

31,3

979,7

99.9

2,762.2

Woodward's results show the acquisition of Conrail by NS and CSX reduces the
concentration as measured by the HHI by 373.93." The important finding of Woodward's
^ Woodward in effect reallocated Lhe generation served by ConraiPCSX/NS with another
delivery mode (barge, truck, or conveyor), Hc allocated half this market to his .NS/CR/CSX
"sole" categories and half to his "othe r RR" category .
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HHI's is the reduction in concentration in the coal-fired served PJM bulk power markel as
measured by the change in HHI's. The absolute HHI level as calculated by Mr. Woodward is
not relevant because it ignores the role of non-coal PJM power sources and imponed power (see
my initial verified statement pp. 10-12).

But a 374 point HHI decline i.^ evidence of a

significant decline in markel concentraiion.

D.

PEPCO's Complaint About Increased PJM Competition
PEPCO Witnesses Kaplan and Felton claim the fact lhat four PJM stations.

Eddystone, Down, England, and Deepwater, will be pan of a post-acquisition Shared Asset Area
(SAA) hurts PEPCO. Putting aside whether an improvement in th" competitive position of
competitors on the PJM grid can be the basis for a complaint (because the SAAs are a consumer
benefil). PEPCO's testimony has facmal flaws.
First, all of PEPCO's witnesses and DO.I's witness ignored the benefit to the PJM
merit order rankings of Morgantown and Chalk Point ihat wi'I result from single line h?.'jls to
those stations after CSX begins serving those sutions
Second, Witness Kaplan uses delivered C/MMBtu as the measure for his PJM
station rarJcings (see Exhibii SK-4). This is not the best indicator in this case because it ignores
station heat rates and other non-fuel variable O&M costs which are critical to dispatch rank.
Morgantown has a very low heat rate. England and Deepwater have higher heat rates. Another
reason PEPCO has little to fear from Eddystone and England is lhat bolh sutions have high
variable O&.M costs due to the fact there are SO, scrubbers (FGD units) on both stations. Chalk
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Point and Morgantown do not have fhis disadvantage. This fact coupled with Witness Kaplan's
higher fuel costs for H. Down,^ England, and Deepwa'er (at Exhibit SK-4) mean PEPCO's
Morgantown and Chalk Point units do not compete meaningfully with these plants and cannot,
even assuming significant rate reductions due to their SAA s'atus. It is tme, as Witness Kaplan
testifies (see p. 17) thai there is competition from PECO's Eddystone plant,** PP&L's plants,
and DP&L's plants. Indeed, due to the NS's service to these plants, this competition will be
more intense, whereas previously these plants and HEPCO's two plants were rail-served
exclusively by Conrail. Kaplan failed to mention many other PJM competitors to Morgantown
and Chalk Point lhat will benefil from NS service in competition with CSX served Morgantown
and Chalk Point While PEPCO may not like this competition, it is a benefit of the Transaction.
As noted, Mr, Kaplan's list of plants, at his SK 2 to 5, lhat potentially compete
with Morgantown is far too short. . e left off the following PJM coal-fired competitors:

Vineland. New Jersey's Howard Down plant is a 23 MW unit lhat operates around 15
percent of the hours each year. It is not a significant power generator in PJM.
* Eddystone also already has the benefit of a water delivery option. As I discuss above,
Morgantown could insuU a similar option.
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OTHER CO/iL-FIRED COMPETITORS TO MORGANTOWN
NOT INCLUDED IN KAPLAN'S LIST
Mode of Coal Delivery

1996 GWh

Plant

8.822
12,822
3,503
11.354
1.222
495
283
12.610
1.767
1.844
847
1.192
1,944
1.670
1.654

Brandon Shores
Homer City
Shawville
Conemaugh
Seward
Holtwood
Warren
Keystone
Hudson
Mercer
Cromby
Tims
Crane
Portland
Potomac River

Barge
Tmck
Tmck
Tmck. Conrail
Tmck
Tmck
Tmck
Tmck. Conrail. CSX
Barge/Vessel
Barge/Vessel
Conrail
Conrail
Conrail
Conrail
NS

In other words. M ' . Kaplan's list .las only ten potential PJM competitors to
Morgantown and Chalk Point, three of which arc the S.AA plants He omitted thefifteenplants
shown in my Table above. This omission creates thc impression that ihe three significant SAA
plants (Fxldystone. England, and Deepwater) are. numerically more important than they are.
The fact is that all fifteen coal plants listed in my table plus the 'en in Mr. Kaplan's table
compete with Morgantown and Chalk Point

for a total of twenty-five. Only tiiree of these

plants are SAA plants with significant generation. In addiium. power-by-wire from ECAR and
VACAR also competes with Morgantown and Chalk Point. Up lo 7.000 MW of imports can
compete m PJM during non-peak periods.
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It is in this context lhat the potential change in the competitive stams of
Morgantown and Chalk Point due to the newly designated SAA plants must be evaluated. For
this reason, in addition to those I have already provided above, there is no substance to the
alleged new competition from the SAA plants, England, Deepwater, Eddystone and H. Down.

E.

Pittsburgh Seam and Mine Eighty-Four Coal
PEPCO's tesiimoriy reveals a new-found inierest in Pittsburgh searn coal, a

product currently available to PEPCO by Conrai! single line haul, but heretofore eschewed by
PEPCO for reasons of suiubility. Evidently PEPCO has solved these problems and even
discovered in affinity for Mine Eighty-Four coal. The STB should be cautious about PEPCO's
claims ihat Mine Eighty-Four coal offers anything unique to PEPCO.
1.

Through 1996, PEPCO did not receive any Pittsburgh seam coal at its
plants.

2.

In 1997 through August. PEPCO's Chalk Poi.nt plants took 24,000 tons
of MGA coal from Consol's Bailey mine out of a toul of 849,000 tons
and Morgantown took 381,000 tons of Bailey coal out of 1,536,000 tons.
The record does not show PEPCO has burned Mine Eighty-Four coal.

3.

[I
]) III
11]-

4.

Post-Transaction, PEPCO's ability to obuin Pittsburgh seam coal will be
enhanced. It will still have single line MGA access via CSX. But il will
have the added NS and CSX competilion to deliver MGA coal to
Baltim.ore should it elect to upgrade its barge unloader lo receive barged
coal and should sucb coal out compete imported coai.
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F.

Conclusions
The acquisiiion of Conrail by CSX and NS will result in more rail competilion

in PJM, the power pool in which Comai! has dominated rail transportation. The lack of utility
opposition from other PJM utilities reflects the benefit of ihe acquisition lo PJM ratepayers in
Pennsylvania, New Jersey, Maryland, and Delaware.'
PEPCO's opposition is without merit, particularly due to its current dependence
at Morgantown and Chalk Point on two-line CSX/Conrail hauls which are priced far above
single line hauls. CSX/B&O and Pittsburgh seam coal delivered by single line haul to PEPCO
after CSX's acquisiiion should result in a sigiuficant reduction in rail rales on two thirds of
PEPCO's bum at these two sutions.
In any event, PEPCO has a credible barge option at Morgantown. Using either
imported coal, MGA coal competitively delivered to Baltimore, or NS coal delivered

i^orfolk,

PEPCO an insure competitive CSX deliveries to Morgantown ana Chalk Point.

^ The only exceptions are Atlantic City Electric, which will gain dual access, and GPU
Generation, which raises no competitive concem*^ Moreover CPU's coal buyer welcomes his
post-Conrail alternatives (see my Verified Sutement, p. 22).

'° III
111.
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m.

CENTERIOR
In this section I reply to tlie testimony of Witnesses Kovach of Centerior and

Harris of L.E. Peabody on behalf of Centerior. Centerior has the following complaints:
1.

Centerior contends its AshUbula and Eastlake plants, now seived
primarily wiih high sulfur Ohio coa! from a single mine by a single line
Conrail haul, will, after L'li' icquisition, be served from this same Ohio
(OVCC) mine by a two line .haul.

2.

Centerior also believes CSX will favor MGA coal over Ohio coal origins.

3.

Centerior believes it will face a compelilive disadvanuge in ECAR grid
competilion with two Detroit Edison plants (Trenton Channel and River
Rouge) that will l?e in an Shared Asset Area (SAA) and in competing in
the PJM bulk power market with the South Jersey SAA.

Consequently, Centerior wants the STB to order rail competition to its plants,
allowing the NS to deliver on lines to Eastlake. AshUbula. and Lake Shore that will be operated
by CSX after the Transaction. L.E. Peabody's Mr. Hanis (p 5) also claims the NS, which is
now and will remain the exclusive rail carrier at Avon Lake and Bay Shore, will extract an
acquisition premium from Centerior.

He makes the same claim about CSX and iu post-

Transaction delive.ies to Centerior at Eastlake. AshUbula, and Lake Shore.

A.

Centerior's Coal Transportation Situation WiU Be Improved By The
Acquisition
Centerior's Avon Lake and Bay Shore plants will be rail served by NS before and

after thc Transaction. Centerior's Eastlake, AshUbula 5 and Lake Shore units were Conrail rail
served before the Trans iction and will become CSX rail served.
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In 1997, tmcked coal has been received at Eastlake, Avon Lake, Lake Shore, and
at AshUbula C.
As a result ofthe Transaction, Ce.iierior will gain access to Pittsburgh seam coal
via a single line haul to its NS served plants at Avon Lake and Bay Shore. Centerior will
maintein single line service to the MGA coal mines that were served by Conrail served plants
that will be served after the Transaction by CSX. In addiiion, CSX will add the capability lo
ship low sulfur Appalachian coal to Centerior's sutions as called for by Centerior's acid rain
compliance plan."

B.

Centerior's Claims About The Loss of Single Line Service From Ohio Coal
Mines (OVCC) to Eastlake and Ashtabula Are Invalid
Centerior gains a single line OVCC NS haul to Avon Lake as a result of the

acquisition. If Centerior desires to continue to bum very high sulfur Ohio coal, it can do so at
Avon Lake in a blend with PRB or low sulftir Central Appalachian coal. (Centerior now blends
down OVCC's sulfur at Eastlake).
OVCC's coal, very high in sulftir (6.5 to 7.0 lb. S02/MMBtu) was, according to
Centerior's acid rain compliance plans, to be phased out at Eastlake and AshUbula CSX has
agreed to extend, OVCC's single line rates to Eastlake and AshUbula, At current SO. allowance
prices ($107/ion SO^), OVCC coal is penalized by $8.81/lon. After the January 1. 2000 Phase

" See Centerior's plan ?.l CEC 1699P-1738P. The plan to switch from Ohio high sulfur
coal at Eastlake and Ashubul? is at CEC 1704P (p. 4).
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II acid rain compliance deadline which will ratchet down the emission limit above which
allowances must be acquired from 2 5 Ib. SO,/MMBm to 1.2 lb SO;/? vIBtu, allowance prices
will rise to over $200/ton SO,. Centerior's bid analysis [[[
current allowance prices, high sulfur Ohio coal has [[(
Eastlake. It will uke v,,nly a [[[

]]] in mid-1997 shows al
]]] delivered to

]]] increase in the allowance price to render this coal non-

competitive. AH SO; allowance price forecasts I am aware of project at least a 50% increase
in allowance prices by the year 2000.
OVCC coal will, by 2000. become non-competitive in Centerior's non-FGD
equipped units. Centerior has no FGD equipped units, although it leases 544 MW of the bargeserved Bmce Mansfield plant. Presently, practically all of OVCC's coal, except that used by
Centerior, moves to the river by Conrail (to become NS) and then by barge to FGD equipped
units. [[[
111 supports this finding.

C.

Centerior Has Multiple Transportation Options to Threaten Its Rail Carriers
All of Centerior s plants, according to the Ohio PUC, can Uke tmcked coal. All

Ohio mines other than OVCC that are current (1996 and 1997 to date) suppliers to Centerior,
ship by tmck. [[[
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111.
Centerior has demonstrated the economic and technical viability of PRB c ^al at
its units. It received PRB coal by lake to its Lake Shore plant in 1997 (with a three mile tmck
haul) and by western carrier/NS to its Bay Shore plam. [[[

111.
Centerior's primary rource of generafion is nuclear power, acknowledged by
Wimess Kovach to constimte up to 46 percent of Centerior's generation. ([[

111. Centerior owns a portion of the barge served Mansfield plant. Witness Kovach
acknowledges (p. 8-9) that Eastlake units 1-4 and AshUbula 5 (' 244 MW unit) are not base load
units. Only Eastlake 5 operates base load. Eastlake 5 is a 597 MW unit, owned 68.8% by
Centerior and 31.2% by Duquesne Light.
Centerior has ample spare capacity it could substitute for units where it wants to
reduce volumes to discipline iransportation rates. Presently Lake Shore 18, Acme 2, and
AshUbula 6 and 7 are shut down.
Centerior was recently acquired by Ohio Eidison to fonn Firsi Encgy. Fuel
procurement has been moved from Cleveland (Centerior's headquarters) to Akron ^Ohio
Edison's headquarters).

Ohio Edison is primarily a barge seived utility (Sammis. Toronto.

Burger, and Mansfield) and can tmck coal to its only rail-served plant (Niles). Ohio Edison has
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idle coal-fired capacity it is making available for coal lolling or power sales. This barge served
capacity could substitute for rail served capacity to discipline rail rates to AshUbula, Eastlake,
and Lake Shore.
The Pinney dock, which is now Com-ail-served and after the Transaction will be
served by NS. . ;etween the Ashubula dock and Centerior's AshUbula power plant. Centerior
Ukes coal into the Ashubula dcx:k, barges it across a narrow channel to the Pinney Dock and
tmcks it about a quarter-mile to the Ashubula power plant.'* Once the NS controls the
majority of the throughput through the Ashubula dock, it will have this same route of access
to compete with CSX deliveries lo the Ashubula power plant. With the insullaiion of a rail car
unloader, the NS could deliver directly to the Pinney dock for the short haul to Ashubula in offroad tmcks.
In sum, Centerior has the ability to discipline CSX rail rates to the now~Conrail
served plants through a variety of options. Among these are tmck, vessel, and intramodal
comf)etiiion (at Ashubula). In addition, Centerior can threaten to reduce generation to displace
rail volumes, substimting non-coal generation or coal generation at cther plants.

and [[(

Centerior movements via the Pinney dock to Ashubula louled [[[
11] tons in 1996 (CEC 1932HC).
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D.

Centerior Is Uniquely Situated To Draw From Pittsburgh Seam, Central
Appalachian, PRB Mines, or Ohio Mines. The Conrail Transaction WiU Add
to Centerior's Options
Centerior Witness Kovach (p. 12) admits that coal from Southeastern Ohio moved

by rail to Ashubula and Eastlake is at a comparable Centerior haul disunce to the haul disunce
for Pittsburgh seam coal moved by CSX.
HAUL DISTANCES
OVCC

Pittsburgh Seam MGA

Ashubula

232 miles'

224 miles^

Eastlake

193 miles'

257 miles-

1
2

Cenienor's 1994 FERC Fonn 580filingfor 1992/1993 coal receipts.
Exhibit FSH-1
CSX's B&O and Central Appalachian origins are further away. CSX and NS will

provide Centerior with Pittsburgh seam competition among its units, a compelition Centerior
does not now enjoy. And if Centerior needs low sulfur Appalachian coal, CSX's acquisition of
Conrail's lines to Ashubula, Eastlake. and Lake Shore enhances that opuon because of CSX's
access to the vast reserves of Appalachian low sulftir coal, Conrail did not have access to
abundant low sulfur coal reserves.
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E.

Centerior's Alleged Adverse Effect Of Grid Competition
Centerior V/uness Kovach sutes (p. 15) lhal Centerior will be disadvanuged

because Detroit Edison's Trenton Channel and River Rouge plants will be in the Detroit SAA
and four PJM power plants will be in the Philadelphia/South Jersey SAA.
The fact that other consumers will benefit from improved rail access, does not
require or justify concessions to Centerior, which is not losing but gaining rail access.
Centerior's rail served units do not compete in PJM. Centerior is in ECAR. To
the exient transmission capacity is available lo move power from ECAR to PJM, Centerior's rail
served coal plants are not compelilive against its own nuclear and barge served" coal plants
and the barge served AEP, APS, and Ohio Edison plants which are the lower cost units and
would occupy the available transmission capacity
Centerior does compete with Detroit Edison—but not with the units that will be
CSX served, ECAR is not centrally dispatched

Detroit Edison and Consumers Power are

centrally dispatched in a Michigan pool CentenOi' is dispatched as part of the CAPCO group
(Centerior, Ohio F>dison and Duquesne Light). Detroit Fxlison can sell economy energy lo
wholesale buyers in Ohio, and Centerior can do i le same to Michigan. This competition already
exists and will not be materially changed by NS/i:SX joint access to Trenton Channel and River
Rouge

When Centerior has nuclear power at ll ? margin. Centerior units will dispatch a'lead

Centerior rormerly owned and now has a I ing term lease on a portion (54-t MW) of the
barge-served Bmce Mansfield plant.
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of Detroit Edison's units (Detroit's Fermi nuclear plant would not be at the margin because
Detroit's system is coal dominated).
Evidence of the fact Detroit Edison's units do not generally compete wiih
Centerior's rail coal units appears in the following Uble:
19% DATA*

Plant

Capacity
Factor

1996 Spot
C/MMBm

Average

CN(GTW) Conrail,
Lake
CN(GTW) Conrail,
Lake
Conrail, Lake
CSX, Lake
Lake

73.8
68.6
61.5
62.2
76.9

101
101
104
105
105

119.5
132.4
133.8
144.6
150.4

9,724
9,996
10.365
10.672
10.214

NS/Tmck
Conrail/Tmck-Vessel
Conrail/Tmck
NS/Tmck
Conrail/Tmck

54.6
3.8
57.7
60.7
43.9

146
150
121
120
110

177.6
150.0
131.3
153.2
136.2

9.840
N/A
10.103
10,307
12.002

Transportalion .

Heat Rale
Bm/KWh

Detroit Edison
Monroe
River Rouge
Trenton
Channel
St. Clair
Belle River
Centerior
Bay Shore
Lake Shore
Eastlake
Avon Lake
Ashubula
•

From FERC Form 1, FERC Form 759 and FERC Fonn 423 dau
The uble shows lhat the lowest cost (see the "Spot" column in Table above)

Detroit Edison coal is less expensive than anv coal delivered to Centerior. This results from
Detroit Edison's access to rail and lake delivered PRB coal. Geography favors Deiio't's rail and
lake accessi'jle-lo-PRB coal plants. They are further west and have a developed ability to take
PRB coal by rail or lake vessel.
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Centerior's testimony (Kovach, bottom on p. 18) that only Eastlake 5 among all
the units at Ashubula, Eastlake and Lake Shore is a base load unit, in conjunction with the high
(base load) capacity factors at River Rouge and Trenton Channel, shown in the uble above,
confirm that Centerior's claim that Trenton Channel and River Rouge compete wiih these to-beCSX-served units is at best applicable to one unit Eastlake 5. and Eastlake 5 has higher
incremenul coal cost than Detroit's units.
It is lme lhal Detroit Edison's Trenton Channel and River Rouge plants could
compete wilh Centerior's NS served Bay Shore plant. In fact, according to the FERC 423 dau.
Bay Shore has in 1997 (Jan-Aug) reduced its delivered fuel cost to 135c/MMBni with a
PRB/Ceniral Appalachian coal biend delivered by NS rail. At the same time. Trenton Channel
has reduced its delivered fue! cost to 124C/MMBm wiih a three way PRB/Pittsburgh
seam/Central Appalachian blend. But as I noted earlier, rail service to Bay Shore is not affected
by the Transaction. Bay Shore :s exclusively rail served by NS today and lhat will remain so
after the Transaction.
Centerior is attempting to bootstrap a claim for NS as well as CSX service to
Eastlake. Ashtabula and Lake Shore on competition ihat may exist, elsewhere on its system,
at a plant not at issue in the Conrail acquisiiion.
Thus, the plants for which Centenor is seeking relief do not compete with Detroit
Edison. Even if they did. the additional competition at the SAA plants would not justifj
ordering dual access to Centerior's Eastlake, Ashubula. and Lake Shore plants.
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F.

Witness Harris' Testimony On The Acquisition Premium" and IMttsburgh
Seam Coal
Witness Harris provides no evidence to support his assertion lhal CSX and NS can

recover an "Acquisiiion Premium" at Centerior's plants. The evidence is that Centerior's plants
face price elastic demand for rail delivered coal, lhal Bay Shore, Avon Lake, Lake Shore,
Eastlake, and Ashubula have inlermodal (tmck or vessel) options, and that Centerior and Ohio
Edison could idle any of these plants.
It is also not tme as Witness Harris asserts (p. 8) that "Centerior may suffer a
monopoly at destination." Centerior has many options. Ohio Edison has additioiial alternatives.
Witness Harris has addressed none of ihesn.
Witness Harris is also wrong when he asserts (p. 9) that joint MGA access will
not enhance Centerior's options. As noted earlier, after the Transaction, the NS and CSX will
compete to deliver Pittsburgh seam coal by rail to Centerior, This will enhance Centerior's
blend choices among Pittsburgh seam (Ohio or MGA), PRB, and Central Appalachian coal.
Wilh spare capacity. Centerior can compete NS versus CSX coal at its units. In fact, [[[

111.'

" III

m
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[[[

111.
Witness Harris (pp. 11-13) uses a CSX document whicn he claims makes his case
that CSX will use its access to Eastlake and Ashubula to foreclose Ohic coal from NS origins
from those plants in favor of CSX originated MGA coal

The CSX document proves the

opposite of what Mr. Harris alleges.
CSX was wrong about the FOB mine price for OVCC coal, but how would CSX
know what OVCC bid to Centerior? The fact that this important information was made available
to Witness Harris simply confirms an advanuge utilities can have in negotiations with railroads
who often do not have information on FOB mine prices that is as accurate as the utility buyer's
infomiation.
The CSX memorandum did say ihat the economics as calculated would allow CSX
MGA coal to displace OVCC coal. But Witness Harris fails to point out lhat the OVCC rail rate
in the CSX document is the low rail rate now available to OVCC. The implication: CSX's
analysis assumed this rate would not change with a two line haul. [[[
111. V CSX had
intended to do Centerior in by imposing a high two line rail rate on OVCC's post-acquisition
two line haul, CSX's April 30, 1997 memorandum would have used a higher rail rate. The
memorandum's rail rates are:
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OVCC
$/Ton
Miles to Ashubula
Method

III

111

224 miles
two line
NS/CSX

MGA

III

111

257 miles
single line
CSX

Mr. Harris" second change to the CSX calculation is a mistake and conflicts with
Centerior's own analysis. CSX calculated an SO, penalty to both OVCC and MGA coal on all
emissions. Mr. Harris claims he can correct thai by calculating the SO, penalty on only the
emissions above the Phase I 2.5 lb. SOJMMBtti limit (Hairis p. 13) whereas CSX calculated
the SO, penally on the emissions above 1.2 lb. SO^/MMBiu.
It mms out both Mr. Harris and CSX's SO, analyses are wrong, but Mr. Harris'
is more wrong. Centerior does the analysis correctly, which is to calculate the penalty on all
emissions because all emissions count against Centerior's allowances. ([[
IS

11116

See CEC 1739HC.
Mr. Harris was also inconsistent. He adjusts CSX's penalty to a 2.5 lb. SO^ basis for
OVCC coal but not for MGA coal which in his calculation he leaves unchanged CSX's
calculation on a 1.2 lb, SO, basis.

Page 29

Energy \ entures Analysis, Inc.

P-436

In sum, Mr. Harris' criticisms of CSX's memo are in one instance based on daU
CSX coiid not have had and in another are in error.

G.

Conclusions
The testimony of Centerior Wimesses Kovach and Harris should be rejected

because:
It is a demonstrable benefil of the Conrail Transaction that Centerior's
options are strengthened by the fact that it will have access to two single
line carriers of mid-sulfur Pittsburgh seam coal.
NS and CSX have ajreed to apply the Conrail single line rate from
Centerior's low cost high sulfur Ohio coal mine supp.'ier to the two line
NS/CSX post acquisiiion haul.
After January 1, 2000 (SO, Phase II) Centerior's own analysis shows high
sulfur OVCC coal cannot compete against Pittsburgh seam coal. This
means Centerior has a low cost two line option for a period lhal fully
covers Centerior's needs.
If Centerior continues to want lo use high-sulfur Ohio coal, it reuins the
ability to do this via a single line haul because the NS can haul this coal
to Avon Lake or Bay Shore for blending wiih very low sulfur PRB coal.
Prior to the NS/CSX acquisition, hauling OVCC coal to Avon Lake and
Bay Jhore would have, in each insunce, required a two line haul.

IV.

CONSUMERS POWER
A.

Low Sulfur Eastern Coal In .Michigan and The Great Lakes Region
Consumers' complaint (p. 2) is lhal CSX's acquisition *will allow CSX to solidify

its posiiion as the dominant transporter of low sulftir eastem coal to Michigan and the Great
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Lakes Region, which places Consumers at competitive risk." This is meaningless rhetoric.
Central Appalachia low sulftir coal has been in aftillscale retreat in the Great Lakes Region and
in any event has been delivered there for over one hundred years by the CSX and its
predecessors and the NS and its predecessors. The NS tenninal at Sandusky on Lake Erie has
always competed with the CSX's Toletlo Lake Erie temiinal. The B&LE accesses low sulfur
Appalachia coal from the Duquesne Wharf at Pittsburgh and delivers it to Lake Erie at
Coimeaut.
Powder River Basin coal, not eastern low sulfur coal, is the price-setting dominant
source of low sulftir coal iii "Michigan and the Great Lakes Region." Consider the foUowing
data describing coal receipt^ at the largest U.S. power plant in this region, the 3,000 MW
Monroe Station which generated more than twice the KWh in 1996 than any other U.S. plant
in the region described by Consumers attomeys.

This plant is locaud on Lafc: Eric m

easternmost Michigan and receives PRB coal hauled by rail 1,450 miles via Chicago.

PERCENT COAL RECEIVED BY SOURCE AT
DETROIT EDISON'S MONROE STATION

Region
Central Appalachia
Powder River Basin
Northem Appalachia

1990

1985

61.7
22.8
15.5

82.6
8.2
9.2

Jan-Aug
1997

1996
30.6
46.7
22.7

17.4
56.0
26.6
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Other Great Lakes utilities rely on non-Central Appalachian low sulfur coal as
shown in the uble on the following page.
In short, the sutement by Consumers' attomeys cannoi tx; supported.

B.

Consumers Power Gets Enhanced Coal Supply Options
Witness Canity's testimony esublishcs (see the Table below) that Consumers has

many fiiel options at its plants and these will not be adversely affected by the NS/CSX
acquisition of Conrail.
CONSUMERS TRANSPORTATION CHOICES

Station
Campbell
Kam-Weadock
Cobb
Whiting

MW
1,399
825
296
310

Delivery Modes

(Jan-Aug 97)
Coal Burned

CSX
CSX,Conrail-CN-CM, Uke
Lake
CSX, Conrail-CN

PRB, CAPP, W. BIT
PRB. CAPP
PRB. CAPP, Pittsburgh
CAPP
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COAL SOURCES FOR GREAT LAKES AREA UTILITIES
1997 (JAN-AUG)
utility
Wisconsin Elec Pwr
Commonwealth Edison
Wisconsin Public Seivice
Maiciuette L&P
Manitowoc, WI
Lansing, MI
DQU-oit Edison
Total

PRIi
noo Ton.s
4,986
11.936
2.2^9
50
56
9,343
28,669

CAP
g
NAP
OTH
%
000 Tons
%
000 Tons
000 Tons
%
68%
130
2%
17%
1.218
1,043
89%
1.421
100%
100%
23
20%|
32
28%
59
11%
89%
435
71%
1.879
14%
1.957
15%
78%
2,467
7%
3,207
9%
2,522

I

o

Note: "OTM" categoiy includes Western Bitiiniinoiis Coal, Illinois Basin Coal and Pet-Coke
Source: I-ERC Form 423

1 Total
%
(NM) Tons
14%
7,376
11%
13.357
2,299
50
51%
114
490
13.179
7%
36,865

In fact Consumers gets three benefits from the Transaction:
1.

As NS will operate Conrail's line from the Kanawha Valley to Columbus
on which Central Appalachian coal moves to Kam-Weadock and Whiting,
Coasumers will reuin access to Conrail's Central Appalachian mines.;
0''

C.

2.

Consumers will gam access to NS's Central Appalachian mines via NS to
CN(GTW) hauls. .

3.

CSX will be able to deliver Pittsburgh scan) coal to Consumers'
Campbell, Kam-Weadock and Whiting plants.

Consumers Attorneys Mischaracterize My l estimony
Cuasuiucis aitoraeys claim (p, 7 of tfieir "Argument") that I testified I had not

examined Consumer's '•internal

information" This is obviously tme since it was not

available to me bui I wa.s awaic trom public dau ot all coai shipments to Consumers and so
testified (Tr at p, 38). Moreover Consumers attomeys fail to point out that I testified (Tr p, 50
and •'••^ ihai I had discussioas with Consumers' power plam engineers Cmsuincrs' atiomeys
make much (p. 8 of their "Arg-iment") of my testimony that " I didn't look at thc Michigan SIP
imiiis- (Tr p

Thi^ is ime. but I did not need to ' I had alreadv u uiicJ i lr p 43 and

•4^ tfiai Consumers usually buys one percent sulhir coal which I defined as '"l .6 Ib. SOj coal"
.uld some -1 2 pound coal" Thi'; i'; correct See Canity's Exhibit WEG-01 anu ins testimony
I p. 6

" As EPA's Assisunt Adminisu-ator m 1971-72, I approved Michigan's Sute
Implementation Plan (SIP) which set all of Michigan and Consumers' SO2 limits except at
Campbell 3 The Campbell 3 standard (NSPS I) was esUblished as a result of my 197l
re< iiificndarion.
]•
..
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D.

Consumers Attomeys Are Wrong On The Pittsburgh Seam
In their argument, Consumers attorneys sute "MGA coal has no meaningftil role

to play in satisfying Consumers' fuel requirements (Argument, p. 8).

But Mr. Garrity,

Consumers wimess and Executive Manager of Fuel and Power Transactions sutes (p. 9):
"The Applicants are correct that Consumers can utilize
blended-coai strategies to satisfy our environmenul requirements,
and that we can do so wiih some MGA coal."
My testimony was lhal after the Transaction, CSX would have access to MGA
coal which would enhance Consumers' options (Sansom Verified Sutement, p. 24):
"CSX also will have the ability to deliver MGA ' ^al to
Consumers Power's Campbell, Kam, Weadock and Whiting
plants located in Michigan. This will add source competition for
Consumers Power. To meet Consumers Power's sulfur limits,
MGA coal may need to be blended with PRB coal. Consumers
Power already blends PRB wiih Cenu-al Appalachian coal."
Mr. Garrity testifies (p. 7) that Conrail is not an effective rail carrier to KamWeadock. Accordingly, it is not surprising that MGA/PRB blends have not been pursued at
Kam-Weadock because Conrail would have had to originate MGA coal. Aftei the Transaction,
CSX will be able to effectively move MGA coal to Kam-Weadock, Whiting and the Campbell
units lhat can bum 1.67 lb. SO, coal blends. FERC 423 dau show Consumers' lake accessible
Cobb plant has received 75,000 tons of MGA coal in 1996 and 1997

This coal moved by

Conrail to Ashubula then by lake to Cobb. In the 1990's, no all-rail MGA coal has been
received at Consumers' rail served plants.

Energy Ventures Analysts, Inc.

Page 35

P-442

£•

Pittsburgh Seam Blends
Mr. Garrity's lestimony on maximum MGA coal blends is careftilly hedged and

<toes not exclude the benefits CSX access to MGA coal will provide Consumers Power.
Mr. Garrity (p. 9) suites that "At Present" [emphasis added] MGA coal is "only
5 percent" of Cobb's blend. His testimony is that 1.487% by weight is the sulfiir content of
MGA coal received by Consumers in 1996 and 1997. In his Exhibit (WEG-01), he uses a MGA
heat content of 13.000 Btu/lb. The heat content of Consumer's receipts of MGA coal is higher,
according to Consumers FERC Form 423filing,at 13,205 Bmyib.
Garrity's WEG-01 is die basis for his conclusion (p. 10) that "Cobb is the only
Consumers plant that can use MGA coal in a bknd with we-tem coal and still mainuin current
emission restrictions." But Mr. Garrity s ub^e cannoi bereliedon because he uses maximum
PRB blend percentages based on Consumer's experience blending PRB with Central Appalachian
coal 021 higher Btu/Ib Pittsburgh seam coal. Pittsburgh seam coalransabout 13,200 Bm/lb
compared to the 12,200 Btu/lb Ceno^l Appalachian coal purchased by Co.nsumers.
I have recalculated key parts of Mr. Garrity s Exhibii WEG-01 based on the
average Bm/lb of coal burned at Consumers sutions in 1997 (Jan-Aug) or Mr Garrity'^ value,
whichever is lower. This average Btu/lb is a proxy for an accepuble blend for coal suiiabUity
(boiler bumabiliiy) purposes. Also. I have modified the Pittsburgh seam heat content (Bm/lb)
to 13,200 to reflect actual MGA coal heat content. Finally, like Mr. Garritv 1 insure that the
coal meets the Michigan 1.67 lb. SO^/MMBm limit and that 5% of the sulftu- is retained in the
ash.
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I calculate ihat Weadock 7 and 8 could bum a 60% MG A/40% PRB blend and
achieve the 1.67 lb. SO, Michigan SIP limit Mr. Garrity's calculations are in error. Here are
the results:
•

MGA coal at 13.200 Bm/lb and 1.487% sulftir has a SO^
emissions rate of 2.253 lb SO,/MMBm before the 5% credit for
ash removal or 2.14 lb. SO, after the 5% credit.

•

PRB coal at 8.800 Bm/lb and 0.4% sulfur has a SO, emission .-ate
of 0.909 lb. SO,/MMBm before the 5% credit for ash removal or
0.8636 lb. SO,/MMBw after.

•

In a 60% MG A/40% PRB blend, the blend would have the
following characteristics:
SO,

0.6 X 2.14
0.4 X 0.863

MGA
PRB
SOj

Bm /lb
1.28
0.34

0.6 X 13,200
0.4 X 8,800

7,920
3,520

1.62 Ib./MMBtu

Btu/lb

11,444

My conclusion: .A 60/40 PRB/MGA blend would meet vV'eadock
7-8's SIP limit of 1.67 lb. SO,/MMBm and improve the sution's
Bm/lb from the 10,352 Bm/lb experienced from January to August
1997 to 11,444 Bm/lb, making a better coal burning product.

The same 60/40 MGA/PRB blend meets the requirements at Campbell 1 and 2,
Kam 1 and 2, and Whiting.
Mr. Canity's testimony must be rejected. Consumers, acting to reduce its coal
cost, will undoubtedly consider such a blend after the CSX gets access to MGA coal.
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Mr. Garrity offers another reason for rejecting MGA coal which is also invalid.
He SUtes (p. 10) fhat "After 1999, no plants (including Cobb) can meet Phase II acid rain
restrictions utilizing MGA coals wiih current maximum blends of westem coal." This is
misleading. Consumers and other utilities can bum blends with emission rates of 1.67 lb.
SOj/MMBm for greater although not in Michigan) by using SO, allowances. Many utilities,
including Consumers, will do this if the blend, including the cosl of allowances, is the least cost
ftiel choice.

F.

Non-CSX Central Appalachian Coal to Consumers
Consumers has purchased NS origin coal moved through Kenova, Portsmouth,

and Columbus to the NS Lake Erie dock at Sandusky, Ohio. Massey's Wolf Creek coal has
moved via this route to the Cobb plant. This option will be unchanged by the Transaction.
Witness Garrity testifies (p.

and 8) that Conrail can ship Central Appalachian

coal to Kam-Weadock and Whiting, bui this option has been constrained by "tfie limited number
of eastem low sulfur mines served by Comaii" (p. 7).
Consumers' atiomeys (p. 9 of their Argument) contend that after the Transaction,
CSX will have a "lock on Great Lakes rail transporution of eastem low sulfur coals."
Firsi, they argue the NS has some bias orfixation"in a southeasterly direciion."
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Second, they argue (p. 9) the NS has a "more circuitous routing to important
interchanges such as Toledo, than Conrail currently has.
Neither of these points makes any sense. First, there is not a more direct route
from the Central Appalachian coalfieldsto nonh-cenual Ohio (Bellevue) than the fonner N&W
(now NS) route to Sandusky. From Bellevue to Toledo is only forty miles. The rail miles via
the NS from Kenova to Toledo are 272; via the CSX, from the same origin to destination using
the new CSX (former Conrail) line from Columbus to Toledo, die distance is 256 miles. This
is not a significant disadvanuge for an NS move to a Toledo exchange with the CN(GTW).
As for the NS's southern bias, if indeed it exists, it is z much lower priority than
the NS's motivation to move coal tons and generate thereby revenues and profits. Accordingly,
if Consumers is interested in upping the NS's Centt-al Appalachian low sulfur coal reserves, it
can still do so via Sandusky, thence by water to Cobb and Kam-Weadock. With the CSX/NS
acquisition of Conrail, Consumers will iave the additional option to move Central i^alachian
coal by NS-to-GTW rail to Kam-Weadock (with Centtral Michigan delivery) or Whiting.

G.

Conclusions
Consumers Power's posiiion cannot be supported. It contains critical factual

errors. Consumers Power will benefil from the Conrail Transaction through:
•

CSX access to MGA (Pittsburgh) seam coals.
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Better a cress to a Central Appalachian coal option (other than the CSX)
through NS/CN and NS/CN-CM service to Whiting and Kam-Weadock
respectively lhan it had with Conrail, due to Conrail's limited Cenu^al
Appalachian reserves.
Botl^- CSX and I«S's ability to move Pittsburgh seam coal to Lake Erie for
delivery to Cobb. Now only Conrail has this access.

V.

NL\GARA MOHAWK POWER
A.

Introduction
NIMO's testimony is wrong in many respects and is mi.Meading. I am replying

to testimony of NIMO's Wimesses Fauih, Bonnie, Leulhauser, Mathis, and to assenioni by
NIMO's attomeys.
NIMO's Dunkirk & Huntley enjoy intermodal competition with vibrant rail, lake
vessel and truck deliver}' options.
NIMO has actively used its inlermodal options to achieve low cost coal deliveries.
Year-to-date Jan-Aug 97 delivered coal prices to Dunkirk are 124C/MMBtu and to Huntley 131C/
MMBtu.

These are respectively the lowest and founh lowest del vered coal prices to any

NYPOOL coal-fired plant and are among the lowest in the east.
NIMO's simation is not going to deteriorate; it will improve. It will continue to
have its intermodal options and be able to discipline CSX s rail rates just as it has Conrail's.
But it will be able to compete two all rail-to-the lakes sources of Piitsbureh seam coal.
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NIMO's alleges competitive threats from the SAAs in PJM and ECAR. NIMO
seldom sells power to PJM because it has a higher valued markel to the east in New York and
NEPOOL. NIMO's concem about the Michigan SAA is also misplaced. Il is not a power seller
to Onurio Hydro but a power buyer from Onurio Hydro. Canadian consumers will be better
served to buy ECAR power and wheel it into NYPOOL (NIMO). Even if NIMO were to face
more intense competilion from Detroit Edison's two SAA plants for sales to Onurio Hydro in
Canada, that is not a basis for the STL to provide two line service to NIMO. Lower cosl coal
to Detroit Edison if it occurs as a result of the SAA at Trenton Channel and River Rouge, will
benefil consumers.

B.

NIMO's Huntley and Dunkirk Plants Enjoy Intense Inter-Modal Competition
and Low Delivered Coal Prices and the CSX/NS Acquisition Will Not Change
This
Dunkirk is located on Lake Eric. Huntley is located near Uke Erie on the

Niagara River Both plants have efficient rail service and receive or have received lake coal.
Both Dunkirk and Huntley have taken tmcked coal as well, which Dunkirk being more tmck
accessible.
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19% deliveries by mode are shown below:
Dunkirk

Huntley*

Tons
RaU
Vessel
Tmck

[[[
[[[
[[[

m
*

Tons
]]]
11]
]])

m ]]]
[[[ ]]]
[[[ ]]]

m

100.0

In 1995 HunUey received [[(
([[
]]] tons by vessel.

[[[

]]]
[[( ]]]
[[[ ]]]

%

[[[

]]]
Il[ j]]
[[[ ]]]

100.0
[[[
]]]
]]] tons by vesssl. In 1992 Huntley received

NIMO has employed intermodal competition to achieve competitive rail rates. In
1993 NIMO coal procurement officials told the trade press (Coal Transporution Report, January
11, 1993, p. 2) dial because vessel coal moved to Himiley produced "good results," the utility
was going ahead with plans to dredge at Dunkirk and insull conveyors to receive coal from Lake
Erie self-unloading vessels. [[[

111
[[[

«•

]]]

[[[

18

[[[

]]]
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This contract gave NIMO tae benefits of the intermodal options at Huntley and
Dunkirk. In 1996, the Consol contract was so favorable to NIMO, NIMO took no lake coal to
Huntley and reduced its tmck shipmenls to Dunkirk.
NIMO has enjoyed very low delivered coal prices, making its Dunkirk plant the
lowest delivered cost coal-fired plant in the Norlheast. Huntley is the fourth lowest cost plant
in the Northeast, The daU follow.

DELIVERED PRICES TO NYPOOL AND N2P00L COAL PLANTS
Utility
Niagara Mohawk
New York Sute E&G
New York Sute E&G
Niagara Mohawk
New York Sute E&G
New York State E&G
Rochester G&E
New England Electric
PS New Hampshire
PS New Hampshire
New England Electric
Holyoke
Montaup Electric
Union Illuminating
Orange & Rockland
Central Hudson E&G

Plant
Dunkirk
Kiniigh
Millikcn
Huntley
Goudey
Greenidge
Russell 7
Salem Harbor
Merrimack
Schiller
Brayton Point
Mt. Tom
Somerset
Bridgeport Harbor
Lovett
Danskammer

1996 C/MMBm Delivered
123
126
128
134
135
140
140
159
161
161
170
174
180
191
192
196
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C.

NIMO's Options Are Improved As A Result Of The NS/CSX Acquisition of
Conrail
NIMO's intermodal options are pre',er/ed.

CSX rail replaces Coruail wiUi

continued access to MGA coal. Thus NIMO will jontinue to have access to abundant, multiple
sources of Pittsburgh seam coal. NIMO uses liLE/Conneaui (barged to BLE) coal as its lake
option. This option will sail exist after the acquisiiion along with other lake coals (westem,
CAPP. and B&O).
NIMO will enjoy the added option of NS-originated Pittsburgh seam coal to the
lake. On this point. Mr. Bonnie's testimony is very revealing. He admits (p. 16) this option
will benefit Onurio Hydro. ("Under the proposed iransaction, NS and CSX should aggressively
compete for OnUrio Hydro's increased volume from the jointly served MGA via Ashubula.
Consequently, Ontario Hydro will receive the benefil of lower coal transporuuon charges to
NIMO s competitive disadvanuge ")
This raises the question of how a utility like Onurio Hydro, with only lake
options and no all-rail or tmck options, is better off than .NIMO which has the same options lhat
Ontario Hydro has plus rail and tmck options. There is no reason the NS will not compete as
aggressively to move NIMO's Pittsburgh seam coal to Lake Erie as it does to move Onurio
Hydro's.
Mr. Bonnie testifies (p. 7) thai: "(the] Cumberland mine is one of the few
longwall producers that is not captive lo Conrail '

This refiects his purchases from the

Cumberland mine moved by barge down the Monongahela River to the Duquesne Wharf (at
Pittsburgh) for loading on the B&LE for rail movement to the Conneaut P&C Terminal, thence
by lake vessel to NIMO's plants. This source provided NIMO (and Consol) with leverage on
Conrail s rail rates. Now. Mr. Bonnie will not need to go to such lengths to provide non-all rail
competilion from "longwall producers" because the NS will offer Pittsburgh seam all-rail coal
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to the lakes. Mr. Bonnie fears this option when exercised by Onurio Hydro, but fails to
embrace it as a benefit to NIMO of the NS/CSX acquisition of Conrai! Transaction.
NIMO will also obtain an important year 2000 benefit from CSX service it
neglects to mention. On January' 1, 2000. NIMO s two plants will be subject to a 1.2 lb. SO,/
MMBtu limit above which any emissions must be coupled with purchased SO, allowances. With
CSX service. NiMO will be able to receive single line CSX Northem Appalachia low sulfur coal
(B&O coal) or single line CSX Central Appalachia low sulfur coal.

D.

NIMO Mischaracterizes its Lake and Truck Options
Huntley can and has received coal from Lake Erie via the Black Rock Lock and

the Niagara River. The lock can handle 625 foot long self-unloading vessels ihat can carry
10.000 tons In 1996. 30 trips by this size vessel moved through the Lock. Our conucts with
vessel owners reveal these vessels are available for contracting as NIMO has often done,
NIMO testimony on the lake season, inventory needs, and seasonal bums as they
affect Huntley's options is incomplete. Mr Bonnie states (p. 9): "NIMO bum requirements
are higher in the winter months than the rest of the year because of the winter energy peak
demand " He states (p. 9) that Black Rock Lock is normally closed from January 1 lo midApril, and (p

that NIMO would need to store 720.000 tons at Huntley to have enough coal

to get ifuough the winter until the re-appearance of barged coal in mid-April.

Our conucts wilh the manager of the Black Rock Lock found lhat the lock is
closed 10 to 11 weeks per year not the 16 weeks asserted by Mr. Bonnie, Mr. Bi iinie testifies
the lock is closed from mid-Decomber to mid-April. But the lock manager says it is closed
January, Febmary and one-half to three-fourths of March.
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NIMO coal bum dau in the following Table show that Huntley bums more coal
in the summer peak period than in the winter peak period in contradiction to Mr. Bonnie's
testimony (p. 9).
HUNTLEY COAL BURNS (Tons)
Period

Months

1996

1997

Winter
Summer

Jan-Mar
Jun-Aug

392.767
408,148

345.541
439.707

SOURCE:

FERC Fonn 759.

The dau above contradict Mr. Bonnie's claim (p. 9) that NIMO bums 6,000 tons
per day and needs a 720.000 ton stockpile at Huntley. The January to nid-April coal bums at
NIMO have been 446,975 in 1996 and 405.581 in 1997. .Mr, Bonnie has exaggerated Huntley's
winter coal needs by about 273.000 tons or 61 % for 1996 This of rourse overlooks the ability
of NIMO to lake all rail coal for some of the January to mid-April period tonnage requirements
and to threaten the all rail volumes for 8 to 9 months of the year. If a \ iable intenmodal option
is one capable of threatening 1/4 to 1/3 of coal volumes. NIMO's ability to threaten 8/12th or
67% of rail volumes meets the lest of intermodal credibility.

It is very clear from NIMO's 1993 dock smdy that the ability to divert ([(
]]] for Huntley where about 1.3 mmt per year
are burned. This is a [[[

]]] portion of all coal moved.
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NIMO has a westem coal option too: NIMO hastestbumed westem coal and
is aware of western coal's potential in a blend with eastem coal. This gives NIMO the ability
to compete western coal by vessel with all rail coal to Huntley and Dunkirk.
Mr. Bonnie (p. 10) is correct that the economics of tracked coal from Central
Pennsylvania to NIMO are less attractive than in the past. He is correct that this decline is due
to competition from MGA mines. But he fails to point out that the eclipse of Ceno^l
Pennsylvania surface mines by the highly efficient Pittsburgh seam longwall mines has been to
NIMO's benefit. NIMO's shift to all rail coal has enabled it to enjoy lower cost, higher quality
coal deliveries as shown in the following uble.
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NIMO'S DELIVERED COAL PRICES AND SULFUR COAL QUALITY
Year

C/MMBtti

#'s SO2 per MMBm

1997 Jan-Aug
1996
1995
1994
1993
1993
1991
1990

130.80
129.06
132.48
138.40
146.76
142.56
151.06
149.95

2.79
2.94
2.8G
.^.90
2.83
2.84
2.99
3.02

SOURCE: FERC Form 423.

These results show a decline in NIMO's delivered coal prices in nominal dollars
and an improvement in coal quahty. NIMO bas benefitted fron. rail delivered MGA coal.
NIMO's Wimess Fauth is also wrong in claiming that NIMO will sufferfromthe
loss of single line access to Mine 84. FERC 423 records (see Table

) show in 1995 NIMO

took 71,600 tons of Mine 84 coal.'' In 1996 and 1997 (Jan-Aug) NIMO has not taken Mine 84
coal. Over the last two and one half years. Mine 84 coal has represented less than 1% of
NIMO's coal bum.

" NIMO corrected an error in Mr. Fauth's testimony. Instead of the [[[
]]] tons set
forth at p. 31 of his testimony, for 1995 Mine 84 deliveries lo Huntley, die correct fimre
according to NIMO's correction is [[[
]]] (see December 1, 1997 ErraufromNIMO's
attomeys). As I note in thetextabove, FERC datafiledby NIMO show only 71,600 tons of
Mine 84 coal were taken in 1995 to August 1997.
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Mr. Bonnie (p. 16) implies that Mine 84 has a lower sulfur content than MGA
coal. Mine 84's Witness Thomas Majcher has offered an exhibit (TMM 3) using 1996 data lhal
shows Mine 84's coal is higher in sulfur content lhan the Emerald Mine, not significantly lower
in sulfur content than Consol's Bailey and Enlow Fork mines and comparable in Bm/lb to these
mines,

m
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B.

NIMO Wili Not Be Adversely Affected by the Shared Asset Areas (SAA's)
Various NIMO Witnesses allege NIMO will b»'. adversely affected by the SAA's

in South New Jersey/Philadelphia and at Detroit Edison's River Rouge and Trenton Channel
plants. This is apparently an effort to boost NIMO's claim for a Niagara Frontier SAA.
Witness Fauth makes assertions about grid compelition to NIMO from the SAA's,
but his testimony is uninformed and full of errors. Witness Fauth apparently has never testified
on bulk power markets. He is unaware that NIMO's plants are in a different power pool than
the SAA's he cites. His testimony displays no knowledge of bulk power markets and his
comparisons are meaningless.
NIMO Witnesses Leulhauser and Mathis are obviously very knowledgeable on
NYPOOL, the "light" power pool in which NIMO s Huntley and Dunkirk plants are located,
and are aware of die fast-evolving developments toward utility deregulation.

I agree with the following points in ihejr testimony:
1.

(p 6) Huntley and Dunkirk are dispatched in the New York Power Pool
(NYPP), a "tight" power pool.

2.

(p. 7) the dispatch price ior generation sold to others after native load is
based on the average of the seller's incremental (iroduction cosl and the
buying utility's avoided cost.

3.

(p. 8) NIMO's plants compete on a "minute-io-minute" basis "with those
of the other New York utilities" [emphasis added]

4.

(p. 8) dispatch transactions outside NYPP are not "minute-by-mmute"
dispatch based but are "bilateral transactions" which are "individually
negotiated." [emphasis added]
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NIMO WitnesseG I,.euihauser and Mathis aiso provide incomple ^ testimony that
can be misinterpreted. They include a discussion (p. 4-6 with accompanying TaMe 1) that
implies compelition aiiong all plants in PJM, ECAR and NYPOOL. See my Verified Statement
at Exhibit 3 and the accompanying text (pp. 3-7) for a description of the relevant power pools.
Note dial NYPOOL is part of NPCC. NIMO's testimony by Leuthauser and Mathis implies die
plants in their Table 1 compete with one another across the five states (Ohio, New York,
Michigan, Pennsylvania, and New Jersey).
First, the data in Table 1, if one accepts the implication (by NIMO's Witnesses)
that the listed plants compete with one another, is compelling evidence lhat the
Philadelphia/South Jersey area plants cannot compete wiih Huntley and Dunkirk. TI-^ data show
the following;
Variable Gen Cost
$/MWh

Location

Plant

Nl.MO/NYPOOL
NIMO/NYPOOL
SAA/PJM
SAA/PJM
SAA/PJM
SAA/PJM

Dunkirk
Huntley
Eddystone
H.M. Down
Deepwater
England

14.27
15.57
24.87
54.90
23.94
21.43

SOURCE: Table 1 to NIMO Testimony of Witnesses Leulhauser and Mathis.
If these data are accurate, these SAA plants are so expensive they are $6 to
$40/.MWh more expensive lhan NIMO s p.'anis. Based on this data, to say these plants cou^)eie
would be like saying caviar competes wiih com.
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The fact is these plants do not compete, not only because NIMO's plants are in
a different league from a cost of production standpoint, but because NYPOOL coal power does
not generally compete in PJM. The reasoi^ is dial while NYPOOL is interconnected with PJM,
power moves from PJM to NYPOOL because NYPOOL is a higher valued market.
Consequently, NIMO's power will receive its highest value in die NYPOOL and NEPOOL
markets to the east. There it will be fully absorbed prior to any PJM power from die identified
high cosl SAA plants ever being competitive in NYPOOL.
In shon. NYPOOL power does not generally move into PJM. To support this
assertion, herewith are die N\POOL/PJM scheduled interchanges as reported by utilities to
FERC on Form 714.
GWh

To PJM

1996

1995

1994
From PJM

To PJM

From PJM

To PJM

From
PJM

NYPOOL

2>i8

4.894

1.:J4

6.345

0

8.363

Source: FF RC Form 714.

The "zero" entry in die table above shows tiiere were no scheduled pcwer
interchanges from NYPOOL to PJM in 1996.
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NIMO's witnesses are also concemed about competition to NIMO from the
Trenton Channel/River Rouge SAA. There is a major flaw in the competition implied by
Witnesses Leulhauser and Mathis on pp. 4-o and in Table 1 between Detroit Edison's Trenton
Charmel and River Rouge plants an.< NIMO's two coal plants. The data in Table 1 do show
tiiese plants are in the same variable cost of production range. What NIMO's witnesses do not
address is lhat these plants are in a different power pool. ECAR, where Detroit Edison's two
to-be SAA plants are located, is not connected by the U.S. electrical grid to NYPOOL. By
definition these plants cannot comoele in each other's power pools (ECAR and NYPOOL) where
NIMO's plants are located. They are only connected through Ontario Hydro's grid.
Bolh Detroit Edison plants have rail and lake vessel delivery options. The SAA
will not change this reality. It will perr.iit head-to-head MGA competition by NS/CSX. But the
lowest cost coal to the Detroit Edison stations is all-rail delivered westem coal delivered by the
GTW (CN).

That option already exists.
Wtiat is left is .NIMO's argument that Trenton Channel and River Rouge may

compete with Huntley and Dunkirk for power sales to Ontario Hydro now diat Onuno may
become a power buyer due to its nuclear plant problems. This argument has many problems:
•

First, it is unlikely Dunkirk and Huntley can find a power market to the
west in Canada that has a higher value than NIMO's market to die e.^st in
the populated eastem New York area. Also, the power will continue to
flow west-to-east on the NIMO/Ontario Hydro intenie as ECAR power
and reduced Ontario Hydro power exports ofiset the reduced nuclear
generation by Ontario until that utility's nuclear plants are repaired. The
true efftct of Ontario Hydro's m lear outages will be to enhance the value
of NIMO power sold to eastem New York and New England (NEPOOL).
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Second, even if Canadian consumers do benefit from lower Trenton
Channel and River Ro'ige prices at the expense of NIMO's alleged
potential sales, such an < ccurrence is consumer benefit.

F.

Conclusion
NIMO is attempting to use this proceeding opportunistically to obtain yet a fourth

route for coal to its plants NIMO already has a surfeit of options (truck, rail, vessel). It enjoys
access to low co>-. coal and has inte rmodal options that will be available to it after NS and CSX
acquire Conrail. Moreover NIMO will gain two important benefits:

VI.

1.

Two carrier all-rail competilion to Lake Erie for Pittsburgh seam coal,

2.

The ability tc tap via single line rail movement the low sulfur coal on the
CSX in Kenmcky and West Virginia to meet its January 1, 2000 acid rain
requirements.

NEW YORK STATE FXECTRIC AND GAS
A.

Introduction
Most of NYSEG's complaints are about potential railroad operational problems

on the MGA and on the Youngstown to Ashtabula route. Others will respond to these NYSEG
claims. The orily claims to which I wili respond are NYSEG's assertions that:
1.

It will not benefil from having two rail carrier service to its system as
opposed to service at all of its rail-served coal plants by Conrail.

2.

The loss of a single carrier to NYSEG's system is an economic loss to
NYSEG because NYSEG will be unable to reap the equipment efficiencies
it has enjoyed through its "Alliance" with Consol and Conrail.
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NYSEG's rail-served coal plants have been exclusively served by Conrail. But,
NYSEG's largest coal plant is its Horner City plant at 959 MW (50% ownership). This plant,
located atop the Central Pennsylvania coalfieldsreceives coal by conveyor and truck. The table
below summarizes die 1996 performance of NYSEG's coal units.

NYSEG'S COAL PLANTS

Size
MW

Plants

Homer Cily (50%)
Kiniigh
Milliken
Greenidge
GoL'dey
Hickling
Jennison

959
684
317
106
84

44
71

1996
Coal
Bumed
(000
Tons)

1996
Mode of
Capacity
Coal
Factor % Delivery

2,424
1,615
733
232
232
154
l-'7

74.9
74.0
69.1
62.5
78.3
23.8
30.4

C,T
R
R.T
R.T
R,T
R,T
T

SOURCE: FERC Form .59 and FERC Form 1 data.
R = rail
T = truck

1996
Fuel
Generation Cost
GWh
$/MWh

6,205
4,452
1,924
585
582
184
190
C

15
14
14
16
15
19
21

= Conveyor

The above d.iia reveal lhat NYSEG receives coal by tmck, conveyor and rail. Its
largest source of generation is not rail served.
The Kiniigh plant is located on Lake Ontaiio. It is feasible *o build a lake vessel
unloadiiig dock at Kiniigh. This option is described in Appendix B of NYSEG's Somerset
Railroad Corporation's Final HS (NYSEG P000831-883).
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Kiniigh and Milliken are die only NYSEG units widi flue gas desulfiirization
(FGD) equipment. Because die variable costs of FGD operation are $1.00 to $2.00/MWh, when
this cost is added to diese two units in the table above (die fiiel cost or $/MWh COIUATUI), the
result is dial the five major NYSEG units produce power at a comparable $15-16/?-lWh variable
costs.

B.

The Beneflts of the Alliance Testified to by Wit- ^ Brady Will Survive the
NS/CSX Acquisition
The Alliance between Consol, Conrail, and NYSEG began widi an April 1997

non-binding agreemeni. Because die agreement allows the use of 130 car trains at Kiniigh and
Milliken, NYSEG expects dial on a yearly basis diere will be 30 .less train cycles at Kiniigh and
27 less at Milliken.
Given dial diese benefits resulted from capital investments of aboui $170,000, split
between die coal mine and at die Kiniigh dumper, diese new physical assets will remain in place
after the Transaction. Moreover, die Loveridge Yard will gain two line origin service from
CSX and NS. ConsequenUy, the cosl savings will survive the Transaction to the benefil of bodi
carriers and NYSEG. According to Witness Brady, diese savings were a foregone Conrail rail
rate increase iii 1996 of [[[

]]] at Kiniigh and [([

this benefit should not continue.
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]]] at Milliken. There is no reaso:i

C

The Raik Rate Reduction At One NYSEG PLant is Not an Alliance Benefit
and May or May Not Continue
According to Witness Brady (p 66), the second benefit of the Alliance was a [[(

[([

]]] rail rate reduction on increased tons to ([[

from an [[[

]]]. But this benefit flows

]]] agreement (Brady, p.65) which pre-dates the Alliance by one year.

Brady (p. 60) testifies die Alliance "was consummated on [[[
refused to be part of the [[[

]]] Further, Consol

])] arrangement (Brady p. 65).

Witness Brady testifies diat [[{
]]]
It is speculative to assert as Mr, Brady does lhat the Transaction will bririg to an
end the Conrail rate reduction at ([(

]]). It may have ended anyway dne to Ontario

Hydro s nuclear problems These problems by eariy 1998 will tighten the N"YPOOL market due
to .1 reduction in Ontario Hydro exports of power :^ NYPOOL. Another change in N"YPOOL
has been a reduction in the quantity of QF and IPP^" "must mn" power NYSEG and NIMO
must take, regardless of its high costs These developments represent explanations for ending
the [[[

]]] reduction because ([[

NYPOOL. (([

)]] output should be readily sold to
]]] This would

Qualifying Facility and Independent Power Projects that were entered into in the 1980's
by NYPOOL utilities at above market prn.es and provisions requiring the utility to buy power
even if substitute power could be self-generated or bought from the grid at a lower price.
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increase [[(

]]] $/MWh price from about [[[

]]] to [[[

]]], an

amount that should be easily recoupable in 1998's NYPOOL market.
These facts, raiher than Mr, Brady's speculation (p. 66-67) about Conrail's
motives, are more likely lhan the Conrail Transaction to underlay Conrail's reluctance to extend
die deal beyond April 1998.
Il is just as tme, however, that the successors to Conrail will respond just as
Conrail did to evidence that a rail rate reduction will enhance raii volumes. CSX's Witness
Sharp and NS Witness Fox have so testified. There is no basis for Mr. Brady's testimony that
they will not be similarly motivated.

D,

NYSEG Will Benefit From Two Railroad Service
Many utilities benefit from having system service from two railroads NYSEG's

attomeys assert (p. 27) that concentrating 3,0 mmt on Conrail gives NYSEG more leverage lhan
NYSEG wil! have if 1.7 mmt are moved by CSX to Kintigh and 1 3 mmt are moved by NS to
Milliken, Goudey, and Greenidge.

In my experience, reviewing coal and transportaticn

contracts and procurements, tonnages far less than 13 mmt are adequate to motivate railroads
to offer favorable rates. As NYSEG's testimony demonstrates, a dedicated unit train, whether
CrX or NS, can move about 1.0 mmt per year. Railroads are highly motivated by the tonnage
that c:in be hauled by a dedicated unit train.
The following utilities enjoy multiple railroad service and have no problem
motivating railroads to ship a million tons: Centerior. Consumers Power. Commonwealth
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Edison, Detroit Ediix»n, NIPSCO, PEPCO, Virginia Po\ er, Georgia Power, TVA, and AEP,
to name a few. It is unlikely diat any oftfieseutilities would advocatetfiatall of its rail service
be consolidated witfi one carrier as NYSEG does.
NYSEG's attomeys contend (p. 28-29)tfiattfieycanfindnc evidence where NS
and CSX compete fortonnageon a utility system basis. They cite two documents (top of p. 29),
one CSX, one NS. The documents provetfieopposite from what NYSEG's attomeys contend.
The CSX document [[[

]]]

Nonetheless, aggressive

competition ensued. So aggressive in facttfuttfieutility buyer won a prestigious award in part
due lo thc lower fiicI pna^ achieved.
NYSEG will be in an even better positiontfiantficutility subject of [[[
]]] becausetfievolumes it will ship ontfieNS and CSX aftertfieTransaction are very
sinular (1.7 mmtpy CSX vs. 1.3 mmtpy on NS).
The second document [[

]] cited by NYSEG's attomeys proves

notfiing. In this document [[
]] This documer.t does not show the NS ignores its
smaller customers.

Energy Ventures Analysis, Inc

Page 60

P-467

E.

NTSEG's Third Train Can Move Between The NS and CSX
NYSEG witness testify dial after die NS/CSX acquisiiion of Conrail. the third

NYSEG train set will not be efficiently utilized because part of die time it will be needed to ship
about 700,000 tons to Kinfigh and part of die t'jne it will be needed by die NS to ship about
300,000 tons to Milliken, Goudey, and Greenidge.
Because all four stations lake MGA coal, diese train sets can be easily shifted
from CSX power to NS power. It would be sufficient lhat die two largest stations, Kintigh
and Milliken, Like from MGA mines to assure seam.ess unit train transfers because diese two
stations alone cr nsumed 2.3 mmt in 1996. Becau.sc both stations have FGD units, it is very
likely bodi will take coal from MGA coal mines, h. short, if necessary, one train (NS) can
serve Greenidge. Goudey. and Milliken; a second train can serve Kintigh; and die diird train can
serve Kintigh most of the time, and when needed be shifted to Milliken.

F.

NYSEG's Witness Edwards is Overly Concerned About CSX and NS Trains
Moving on rhe MGA and Youngstown-Ashtabula Line
Mr. Edwards' concerns are similar to diose expressed by utilities and die C&NW

when joint line service was initiated in 1984 in the Powder River Basin soudi of Gillette.
Wyoming At that time and through '995. major portions of die joim line were single track.
It is now well established lhat from die first departure of a C&NW train from die
PRB in August. 1984 to today, that the Joint Line has worked efficiently for die C&NW (now
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UP) trains as well as the BN trains.-' All trains are dispatched by the BN (see "A Niagara of
Traffic from a Wyoming County the Size of Connecticut," pp. 42-63. especially p. 61,
TRAINS. November 1989). There is no reason the NS and CSX experience on the MGA cannot
mn as smoothly.
The Joint PRB lines is 103.2 miles in length The MGA is 162 miles. In die late
1980's the BN/C&NW Joint Line was originating one train per hour. Now. the rate is about
two trains per hour. Presently, Conrail originates about 10 MGA trains per day.
The Wyoming experience demonstrates that successful Joint Line operations at
train frequencies many times that expected on the MGA or on the You.ngstown to .Ashtabula iine
have proven successful,

VU.

ORANGE AND ROCKLAND UTILITIES
A.

Introduction
Orange & Rockland Utilities' (ORU's) Lovett power plant is located on the

Hudson River about 25 miles north of New York Harbor. The plant is now served exclusively
by Corurail for coal deliveries. But Lovett has a barge facility for unloading residual oil for
other units on the same site. See Exhibit RLS-1, This barge unloading facility has been idle.
The two coal units, totaling 372 MW in capacity, consume about 700,000 tons per year.

Recent difficulties moving PRB coal have not been attributed to BN/UP Joint Line
operations in Wyoming.
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This plant is subjecttoa stringent State Implenientation Plan (SIP) SOj emissions
limit of 1.0 lb. SO/MMBta. The utihty has contracted witfi a coal supplier, A.T. Massey to
buytfiebulk of its coaltfirough2007. ORU's contiBct witfi Conrail [[[
]]]

ORU's records reveal (I

]].

These

problem? have been generic and are described by Witness Dd;ra A. Begin at pp 3-S of her
statement as well as in other ORU documents.

B.

ORU's Posttkm
ORU is concemed that CSX's qieration of the Ckmrail route down (or up) tfie

Hudson River will not alleviate its service problems. It also contends it benefits firom NS and
CSX origin competition because Conrail has very limited accesstosuper compaiance coal (about
10% of ORU's bum). It fears CSX's single line haul will give CSX undue Icverags over ORU's
rates. ORU preferstfiatbotfi the NS and CSX be given accesstoLovett.

C.

Analy^
Documents produced by ORU and the experience of another utility 26 miles

furtfier uptfieHudson Rivertella different storytfianORU's testimcmy.

Energy Ventures Analysis, lnc
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ORU has for years recognized it has a water delivery option but has not
implemented dial option. It is not captive to Conrail and will not be captive to CSX.
The best evidence of the water option is demonstrated by Exhibit 2 (RLS-2) which
is a page from the 1996 Annual Report of Central Hudson Gas and Electric Corporation. This
page contains a photograph of an ocean-going self-unloading ship of die type that delivers coal
to CHG&E's Danskammer plant 26 miles up the Hudson River from ORU's Lovett plant.
Similar ships pass Lovett on the way lo Danskammer delivering the same super compliance coal
ORU uses.^- The Hudson is navigable at a 30 foot depth
This is not news to ORU. [[[

]]]

^' Elsev'here in its 1996 Annual Report (p. 8). CHG&E's Vice President states: "During
1996, as part o*
," our continuing program to control the price of electricity, we expanded our fuel
tran-sportation and delivery system by building a coal unloading and handling facility which is
enabling us to receive waterbome deliveries of coal from ocean-going vessels. Previously, we
were dependent upon delivery of coal by rail to our Danskammer Electric Generating Plant."
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ORU has for vears recognized it has a water delivery option but has not
implemented ihat option. It is not captive to Conrail and will not be captive to CSX.
The best evidence of the water option is demonstrated by Exhibii 2 (RLS-2) which
is a page from the 1996 Annual Rtport of Central Hudson Gas and Electric Corporation. This
page contains a photograph of an oceaii going self-unloading ship of the lype lhat delivers coal
lo CHG&E's Danskammer plant 26 miles up the Hudson River from ORU's Lovett plant.
Similar ships pass Lovett on the way to Danskammer delivering the same super compliance coal
ORU uses.^' The Hudson is navigable at a 30 foot depth.
This is not news to ORU. [[[

]]}

" Elsewhere in its 1996 Annual Report (p. 8), CHG&E's Vice President slates: "During
1996, as pan of our continuing program to control the price of electricity, we expanded our fuel
tran.sporiation and delivery system by building a coal unloading and handling facility which is
enabling us to receive waterbome deliveries of coal from ocean-going vessels. Previously, we
were dependent upon delivery of coal by rail to our Danskammer Electric Generating Plant."
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ORU Witness Debra A. Bogin's testimony does not mentiontfiepossibility of
water deliveries to Lovett. But [[(

23

[[[

]]]
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•
" [[[

in
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11] This assessment by Ms, Bogin agrees widi my earlier verified statemem
(p. 20) in this proceeding.

D.

Conclusions
ORU will benefit from die transaction because it obtains an option it does not

presentiy have to utilize single line CSX service from Massey and odier U.S. coal suppliers'
U.S. coal mines. This will replace a two line haul that has posed difficulties. ORU will retain
its bargaining leverage because it has a water delivery option for NS coal delivered to Lamberts
>oint and will have anodier NS option to Baltimore. Finally, as Centra' Hudson G&E has
proven at Da:iskammer jusl up the Hudson River from » oveti, [|l
Ui ORU can import super rompliance coal if necessary.
Witfi diese opiioi.:. ORU should be able to gain the economic benefits of single
line rail deliver es as well as improved service.
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VERIFICATION

I, Roben L. Sansom. declare under penalty of perjury that the foreeoir.g
statement is tme and correct. Funher, I certify that I am qualified and authorized to file this
Rebunai Yenned Statement. Executed on December 10, 1997.

ROBERT L. SANSOM

Energy Ventures AnadyM. lnc
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RLS-2

Managing the Cost of Fuel
and Power Purchases Has Resulted
in Major Savings for Customers
Efiective Fue! Cost Manage
nt has made a significant
itnbLitjon to lower costs
Dunng 1996, we negouated
A coal contracts which will enus to achieve signincant
mional savings tor our customm the vears ahead
In the past, al! of our coal had
•11 purchased from domesuc
rees and deiivered by rail. Last
;r, however, we negouated a
tract which provides for 50',r
>ur coal requirement^- to be
spiled from .South America b\
;.!rbome deliverv, To accomJatf ocean-going vessels, we
it a ntv. unloading and hanL' lacihty to supply coal to our
iskammer Eiectnc Generating

The significance of the new
coal contracts and the coal terrninaJ IS illustrated hy the fact that
the cost of fuel represents about
SO'^f of the cost ot pro'^ucl^g electncity Dunng 1996. our coal
costs amounted to S41 million, of
which •429i- was transponauon expense By managing fuel and
transportation costs, uc are enhancing our ability to operate our
Danskammer Plan; more competitively nov\ and m the future
.Another means of controlling
the cost ot electncit\ for our customers IS ihrough our parlicipa
tion in the wholesale electnc en
ergy market In 1995. our energ\
purchases totaled 3S percent anc
the savings for customers
.1!
amounted to S?,.^ million, Dunng
Having a new competitive
1996. we purchased 38 percem
•ce ol coal enabled us to negoot our electn^ energy requiremore lavorable contracts ior
ments from other generating
domestic supplv of coa.' and
sources, which .saveo our customdeliver- h-. rail
ers apprcximately S'^ million
Through our
Power Market
ing program,
we are continually
seeking opportunities to
make the opii
mum use of
'>ui electnc
;:eneraung faciliues b>' selling electncity
• •.•life'inf coal Tom Souf; .'\meTica to a nrin tfie whole.. .r.ioiiairi)! ana handling lacilitw ar tht Huilsor. river
sale markets
.'?r .4s ii result ct hai'tnt ,i nru' CPrr.vef.live sourcf a
^ I'mpany hai Peei
te' tr.r acTt''::.- .,

fr;'

f

t;atf mo'e'avoravk
m-.d r.n'r'a'-^vr'H:!:,-'

,11

0
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, Aitun A, ru^e. aemcr Vice f resiflfn;
! CorvoTiite SCT'i-f

Dunng W-ib. tne Company's
individual and joint punicipation
m interstate pipeline proceedings
and settlements, m W ashington
D.C , has been successful in controlling natura! gas costs In addition, the Company lowered gas
costs dunng 1996 by Sl 9 million
by renegotiating vanous iransportation contracts, by releasing
excess pipehne capacity anu
through oft-svslem sales of natural gas.
Aith..>ugh vve suppon cinnpeiition we do not believe that the
attainment of this objective
should be achieved at the expense
01 customers or system reliability,
especially thr reliability of the
utilities' electnc transmission systems We believe lhat this issue
•Tiust receive thc highest pnonty
among all the paniei involved in
bnnging about competition in
Nc'vv ork State
As pan of this process, ue are
complying with the requirements
of the Federal Energy Regulatory
Commission to open our electnc
transmission system to competitors, to .share i.Tiormaiion about
available transmission capacity,
and to establisn standards of
conduct

REBUTTAL VERIFIED STATEMENT
OF
DR. IAN P. SAVAGE
NORTHWESTERN UNIVERSITY
My name is Dr. Lin P. Savage. I have been a member of the faculty of both the
Department of Economics and die Transportation Center at Northwestern University since 1986.
I earned i bachelor's degree in economics from the University of Sh. fficid in 1981 and a Ph.D.
from die School of Economic Smdies/Insiimte for Transport Smdies at die University of Leeds
in 1984. Prior to joining Northwestern I was a consultant for Booz, Allen & Hamilton in dieir
public transportation practice in London.

In 1988-89 I was a visiting professor in the

transportation group at the School of Commerce of the University of British Columbia.
I.

OUALinCATIONS
My research deals with urban transportation, and the analysis of safety regulation and

safety performance. In the past ten years, my work has primarily dealt with transportation
safety, most recendy in the railroad inJustry.

I am currently completing a book on the

economics of safety regulation of railroads which will be published by Kluwer Academic
Publishers of Boston during 1998. I have also written on die dieory of safety regulation
including a paper to be published in the forthcoming Handbook of Transportation Economics
from the Brookings Institution.
Previously I have worked on safety in other modes of transportalion. I was co-principal
investigator in a five-year project lhal evaluated federal programs to enforce safely regulations
in die molor carrier industry. Papers from lhat project have been published in Accident Analysis
and Prevention, The Logistics and Transportation Revievi', Risk Analysis, and the Journal of
Transport Economics and Policy. I have also written a paper on the requirements for doublehulls on oil tankers which was published in Maritime Policy and Management.

I also

investigated airline pilots' perceptions of safety-related job risks, die effect of airline
deregulation on automobile faulivies, and tht economics of safety inspections of aging aircraft.
I was the coordinator for a June 1987 conference at Northwestern University on die impacis of
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economic deregulation on airline and trucking safety, and co-editor of a book based on the
conference. Transportation Safety in an Age of Deregulation, published in 1989 by die Oxford
University Press.
Most of diis work has been funded by the United States Department of Transportation
dirough dieir University Transportation Centers program, and du-ough the Federal Aviation
Administration. My research has been funded almost continually by the federal government for
die past ten years. As an addendum I have listed my publications in the economics of safety.
I am a member ofthe Chartered Irstitute of Transport, die Royal Economic Society, and
die American Economic Association,

I serve on the Program Committee of die World

Conference on Transport Research with responsibilities for sessions on safety analysis and
policy, and on die organizing commmee of die Chicago Metropolitan Conference on Public
Transportation Research.
II.

INTRODUCTION AND SUMMARY OF FINDINGS
I have been asked by CSX Transportation Inc. (CSXj and the Norfolk Southem Railway

Company (NS) to submit diis rebuttal verified statement addressing the Preliminary Comments
of die United States Department of Transportation ("DOT-3") filed in the Surface Transportation
Board's (STB's) proceeding captioned C5A: Corporation and CSX Transportation, Inc.. Norfolk
Southem Corporation and Norfolk Southem Railway Compan\ - Control and Operating
Leases/Agreements - Conrail Inc. and Consolidated Rail Corpora ton, F.D. 33388 (henceforth
the "Transaction")

In particular. CSX and NS have asked me to testify regarding issues raised

in the Verified Statement of Edward R. English. Director of the Office af Safety Assurance &
Compliance, Federal Railroad Administration, which was iubmined widi die DOT's filing of
October 17. 1997 (referred to hencefordi as die "FRA Staren ent")
The FR,A Statement raises die issue of possible short-run safety consequences diat may
. rise during the monUis in which CSX and NS are integratinj! die operations of Conrail. The
FRA's comments are grounded in specific short-run safety problems encountered in die recent
mergers ofthe Burlington Northem with the Santa Fe, and (especially) the merger of the Union
Pacific widi the Chicago and North Westem and the Soudiera Pacific.
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The FRA acknowledges at page 17 that it diinks dial CSX and NS are in a better position
dian die western railroads to make a safe transition. However, FRA nonetheless recommends
dial die STB require CSX and NS to prepare wntten Safety Integration Plans (SIPs) to deal widi
die transition period. I understand the SIPs have been completed in consultation widi FRA and
otfiers, and submitted to die STB. This should allow STB to focus on die longer-term safe,;
implications of the Transaction.
After reviewing recent itends in railroad safety, and comparing accident rales al
individual railroads, my statement concludes that these longer-term safety implications appear
to be positive for two reasons. First, assuming the safety performance of CSX and NS spreads
to Conrail, it is likely dial accident and casualty rates could be reduced by die order of 30-60%.
Second, if the amount of switching can be reduced by die Transaction (as should be die case),
there will be considerable safety benefits given die disproportionate number of collisions,
derailments and employee injuries sustained in switching operations.
A third longer-term benefit, which I do not address in detail in this rebuttal statement
because it is detailed in CSX's and NS s primary application, would arise from traffic diversions
from trucks. In die CSX and NS Environmental Report (volume 6A at page 76) is a calculation
lhal diversion of traffic from trucks to rail would result in a reduction of 21 fatal highway
crashes, widi the saving of at least 21 lives. To put diis number in context, die highway savings
are at least twice the number of railroad employees killed in collisions and derailments in die
entire railroad industry in 1996 This would more than offset the additional accidents on die
railroads caused by the caniage of more traffic

HI.

RECENT TRENDS L\ RAILROAD S A ^ T Y
To die layperson die popular image of railroad safety is of spectacular train wrecks and

burning tank cars, coupled widi die suspicion that die frequency of diese events has been
increasing. However, the reality is much different
In 1996 1,039 people were killed and 12.558 sustained injuries on me railroads. As can
be seen in Figure IPS-1 diese casualties are primarily of three types. The first are fatalities
sustained in rail-highway grade crossing accidents, die second are trespasser fatalities at places
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awa: from highway gr?de crossings, and die diird are employee injuries of which Uit vast
majority do not involve a moving train.

Figure IPS-1: Number of Fatalities and Ii\juries by Type of Person 1996
Employees cr contractors
Highway users at grade crossings
Trespassers not at grade crossings
Non-trespassers (public lawfully on die
railroad / adjacent to the railroad)
Passengers on trains
TOTAL

Fatalities
42 ( 4.0%)
487 (46.9%)
471 (45.3%)

Injuries
9635 (76.7%)
1505 (12.0%)
474 ( 3.8%)

27 ( 2.b7cj
_L2( 1.2%)
1039

431 ( 3.4%)
513 (4.1%)
12558

Source: Federal Railroad Administration. Accident/Incident Bulletin \o. 165.

In Figure IPS-2 are shown historical trends for die diree predominant casualty types since
1960. The nun'bers of fatalities are shown as a rate relative to exposure. The diree measures
shown are;
•

annual employee fatalities per employee hour (injuries could not be used because of a change
in reporting requirements in 1975),

•

annual trespasser fatalities away from highway crossings per head of population, and

•

annual grade crossing fatalities per highway vehicle registered.'

All of die casualty rates are shown as an index widi die value for 1960 set equal to .100.
The casualty rates for crossings have recorded die most impressive improvements falling
rapidly since 1967. so dial die risk is now less dian a fifdi of what it was in 1960. This
improvemenl has been assisted since 1973 by a federal government program to equip crossings
widi active waming devices such as flashing lights and gates. The trespasser casualt}' rates also

' Sources; Federal Railroad Administranon Accident/Incident Bulletin, Federal Highway
Administration Highway Statistics; Department of Commerce Statistical Abstract ofthe United
States.
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started to decline rapidly after 1967 but leveled out after 197^ at about 40% below the fatality
rale in 1960. If anything, there may be a slight upward trend in recent years. Trespasser
fatalities are typically single adult males who have consumed a substantial amount of alcohol.'
Employee casualty rates increased by 30% during the 1960s, They only started to decline in
1973. The subsequent improvement has been substantial such lhat the fatality rate is now half
of what it was in uie early 1970s.
The effeci of the improvement in risk is shown in Figure lPS-3 which shows the annual
number of railroad fatalities for 1960, 1970, 1980, 1990, and then 1994 dirough 1996. The
number of annual fatalities is now less dian half what it was in 1960 and 1970 The number of
fatalities fell die fastest during die 1970s, but die annual fatality toll has continued to decline
since 1980 In 1996 die number of fatalities is 25% less dian in 1980. As can be seen in Figure
IPS-3 die major source of die reduced fatalities is the greatly improved safety at highway grade
crossings, although employee fatalities have shown a considerable improvement as well. The

= Andrew Pelletier. "Deadis Among Railroad Trespassers; The Role of Alcohol in Fatal
Injuries." Journal of the American Medical Associauon. vol. 277 (April 2, 1997). pp 10641066.
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number of trespasser fatalities has : .mained reasonably constant and now represents a substantial
proportion of the annual death toll.
Recent safety trends are furdier investigated in Figure IPS-4 which covers die period
since 1975, and shows data on collisions and derailments (which have only been measured on
a consistent basis since 1975) per train mile in addition to the employee fatality and injury rale
per employee hour. Data are shown as an index with 1975 set equal to 100. The rate of
collisions and derailments increased until 1979, and then feJ substantially, such lhat it is now
only a quarter of die rate in die late 1970s.
In the 1960s die railroads were in considerable financial difficulties and it is widely
believed dial standards of maintenance were reduced which led to an increase in collisions and
derailments and employee injuries. The worsening safely in die 1960s lead to die Federal
Railroad Safety Act of 1970, die first substantial change in railroad safety regulation in sixty
years. Despite die new regulations which dealt primarily with track maintenance, collisions and
derailments did not decline until the economic deregulation of the industry in 1980. Widi the
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deregulation of die industry by die Staggers Act of 1980, the financial heaidi of the industry
improved and railroads were able to substantially increase dieir expendimres on track and
equipment.
However, much of the improvement m collisions and derailments and employee injuries
has also come from a change in the way railroads handle traffic. Traffic is increasingly handled
in unit trains and there is much less switching of cars. As can be seen in Figure IPS-4, the
proportion of train miles lhat are represented by yard and switching operations has fallen by
half, from 30% to close to 13%, in die past twenty years. As 74% of collisions and 59% of
derailments occur in yards and sidings, it is therefor^ not surprising that the rate of collisions
and derailments has fallen in recent years.^
rv.

COMPARISON OF ACCIDENT RATES OF EVDIVIDL AL RAILROADS
Railroads only really have sole control over the frequency of collisions and derailments

j»nd employee fatalities and injuries Trespassing is prunarily an urban problem and the rales
of trespassing fatalities for individual railroads depend on the geographic location of the railroad.
Likewise, while railroads (including die diree railroads at issue here) have active public
information safety programs, grade-ciossing accidents are also largely out of the hands of
railroad managements. The grade-crossing problem is primarily mral. While insullation of
active waming devices is an effective method of unproving safety at crossings, decisions on
where to mstall such devices are largely in the hands of State highway authorities. The funding
of such installations is heavily dependent of momes distributed by the Federal Department of
Transportation through the Section 130 program.
Figure IPS-5 shows the rate of collisions and derailments per million train miies, and die
rate of employee fatalities and injuries per million employee hours in 1996 for Conrail, CSX,
NS and for all Class i railroads. The FRA Statement conveys sunilar data for 1991-1996 in its
Figure 1,1 at page 4, It is immediately noticeable that Conrail has collision and derailment and
employee casualty rates nigher lhan die average for Class I railroads, while both CSX and NS
have lower than average rates. The magnitude of the differences between Conrail and CSX and

' Sources: Federal Railroad Administration Accident/Incident Bulletin No. 165, Table 10.
7
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NS is quite substantial. Conrail's collision and derailment rate is twice dial of CSX or NS.
CSX has an employee casualty rale dian is 30% below Conrad's, and NS's is 65% bilow
Conrail's.

Figure IPS-5: Comparison of Accident Rates 1996
T—J

Conrail

CSX

Norfolk
Southern

All
Class I

3.74

1.80

2.01

2.93

Employee Fatalities and Lost-Day
Injuries per Million Employee Hours

11.86

8,49

4.12

9.40

Yard Miles / Total Train Miles

18.0%

15,4%

15.3%

12.8%

Collisions and Derailments per
Million Train Miles

Source Federal Railroad Adminisiration. Accideni Incident Bullcin No 165

So what can explain diese differences' Clearly diere could be some geographical or
climatic differences that have an effect Conrail also engages in more switching than CSX or
NS. As shown in Figure IPS-5. 18% of Conrail's train miles are conducted in yards compared
widi 15.4% and 15.3% at CSX and NS respectively. Any statistical analysis would suggest that
die differences in die amount of switching cannot fully explain die higher safety levels at CSX
and NS. There must be differences in CSX and NS's approach to safety which account for die
difference
My analysis has focused on two measures of safety outputs: collisions and deraihnents,
and employee injuries.

With respect to these measures, CSX and NS have superior

performance. This is not to say dial diere may not be aspects of Conrail's approach to safety
thp' are superiative, especially given die unique characteristics of Conrail's operating
environment. I understand dial CSX and NS in dieir Safety Integration Plans intend to adopt

8
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a "best practice" approach when the existing safety programs of Conrail are compared with their
own programs.

V.

LONGER-TElwM SAFETY BENEFITS OF THE TRANSACTION
To my mind there are rwo significant safety benefits from the Transaction The first is

lhat Conrail's operations wiil be taken over by two railroads who have die lowest accident rales
in the industr>, whereas Conrail has rates worse than average for the Class I railroad industry.
If the safety practices and programs of NS and CSX can spread to Conrail then it is likely dial
accident and casualty rates could be reduced by the order of 30-60%, based on a comparison of
the casualty rales of die three railroads in 1996. It is highly likely diat die safety practices of
CSX and NS will predominate given ihat the absorbed operations of Conrail will represent a
minority of the operations of the post-transaction CSX and NS."
To put these improvements in context. Conrail suffered 171 collisions and derailments
and 509 employee fatalities or lost-workday injuries in 1996

Assuming that Conrail's

operations are split roughly 40%/60% between CSX and NS. and lhat the safety rates of CSX
and NS shown m Figure IPS-5 apply to the acquired Conrail operations then one would expect
lhat the armual number of collisions and derailments would fall by 83 to a total of 88.''
Similarly, annual employee fatalities and lost-workday injuries should fall by 257 to a total of
252.
The FRA Statement addresses diis issue cursorily at pages 15-16. NS is acknowledged
by the FRA as having a low accident rate. Yet rather lhan acknowledging lhat this will lead to

* Assuming Conrail s existing 21,000 employees are spin 60%/40% between NS and CSX. the
existing Conrail employees will represent approximately 35% and 23% of die work force ofthe
enlarged NS and CSX respectively
* CSX and NS in their Environmental Repon (Volume 6A at page 75) calculate dial accidents
would decline bv 71 each vear CSX a id NS argue diat a major economic benefit of the
Acquisition is the' i.ncreased amount of railroad traffic resulting from improved single-line service
of fered to some shippers CSX and NS acknowledge dial die traffic growdi will lead to 19
additional railroad accidents each year in their Environmental Report (volume 6A at page 75).
This increase should be more than compensated for by a diversion of traffic from trucks and the
corsequent reduction in highway fatalities referred to in seciion II.
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safety improvements on Conrail, the FRA dismiss die benefits by claiming dial NS is
"provinciaP and has a strong management safety culture. The FRA cautions that diese strong
tendencies may clash with the culmre at Conrail and lead to diminished safety. I draw die
opposite conclusion. I belie /e diat die safet>' culmre of NS and Cr.X would lake precedence at
Conrail, and consequently its accident rate will improve.
The second safety benefit comes from the ability of NS and CSX to offer single-line
service to some cuslomers who are shipping their goods between the northeastern United States
and the south. Much attention has been given to the service advantages of single-line routing.
However, there are important safety benefit* from single-line service as well. As can be seen
in Figure IPS-4, much of the improved safety on the railroads in the past twenty years has come
from the elimination of switching operations, including interchange, where a disproportionate
number of collisions, derailments and employee injuries occur. Thus if the amount of switching
relative to volume can be reduced by the Transaction, safety should be enhanced.
CSX and NS have adduced evidence lhat switching will in fact be reduced. For example,
NS's Rail Traffic Diversion Smdy indicates that creation of die NS/Penn Lines system (NS lines
plus Conrail lines to be allocated to NS) alone will extend smgle-line service to an additional
245,000 traffic units annually." CSX's traffic forecasts predict that die Transaction will reduce
die number of annual interchange handlings by 376.300." Finally, integration of terminals at
common points would tend to reduce switching and improve safety.

' Verified statement of John H. Williams (volume 2B at page 68).
' Verified Statement of John C. Klick (volume 1 at pages 439-440).
10
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VERmCATION
I, Ian P. Savage, verify under penalty of perjury thattiieforgoing statement is r < and
conect. Fuither, I certify that I am qualified and autiiorized to filetiiisstatement.
Executed on December 9, 1997.

Ian P. Savage
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A. Books
Savage, Ian (forthcoming). The Economics of Railroad Safety. Boston: Kluwer Academic
Publishers.
Moses, Leon N. & Ian ^^tvage (eds.) (1989). Transportation Safety in an Age of Deregulation.
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Liberalization. Boston; Kluwer Academic Publishers.
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transportation of liazardous materials. In Moses, Leon N. and Dan Lindstrom (eds.)
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VERIFIED STATEMENT
OF
D. W. SEALE
NS VICE PRESIDENT, MERCHANDISE MARKETING

My name is D. W Seale. I am Vice President-Merchandise Marketing,
>Jorfolk Southem Corporation, Norfolk, VA. I am die same D. W. Seale who
lubmitted a verified statement previously in this proceeding

That statement is

contained in Volume 2B of the Application.
The purpose of this statement is to rebut certain market impact and
competition statements submitted in die Responsive Application of the Wheeling and
Lake Erie Railway Company. ("WLE") This statement

also intended to set forth

offers of settlement made by NS to various Ohic liaicstone and aggregate shippers.

WLE Overstates NS Market Dominance
WLE has portrayed Norfolk Southern as having an overwhelming market
dominance after the Conrail transaction within the region where WLE operates. WLE
has also indicated that they believe that NS will siphon a iarge portion of the traffic
from WLE's traffic base through NS' gain of CR's current customer access within the
region served by WLE. In their rebuttal verified statements, James W. McClellan
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and John H. Williams have addressed die fact diat where shippers have altemative rail
transportation options, a failure of WLE will not lead to a concurrent loss of essential
service diat could not be remedied widi minimal modification to die region's existing
rail network. Notwidistanding die question of whether WLE truly provides essential
service, I believe diat WLE has overstated NS" market position given die proposed
division of Conrail operauons.
CSX is already a vigorous competitor in many of the markets, such as westem
Pennsylvania, where WLE and CR currently operate. As discussed in John
Williams' statement, aiihough NS will not need WLE to connect to some stations
because of NS' assumption of certain CR lines, "bodi NS and CSX have worked widi
WLE to generate rail traffic." NS will still work widi WLE penetrate CSX markets
like Akron, OH. The need will still remain for CSX to use WLE as a connection to
areas diey do not reach now and will not reach after the transaction, such as Canton,
OH. Thus It will be commercially advantageous for CSX to form an alliance widi
WLE to compete against NS. Contrary to WLE President Larry Parsons' assertion, a
WLE/CSX alliance will provide competitive alternatives for shippers, just as NS or
CSX often work widi WLE to compete against CR today.
Geographically in the map titled "Post Acquisition of Conrail by Norfolk
Soudiem, " WLE has represented several lines diat will convey to CSX as being
operated by Norfolk Soudiem post-transaction, dius overstating WLE's claims of NS
dominance. Specifically, diese lines are Berea. OH to Crestline, OH, CresUine, OH
to Columbus. OH, CresUine. OH dirough Lima, OH and Ft. Wayne, OH to Chicago,
IL, Galion. OH du-ough Muncie. IN to East St. Louis, IL, and Columbus, OH
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through Ridgeway, OH and Dunkirk, OH to Toledo, OH. These inaccurate
representations overstate the geographic position of an expanded NS and cast further
doubt of WLE's claim of market dominance by NS.

Packaged Service Is a Benefit to Shippers
Larry Parsons contends that an expanded NS network is anti-competitive
because NS is able to offer package rates and service to a shipper with multiple
locations that could enable NS to win business against WLE even when WLE may
have a superior rate and service on an individual move. Contrary to Mr. Parsons"
contention, package bids are often driven by competitive forces and shipper demands
for fewer carriers and are pro-competitive. In my Verified Statement in die NS/CSX
Application for Control of Conrail, I discussed the value of a network;
Increasingly, automotive manufacturers consolidate large segments of their
business and then ask carriers to compete by offering a package of rates and
services for the traffic diey handle. In general, automotive companies are
seeking greater network solutions that aid them in reducing costs and
improving efficiencies across die entire supply chain. Carriers that can
directly access a greater number of assembly plants, parts vendors, and
destination rail ramps can respond to diis challenge more effectively.
While I explained thir, directly in relation to the automotive industry, shipper
demand for sophisticated rate and service packages is increasing in all of our
commodity groups. Lany Parsons* attempts to equate such Overall service packages
as a forced exercise of "market power" by large rail carriers on helpless customers.
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when in fact the "packaging" of their business occurs entirely at the shipper s
discretion.
Despite die fact that rail accounts for only 26% of iron and sleel transportation
in die US according to 1995 figures from Reebie Associates, Mr. Parsons quotes
George Bokelberg, a former executive of US Steel, as saying, "NS will be die largest
railroad for steel mills and dieir products." Mr. Parsons then adds in his own
editorial comment, "why would US Steel dare oppose NS and support WLE." In
reality, shippers often want to be able to conduct business more effectively and
efficiently by dealing widi one cartier within die competitive environment just as, for
example, automotive producers desire to conduct business widi a few quality
providers. It is the way bus.iness is conducted today

Mergers and acquisitions allow

rail carriers to be more "tmck-like" by offering superior overall service and rate
packages.
Weirton Steel is an example of a customer whose transportation issues were
able to le addressed by a rail transportation package, Weirton's facility in Weirton,
WV was built as a facility local to Conrail and remains so today; thus, NS'
assumption of service to dieir plant after die transaction did not represent an issue of
reduction in vompetitive options. But, Weirton Steel did have concerns over how
their future transportation needs would be met after the culmination of the Conrail
acquisition. NS worked widi Weirton to review and address their concerns
formulating a new rate and service package to become effective post-transaction.
Weirton is not a party to WLE's responsive application. In fact, when Weirton was
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satisHed that their transportation needs would be met by an expanded NS, Weirton
Steel issued a letter, diat has been filed widi the Board, in support of the NS/CSX
acquisition of CR.

2 to 1 Shippers
In his Verified Statement, Larry Parsons of WLE has requested "trackage
rights and conunercial access to Reserve Iron & Metal" as a 2 to 1 shipper. Reserve
Iron & Metal is a shipper located at 4431 West 130'^ Street in Cleveland, OH. This
facility is direcdy servtd by both Conrail and CSX and is open to switching on both
carriers. After the transaction, the facility will retain direct service b> CSX. and
Norfolk Southem will assume the direct access that Conrail has now. I \ addition, the
facility will remain open to switching for other carriers that reach Cleve.and. Thus,
Reserve Iron &. Steel is not a 2 to 1 shipper, and WLE's rationale for additional
access is false.

Stone Producers
Several stone producers have submitted comments expressing concerns about
how Norfolk Southem ana CSX will move their traffic following the transaction.
Norfolk Southem and CSX have both agreed to continue to perform existing contracts
for all shipper^ for the duration of those contracts. While it is generally tme that
short haul movement of stone is extremely truck competitive, and single line
synergies can make it easier to keep such traffic moving by rail, joint line movement

P-495

6
of sto.'ie can and does work in many cases. Rail carriers can and do work togedier in
joint line movements to simulate single line service for shippers, using operational
mechanisms such as mn dirough locomotives and the pooling of cars to ensure
equipment availability and capture as many operational efficiencies as possible. For
instance, Norfolk Soudiem has been successfully helping Sandusky Cmshed Stone
serve new markets in ; joint line move widi Comaii from NS origins at Parkertown,
OH to Conrail destinations at Twinsburg, OH using a combination of private and
railroad-supplied equipment and using run dirough power. Similar packages can be
crafted for other Ohio stone shippers who wish to ship stone over joint line routes. In
his Rebuttal Verified Statement Iohn Friedmann has outlined the operational
difficulties inherent in die conditions suggested by WLE. The forced intmsion of a
third party such as suggested by die WLE would only exacerbate a complex
operational situation leading to potential long term deterioration in service.

Sertiement Offcis to Various Stone Shippers
Martin Marietta Materials, Inc. and National Lime & Stone Co.
Both NS and CSX worked diligendy to provide competitive rates, service and
car supply to Martin Marietta Materials. Inc. (MMM) conceming movements of
aggregates from TvIMM's [[

]]] Ohio facility, and to National Lime and

Stone Company (NLS) regarding shipments from its l[l

]]] Ohio facility. In each

case, our proposals were rejected. The primary' reason for dieir rejection of our offer
was that, because of our uncertainty about die profit levels of these former CR
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moves, we were reluctant to agree to contracts extended beyond 1999.
Notwithstanding the marginal profitability of the rates, we advised both NLS and
MMM of our willingness to contract with bodi of diem through 1999. Both MMM
and NLS requested 10-20 year commitments, to which neither NS nor CSX was
willmg to agree without access to Conrail cost data.
In my opinion, aggregates shippers on the new CSX Idcely will, in the long
mn, readjust their market focus to customers located on CSX.

Similarly, aggregates

customers on the new NS will likely readjust their purchasing to focus on shippers
located on NS. In one case, this is already occurring. A Conrail customer at
(l[

]]] Ohio has already begun to receive 75 car unit trains of aggregates

from [[[

]]] Ohio, an NS origin point.

Wyandot Dolomite
Wyandot Dolomite ("Wyandot") has only one receiver on Conrail. which will
be located on NS after the transaction. NS Strategic Plaiining offered W&LE access
to several new NS aggregates receivers, including Wyandot's receiver. Even diough
NS advised Wyandot diat W&LE could handle dieir traffic single line, they were not
satisfied. Wyandot officials remarked that diey already were giving W&LE too much
of their business, Wyandot also stated they were concemed about the weak financial
condition of the W&LE.
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Redland (Ohio)
Redland, anodier Ohio aggregates shipper, is currendy served by Conrail (on a
line which will become a CSX line post-transaction). It is also served by die
Northem Ohio and Westem Railway (NOW). Even after NS extended a committnent
to Redland for attractive joint line NS-NOW rates to compete widi the CSX rates.
Redland would not suppon the transaction.

P-498

VERIFICATION
Donald W Scale, states under penalty of perjury that he is Vice PresidentMerchandise Marketing for Norfolk Southem Corporation and Norfolk Southem Railway Company,
Norfolk, Virginia, that he is authorized to file and verify the foregoing rdbutxal verified statement in
STB Finance Docket No 33388 on behalf of the applicants, that he has carefully examined all the
statements in die forgoing verified statement, that he has knowledge ofthe facts and matters stated
therein, and that all representations set forth therein are true and correct to L'^e best of his knowledge,
information and belief

Donald W Seale

Dated

/^A
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REBUTTAL VERIFIED STATEMENT OF GERALD E. VANINETTI

BACKGROUND AND QUALIFICATIONS
My name is Gerald E. Vanineni. 1 am a Principal of Resource Data intemational. Inc.
C'RDI"), with offices located m Boulder. Colorado. A statement of iry background and
qualifications is included as Exhibit GEV-1 to this rebuttal verified statement.
My rebuttal verified statement addresses concerns raised by Indianapolis Power & Light
Co. (IP&L). Indiana Southem Railroad (ISRR), and the Deparmient of Justice (DOJ)
(collectively referred to as "IP&L et aJ ") conceming the impact of the proposed acquisition
transaction on rail competition for coal shipments in Indianapolis.

SUMMARY & CONCI.USIOr«
My analysis of transporta'ion competition in the Indiana coai industry differs from many
ofthe contentions made by IP&L tt al. and supports the Applicants proposed acquisition of
Conrail. M\ evaluation is based not only on my analysis of data and materials provided in
discovert , but ( n my on-site experience and studies regarding rail/truck competition in the
Indiana coal in.lustry. The logistics of Indiana coal shipments are indicated in Maps I and 2 On
the basis of my experience and studies. I conclude the following:
1.

Truck competition is an unusually effective competitive lever in disciplining rail rates for
Indiana coal shipinents due to the relatively short distances involved (78 miles on average)
and the lower costs of loading and unloading trucks (which may offset as much as $2/ton of
the trucking cost). This is manifest m 'he balance in market shares for truck and rail
shipments, the high percentage of joint-lme rail hauls involving Indiana coal, and IP&L's
success in playing truck against rail (see below). IP&L et aJ. have made littie mention of this
important aspect of the Indiana coal transportation industry .

2.

IP&L has been unusually e.feclive in using the threat of truck competition to discipline its
rail rates to all four of its coai-fired power plants IP&L's threat to use trucks for its post1996 coal deliveries to IPi'.L-Stout caused I> RD to cut its rate by about 20% in order to
effectively compete with truck rates, which may have been $2.00 per ton hijdier. [[f.

Ul
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Map 1

The
Indiana Coal Industry
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MAP 2
INDIANAPOLIS OITAILi ROUTIS TO IPL
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CONRAIL
INRD
ISRR
BUILD-OUT/BUILD-IN
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3.

Since 1995 (and possibly earlier). Conrail s role in the Indiana coal market role in the
Indiana coal market has been limited to nominal shipments to e.xclusively-served IP&L-Perry
K and as a short bridge camer involving no more than 10% of the coal requirements for
IP&L-Stout. This latter 'hipping alternative has not been utilized by IP&L since 1996 presumably due to the supenor service and more competitive rates offered by INRD.
Therefore. I conclude that Conrail has not contributed lo rail competition - a view
.->ubstantially in condict with IP&L et al. s contention thar Conrail has contributed to
balanced rail competition tor coal shipments m Indianapolis.

4.

.Although ISRR wouid have the Board believe that it will suffer the loss of Sl .5 million in
annual revenues as a result of the p.'oposed transaction. ISRR has alreadv lost the lion s share
ot this business ([[
)]] due to market forces currently in effect in the Indiana coal
industry - and due to its inability to compete on competitive movements involving Conrail.
Ultimately, such potential losses involve oniy a small portion of ISRR s busmes': with IP&L
(despite its unfounded contention that it will lose its largest customer), since the majority of
lis revenues derive trom its business with other IP&L plants which it serves on an exclusive
basis and with other shippers of Indiana coal (see below) Further. ISRR will lose coal
transponation revenues as a result of Perry K s partial conversion to natural gas.

5.

Ill
]]] .Although it currently serves I P&L-Petersburg and IP&L-Pritchard on an
exclusive basis and has "favored" access to IP&L-Perry K via Conrail. its testimony before
the Board exposes its designs on improving its access to all four IP&L plants, improving and
extending its routines which could potentiallv involve Westem coai deliveries, and
[[[
jj] These measures would constitute a material enhancement of its current rights at
the e.xpense ofthe rights currently held by other camers which serve the Indiana coal
industry. including CSX and INRD.

6

1P&L > iniLnial and exiemal power supply options may provide it with the ability to
Jiscipline its rail .--ares to its .Moui ana Perry K plants - due to the availability of power from
us other power plants (which operate at moderate to low cap.icity factors) and from its
interconnections with AEP. CINERGY. Hoosier. and SIGECO (which provide it with access
to competitively-priced power throughout the East Central Area Reliability Council
("ECAR ") region).

7.

IP&L i tesumony before the Indiana Ltiiity Regulatory Commission (ItJRC) for
environmental compliance mvo'ving the exclusive use of Indiana coai linked to a nearly
S240 million rate-based expenditure for scrubber installations is inconsistent with its
testimony before the Board regarding the potential tor its use of non-lndiana coal to meet
unspecified "Vnvironmental obligations." If anything, additional environmental controls
would tend to decrease the potential fo- extemal coal at IP&L's plants. Therefore, I
conclude that, trom an environmental perspective. Westem coai is not likely to be used in
lP&L'.-> coai-fired plants.

8

The econo.Tiics of West
joal deliveries from mines located more than 1.250 miles from
IP&L :n competition w ith locally-mined Indiana coal are insufficient to justify consideration
of W estem coal today or for the foreseeable future - unless rail rates quoted to IP&L in 1996

ISRR !996 Revenues from IPL Traffic. ISRk 000150 (Highly Confidential) (Included in Volume 3).
4
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can be decreased dramatically (a very unlikely scenario). IP&L"s testimony lo the lURC
regarding the operational and cost impacts of using non-Indiana coal at boilers designed for
Indiana coal is additional confirmation ofthe inapplicability of Westem coal use at IP&L's
coal-fired plants - particularly for PRB coal. Therefore. I conclude that, from an operational
and economic perspective, it would be very unlikely for IP&L to use Westem coal for its
coai-fired plants.
9.

IP&L et aj. have disparaged the Applicants" proposal to impose a system-wide trackage
riehts fee of 29c per car mile and have proposed an altemate fee of 16c per car mile.

ijj

TRUCK COMPETITION DISCIPLINES RAIL RATES
During my eight years as Vice President of Business Development for Savage Industries
(the largest coal tracking firm in the U.S.). I developed a keen appreciation of competition
between tmck and rail transportation 1 found that for hauls of generally less than 100 miles, coal
transportation by truck is a effective competitor to rail transportation in most regions of the
country, including Indiana. This is particularly tme when the costs of loading and unloading are
taken into consideration, since rail loading and unloading is usually more expensive and
inflexible than track loading and unloading The flexibility afforded by tmck transponation and
the differential in loading and unloading costs can sometimes offset an apparent advantage of
more than Sl per ton in direct transportation costs.

My national and regional studies of rail rates indicate that rail rates for coal hauls of less
than 100 miles cannot be considered along with rail rates for longer hauls, since rail rates are
"disciplined" by competition with track deliveries for hauls of less than 100 miies. By way of
e.xample. my 1994 evaluation of Conrails rail rates for coal shipments determined that the lack
of consistency in rail rates for hauls of less than 100 miles "can be attributed to competition w ith
track transportation"'.^

My evaluation of the 24 million tons (MMT) of Indiana coal shipped to utilities in 1996
indicates that the average haul distance is only 78 miles and that truck and rail are the dominant
transportation mode;, < 1 igure 1). As such, it is evident that rail track competition is w idespread

]]]
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in the Indiana coal industry , particularly for the 19 MMT purchased by utilities for plants located
within the state of Indiana (see Maps 1 and 2).
FIGURE 1
INDIANA COAL TRANSPORTATION TO UTILITIES, 1996
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Track/rail competition is also evident in the delivery modes used by the major utility
shippers of Indiana coal (^igure 2). As shown. IP&L and other in-state shippers avail themselves
of both tmck and rail deliveries and that haul distances are relatively short. As the largest
shipper of Indiana coal at more than 7 MMT per year and an average haul distance of 43 miles.
IP&L is unusually well positioned to take advantage of rail/track competition. Its efforts and
successes in this regard are demonstrated by a shipment portfolio in which both track and rail
deliveries play important roles. [[[

li]

' GEV-2 at 48 and Figure 11.

P-505

FIGURE 2
TRANSPORTATION MOOES FOR MAJOR UTIUTY SHIPPERS OF INDIANA COAU 1996
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My on-site experien;e in the Indiana coal tmcking industry berween 1988 and 1993
confirms the presence of strong tmck/rail competition. This was further confirmed in 1993 when
I was retained by CSX to provide them with information regarding Indiana coal tmcking rates so
that they could assess rail/tmck competition. [[[

m
It is my understanding that IP&L used the threat of track-direct competition in
disciplining INRD s raii rates for coal shipments to its Stout Plant from Black Beauty's
Farmersburg Mine (using tmcks supplied by Black Beauty's affiliated company GIBCQ
Tmcking). * This threat caused FNRD to reduce its rates by 20% to etTectively compete with
truck deliveries which amounted to £ total rail rate about S2.00 per ton iess than the track rate.
y

[[['

' See ISRR Projected Carloads, ISRR 000314 (Highly Confidential) (Included in Volume 3).
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Finally, IP&L Witness Crowley understates the transportation options available to IP&LStout and IP&L-Perry K.*" In addition to avoiding a discussion of the potent competition afforded
by direct tmck deliveries to these plants. Crowley avoids mention of the integral role currently
played by CP Rail (Soo Line; in two-line movements to IP&L-Stout (as well as oiher carriers
which originate Indiana coal including NS and the Algers, Winslow and Westem Railroad
[AWW]). As a consequence, his claim that "CSX will control both effective transpcrtation
op'ions to Perry K" misstates the facts and the unmistakable role of tmck competition in
disciplining rail rates to IP&L- Perry K."

In summary, I conclude that the threat of both rail and tmck competition at plants
generally located within 100 miles of the Indiana coal fields provides receivers of Indiana coal,
including IP&L. with unusually competitive coal transportation options and that such
competition effectively disciplines rail rates. IP&L is especially well positioned to take
advantage of rail/truck competition and has effectively demonstrated its ability to discipline rail
rates to its Stout Plant by threatening to avail itself of tmck transportation.

IP&L's POWER SUPPLY OPTIONS MAY BE USED TO DISCIPLINE ITS RAIL
RATES
IP&L has a diversity of power supply options at its disposal to discipline rail rates for
shipments of Indiana coal as well as coai from other source regions These options include
internal dispatch from its four coal-flred power plants and purchasing power from other utilities
via its direct interconnections with AEP. CINERGY. Hoosier. and SIGECO :.nd their respective
interconnections w ith "second wheel" utilities (Table I). The use of these options to discipline
lail rates was discussed bv DOJ Witness Woodward.'

' See Hoback RVS.
' Crowiey VS at 5, 7.
" Id at 6
* Woodward VS at 10-14
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TABLE 1
IP&L'S TRANSMISSION INTERCONNECTIONS
HRST V m f f l . UT1UT1ES
UTILITY
1 AS'
2 CINBFCY
3 H003W
4
,SIGECO

NO

NO
1

2
3
4

5
6
7
8
9
10
11

SKOND WHffl-UTlUTlES
UTIUTY
UTIUTY
NO
12 ILUNOISPOIA/W
13 IRALCO
AM MUNICIPAL FOVVB?
14 tO^njCKYUTlUTIES
BIG RVffS
15
CAHOUNA POVi/m
16 Ml a e c R o o t - c o o R CT
c»nwoR
17 NIPSCO
CIPSCO
18 OHH)
C0MH5
19 OVBC
DAYTON
20 TVA
DUKE FO WW
DUQUESNE
21 VBCO
E KYPOWHt

SOURCE POV«ERDAT»

IP&L s internal dispatch options include generation from any of its four coal-fired power
plants at times when such plants have excess generating capacity (Table 2). Since none of
IP&L's plants are highly utilized (as indicated by their moderate to low capacity factors), excess
generating capacity is undoubtedly available for considerable periods of time. At these times, the
availability of excess generation capacity may be used to discipline rail rates for carriers that
serve IP&L For instance, generation could be increased at ISRR-served Petersburg or Pritchard
lo put pressure on INRD's deliveries to Stout and vice-versa. This scenario is plausible since the
delivered price of coai at Petersburg and Pritchard is less than the delivered price of coal at Stout
and Petersburg s power production costs are among the lowest of coal-fired plants within the
ECAR reiziun.
TABLE 2
FUEL AND GENERATION INFORMATION FOR IPiL'S COAL-FIRED PLANTS. 1996

HfiB*ajit.

GEN WAHON
INSTAUS) MW
-OTAL
SCHJB
•0 867
1 873
: 873
698
2 959
738
302
N'A
20
2 873
1 873

CAPACITr
•FACTOR
66»/o
48%
28%
N/A

HEAT
RATH
10 376
ID 447
1 ' 633
\'A

AVE HAUL
DISTANCE
23
'06
61
'08
43

1996
TDNS(OOO)
5 312
1 312
338
225
7 187

COALPURTtHASES
BTU
907
tl
4 61
11 129
1 1 173 2 29
1 1 295 2 19
N/A
N/A

MMBTU
s : 23
112 77
107 92
N/A

SOURCE COALDAr* AND POWERDAr'

The opening ofthe transmission grid resulting from utility deregulation has provided
utilities with a potent new tool to discipline rail rates coal-by-wire. In IP&L's situation, it could
make fhe case to its rail camers that more competitive rail rates will be required to allow it to
compete for power sales. .Absent such rates and power sales, the rail camers will lose revenues
which may have otherwise been available Conversely, IP&L may wish lo avail itself of a
particularly liquid power market by virtue of its interconnections with utilities within ECAR (see
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Table I). !?&L can threaten to reduce generation at its rail-served plants to take advantage of
competitive energy prices available from the grid. This too would pressure railroads to pro\ ide
more competitive rates to retain existing business.

Although DOJ Witness Woodward accurately describes the effectiv.;iiess of dispatch and
power purchase options in disciplining rail rates, he discounts the applicabiiity of these options
for I P & L ' - apparently solely on thc basis of his interview with IP&L personnel where he was
informed that "the overall costs of the network and the other stations are so high that IP&L could
not use either of these altematives to prevent the Indiana Railroad from raising the pricf of
transportation to the Stout plant." Thib conclusion is apparently not based on any quantitative
information or independent analysis. Such a conclusion is not consistent with my analysis,
which indicates that li'&L has several power supply options that may be used to discipline its rail
rates.

CONRAIL HAS A NEGLIGIBLE ROLE IN THE INDIANA COAL INDUSTRY
Rail/tmck competition and the plethora of rail camers which serve tne Indiana coal
industry results in multiple rail delivery combinations and "balanced rail compelition "'°
involving the seven railroads which originate Indiana coal (Table 3) Such balanced rail
competition is evident m the unusually low percentage of single-line hauls (53%). Were there
not balanced rail competition in the Indiana coal industry , one would expect to see a substantialK
higher percentage of single-line hauls than the 53% evident in 1996 rail shipments of lndr..,d
coal lo utilities

DOJ-1. Woodward VS at '9
IPL-j at 7. 13. 32. 34; IPL-3.. Weaver
Weaver VS
VS atat4-5
4-5
10
P-5C9

TABLE 3
RAIL SHIPMENTS OF INDIANA COAL TO UTILITIES, 1996

TERMINATING
•;AKRI=R

CSX
ISRR
INRD'
CPRS
NS
YDRR
C0Nf<AIL
BRC
JP
CWWR
WC
TOTAL

CPRS
2.464
742
1 «9S

TONS BY ORIGINATING CARRIER (000
ISRD
CSX
AVW/
817
1 550
133
540
2920
944
574
345
380

TCRMINATONS
YDRR

130
896

490
58

NS

377

225
176
130
51
•2
5 043

ORIGINS % SINGLE LINI

30%

4 ?32
69%

' 904
0%

1 602
97%

1 239
73%

• 325
87%

377
100%

TOTAL
964
460
260
84^
377
953

SINGLE LINE
31%
84%
42%
81%
27%
94%

225
176
130
51
12
15472

0%
0%
0%
0%
0%
53%

4
3
2
1
1

53%

• INCLUDES 158OTCTONS ROUTED ON ISRR-CR • INRD (IPSL-STOUT)
NOTE SINGLE-LiNE SHIPMEN fS OF 3 MMT ON YDP.R TO ALCOA NOT
INCLl'DED
SOURCE COALDAT* AND INDUSTRY SOURCES

The linited extent to which Conrail participates in and contributes to balanced rail
competition in the Indiana coal industry is limited to its short-haul responsibilities as a bridge
camer for iP&L-Stoui and as a destination camer for IP&L-Peny K " (Conrail's portion of each
of these mo\ ements is less than 6 miles). In 1996. tiiese movements involved 1 SS.'JOO tons to
IP&L-Stout and about 225.000 tons to IP&L-Peny K. Since 1996. IP&L-St. ut has not received
any shipments in\olving Conrail. [[[

111
Conrail's role as a short bridge canici between ISRR and INRD for shipmenls to IP&LStoui is a substantially inferior alternative lo competition with rwo-line hauls involving INRD or
tmck compelition - from bolh economic and operational perspectives. This situation is evident
m 1996 rail shipments of Indiana coal lo IP&L-Stout in which cnly 28% of the 5 /4.000 tons
originated by ISRR was handled by Conrail. with the remainder interchanged with INRD at
Swiiz City.'' Were routings involving Conrail competitive, then a substantially higher
percenuge of ISRR's imer-lme traffic to IP&L-Sloul would have been routed on Conrail in 1996
and shipmenrs involving Conrail would have not been completely suspended since 1996.
" Perry K . which is oeing convened to gas-firing. has substantially reduced its coal bum since 1996.
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Therefore, the proposed transaction is not expecied to affect the rail competilion that currently
exists in the Indiana coal industry. If anything, the transaction has the potential for enhancing the
non-existent compelition demonstrated by Conrail.

A BUILD-OUT TO CONRAIL W I L L NOT ENHANCE COMPETITION
IP&L's last minute efforts to compile information to legitimize a wholly speculative
buiid-oul from its Stout Plant involving Conrail at costs in the range of [[[
Jj] does not make sense in light of Conrail's limited or nonexistent role in the Indiana coal ir. Justry. Why would IP&L consider expenditures of this
magnitude to gain access to a carrier which has shown no interest in expanding its role in the
Indiana coal industry and whose traditional role has not lead to meaningful competition particularly when such a build-out would not materially improve on routings to IP&L's Stout
Plant?

IP&L witness Crowley is erroneous in his contention that INRD's charges for delivering
Conrail sh.pi.ients to IP&L-Stout are influenced by the threa; of [[

]]] build-out

to Conraii.'^ To tiic extent to which INRD's charges are influenced by competition, there can be
no doubt that the threat of truck competition is the oniy competitive altemative that provides
such influence. If the build-out option was considered to be viable by IP&L. then surely it would
have in\esti'.:atea bund-out economics prior to tiic eiiu of iW?.

'" Two-line haul shipments on Conraii-INRD from Peabody "s Hawthorn Mine were subsequently converted
into a three-iine haul on ISRR-Conrdii-INRD. resulting from the sale of certain Conrail trackage to ISRR.
[[['

111
" IPL-3 at I9n.5. 26.
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ISRR WILL NOT BE ADVERSELY AFFECTED BY THE PROPOSED TRANSACTION
In 1992. ISRR acquired Conrail's coal transportation franchise in Indiana which
consisted of trackage from Evansville to Indianapolis (Map 1). Such franchise included
interchange rights with connecting carriers (AWW. NS. Conrail. CP Rail, CSX, and INRD),
origination rights to Indiana mines fomierly served by Conrail. and exclusive destination rights
to IP&L's Pritchard and Petersburg Plants. ISRR did not acquire the rights to serve IP&L-Perry
K from Conrail.

[[[
"]]] As such. ISRR's testimony before the Board is
intentionally misleading by suggesting that "the transaction proposed by CSXT and NSR will
result in ISRR losing its largest customer" when in reality, the vast majority of its revenues from
IP&L are from its movements lo plants which are exclus-vely served by ISRR and therefore, not
subject to the proposed transaction.'*' [[[

]]]"
[[[
TABLE 4

SOURCE ISRR Bales No 000220-000225 (Highly Confidential).

'• ISRR 000225 (Highly Confidential) (Exhibit GEV-5)
""rieuniann VSat4.
1
' fSRR 000223-24 (Highly Confidential! (Exhibit GEV-5) ISRR 000232 (Exhibit GEV-6).
13
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Data conceming 1996 coal shipments to utilities indicate that ISRR was the second
largest originator and second largest terminator of Indiana coal (Table 3). Although 69% of its
1. iginations were handled on a single-line basis. 84% of its terminations were single-line hauls
involving its own origins This would indicate that ISRR may have a tendency to favor its own
origins where it is the destination camer (r e,. IP&L-Petersbiirg and IP&L-Pritchard).

ISRR contends that Sl .5 million of its 1996 revenues are at risk at IP&L-Stout and
IP&L-Perrv K due to the proposed acquisition of Conrail by the Applicants "* Ongoi-'g
competition within the Indiana coal industry belies this contention, because ISRR has already
lost IP&L-Stout shipments to a two-line haul via CP Rail-INRD ([[
]]) - due to iSRR's inability to compete, not due to the proposed transaction.
This displacement also contradicts two of ISRR's other contentions. " as follows:
•

"CSXT will have no incentive to assist ISRR and undoubtedly will favor its affiliate."
Assessrnent Clearly this is not the case, since CP Rail, not CSX. displaced ISRR as the
originating camer - despite the fact that both CSX and CP Rail had an equivalent potential
to build-in to the Farmersburg Mine from which the coal originates.

•

Even though IPL's two plants are not located on the ISRR. ISRR has remained competitive
tor coal traffic moving to those two facilities w ith the cooperation and assisunce of CRC."
Assessment: Since 158.000 tons ofthe tons displaced at IP&L-Stout since 1996 had been
interchanged witti Conrail. one must conclude that ISRR-Cor.ail routings are not
competitive.
] his second contention is further disoutea bv the fact that nearly three-quarters ofthe

574.000 tons originated by iSRR uhicn were ueii\erea to IP&L-Stout in 1996 were interchaneed
with INRD at Switz City rather than uith Conrail at Indianapolis. Presumably, the economics
and'or operational aspects of ISRR-INRD routing were more favorable to IP&L than the ISRRConraii-INRD routing. [[(

1]]

20

Together, this evidence suggests that routings to IP&L-Stout involving Conrail are not
economically or operationally viable and that Conrail has not contributed to transportation

"Id.
Lener from Richard I Neumann to Doug Greer. Mar 24. 1994, ISRR 000248 (Highly Confidential)
(Included in Volume 3)
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competition for coal deliveries to IP&L-Stout. This is underscored by IP&L's use of tmck
competition to discipline rail rates for shipments tenninated on INRD. rather lhan threatening to
use Conrail or a build-out to Conrail as a comretilive altemative.

[[[

111
IP&L's ENVIRONMENTAL COMPLIANCE PLANS DO NOT CONTEMPLATE THE
USE OF NON-INDIANA COAL
Eariier this decade. IP&L went to great lengths to justify the nearly $240 million
installation of scrubbers at the first two units at its Petersburg Plant for environmental
compliance. IP&L's approved and implemented environmental compliance plan involves
scrubbing all four units at its Petersburg Plant and the use of lower sulfur Indiana coal at its Stout
and Pritchard Plants.

Memorandum from Phil Wilzbacher to Jim Bearden, ISRR 000148-49 (Highly Confidential) (Included in
Volume 3).
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IP&L s testimony before the Indiana Utility Regulatory Commission (ll)RC) in support
ot its environmental compliance plans included a reference to its strong r tliance on Indiana coai
lo the exclusion of coals from exiemal coal supply regions - w ith coal from .-he Powder River
Basin (PRB) ail bi.. eliminated from consideration due to the resulting operatinii and cost impacts
ot using sub-bituminous coal in boilers designed for bituminous coal (see naieriais from IP&L s
lestimony to ILRC presented in GEV-3). IP&L has touted its long-^iandmi: commitment to
Indiana coal by indicating lhat it is the only Indiana utility that has purchastd 100% of its coal
trom Indiana

IP&L's lestimony to lURC succinctly defines IP&i

III iliii icgard (see GEV-3):

Testimony Abstract from John E. Haselden: Low cost Indiana ^.oal remains IPL's
primary fuel under IPL'-, Environmental Compliance Plan l l ' l , Plan should enable IPL
10 continue to have low coal costs IPL's Plan a%oids high transponation costs, expenses
and other expenditures which would be required in order for IPL ,s generating stations
which were designed to bum Illinois Basin coal to bum coals from other reeions."
Testimony Abstract for James J. Youmans: "(SJw itching lo subbiiiiminous coal trom the
Powder River Basin affects many plant systems to the point ofrequirm'i major
modifications, and is likely to result in a unit deraic due to slaL-gini; .ind furnace sizing
issues. The cost of compliance usmg gab co-firini: uas not competiuve with other
compliance plans tor IPL."

IP&L b new tound interest in Westem coal retlcLted m iis iesiiinon\ before the Board is
inconsi-sient with iis long-stated coinmiimcnt to Indiana coal ,iiid disparaitemeiii if coal from
external coai suppiy regions, particularly I'KB coal MaterMi, siitimittcd in | l \ t l to the ILRC
contend that emission allowance prices would have to approach $1,620 to justify consideration
of PRB coal use (GEV-3) Kor reference, current emission allowance prices of $100 are
projected to remain flat in the short-term and are not projected to exceed $263 bv 2015" - prices
thai obviate thc consideration of PRB coal as a compliance option

IP&L is expected to continue to attain environmental compliance over time by the use of
scrubbing and lower sulfur Indiana coal supplemented, when necessary, with the conventional
use of emission allowances traded on the open market Although other options including gas cofiring, switching to lower sulfur coal, curtailment of generafion. and fhe installation of additional
scrubbers are a\ ailable lo IPecL. IP&L is expected lo purchase emission allowances to offset anv

Emission allowance price forecast from RDI's Outlook for Coal and Compeimg Fuels il996 '1997)
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emissions which exceed its EPA-mandated limits. This view is consistent with IP&L s testimony
with the lURC and inconsistent with IP&L's testimony before the Board.

Notwithstanding the above. IP&Letai. s testimony before the Board contends that it
""may be required to purchase low-sulfur coal from outside Indiana in the future" in order to
comply with unspecified environmental cbligations that may be imposed on IP&L (emphasis
added). The contemplation of "'possibles" does not warrant Board intervention in IP&L s coai
transportation alternatives, particularly when it is well understood in the industry that the
eiTective thrust of future environmental obligations would be to ret.'oflt plants with additional
pollution control technology - a scenario which would actually decrease the potential of
switching to extemal coai sources. In other words, compliance with future environmental
regulations is unlikely to be met by switching coals.

Further. IP&L Witness Weaver's contention that "EPA's recent.y proposed ozone and
particulate regulations and EPA's recent proposal to reduce nitrogen oxide emissions may
accelerate IPL's need to buv westem compliance coal" is without merit, since low-sulfur
"compliance" coai would not contribute to compliance with nitrogen oxide and particulate
regulations."' Simply stated, the imposition of additional environmental controls would tend to
increase the likelihood of IP&L continuing with 100'"o Indiana coal use and decrease the
potential for switching to coal from extemal coal supply regions. IP&L would be more likeb to
buv Indiana coai to oiYset the cosl of installing aoditionut env ironmentai controls rather than
more expensive extemal coal, as these controls wouid have to r>e installed regardless of coal
source region.

WESTERN COAL IS NOT A COST-EFFECTIVE OPTION FOR I P & L
Westem coal i ' not now and is unlikely to become a cost-effective supply of coal for
IP&L for rwo major reasons: ( I ) the inatility of coal transported more than i .250 miles to
compete effectively with locally-mined Indiana coal and (2) the incompatibility of Westem coal
(particularly PRB sub-bituminous coai) in IP&L's boilers which were designed to accommodate
Indiana coal (see GEV-3).

Weaver VS at 17-18
17
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Regarding the tlrst point, the 1996 deiivered cost of Indiana coal at IP&L-Stout was
SI 08/mmBtu ($23.60/ton) - a value which is consistent with its current costs. These costs were
compared with costs and coal quality for coal from representative sub-bituminous (PRB) and
bituminous Westem (Colorado) sources to derive the rail rate necessary for such coals to be
competitive with Indiana coal and remain in compliance with environmental regulations - in
1996 and in 2010 (Table 5). These calculations take into account the value ofthe differences in
heating value and SO: conten: between the competing coals over time and the resulting impact on
combustion efficiency [[f

]]] If one takes into account thc value of the lost generation capacity resulting from the use
of PRB coal in a boiler designed for Indiana coal, the substantial economic advantage of Indiana
coal in competition with Westem coal is further improved.

Memorandum from P A Cummings to M A Weaver, Sept. 10, 1996. lPL-P-00361-to-00362 (Included in
Volume 3)
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TABLE 5
RECENT AND FUTURE IP&L-STOUT FUEL SUPPLY ECONOMICS

BTU
S02
RAIL DISTANCE (UTILES)

INDIANA f.OAL
1 1 173
2 29
106

TOWDB? RVB? BA3N WESTHFN BITUMINOUS
11 900
3 80C
0 87
0 60
1,380
1 280

S02 PBJALTIESfe/MMBTU)
1996 @S100
2010 @$179

20 5

3 0
54

119 4
107 6

107 6

1 1 4

4 1
7 8

ADJ D B J V e e ) C O S r ( « / M M B T U :
1996
2010
COAL FRCE («/MMBTU)
1996
2010

87 0
66 1

1114

230

1 19 4
107 6

31 3

55 0
66 9

S16 97
S13 43

S12 95
59 69

NET-BACK RAIL COST(S/TDN)
BASE
B^SE

1996
2010

Given the differential in rail rates and the unlikely possibility of a substantial reduction
in raii rates from Westem coal source. I conclude that Westem coal is nowhere near competitive
With Indiana coal now or for th'. foreseeable future IP&I. arrived at a similar conclusion in
September of 1996. as follows:
•Needless to say. these frail) rates will preclude any use of PRB coal bv IPL Iherefore.
unless fhese railroads are going to substantialK reduce these rates I ^t'c no reason to
continue intemal orextemai discussions pertaining to PRB coal "
This view is also consistent w ith a statement in tne Au'jusi i _.

edition of Clean Air

Compliance Review pertaining to IP&L s consideration of a lest bum of Westem coal at Stout,
with which I agree, as follows:
"Transportation costs alone will likely render PRB coals infeasible as a long term
supply option, insisted a skeptical PRB producer " Those plants are practically sitting
in the middle of the coal fields.' he said. They can truck the coal there
On the basis ofthe foregoing. I conclude thaf there are no realistic future scenarios of
environmental compliance or changes in competitive coal and raii rates which wouid cause
Westem coal use at IP&L-Stout to be cost-effective

regardless of the disposition ofConrail.

Memorandum ffom PA Cummings to MA Weaver. July 30. IW6. IPL-P-00 .'84 I Included in Volume
3).
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In regards to the second point, the operational and cost impacts of using non-design coal
in IP&L's boilers which were designed for bituminous Indiana coal can be substantial, as was
pointed out in IP&L's testimony before the lURC in 1992 (see GEV-3). The capital cost impacts
of retrofiting IP&L-Stout s boilers to accommodate coals from extemai coal sources, including
Westem coal, that were submitted to lURC are summarized as follows:'
Illinois Basin Low Sulfur Coal: $15/kW x 698,000 kW = $10.47 million
Central App. Low Sulfur Coal: $25/kW x 698,000 kW = $17.45 million
Central App. Compliance Coal: $25/kW x 698.000 kW = $17.45 million
Colorado Coal: $25/k W x 698.000 k W = $ 17.45 million
Powder River Basin Coal: $70/kW x 698,000 kW = $48.86 million
Infomiation revealed in IP&L's submitted testimony to lURC are summarized below
from information compiled m GEV-3:
1.

IP&L did not solicit coal supply proposals from PRB coal suppliers because it decided
that "subituminous coal was not suitable for the boilers in question."

2.

IP&L provided lURC with a long list of operational and design problems that would
result from the use of Westem low-sulfur coal at IP&L-Stout. The plant modifications
required to accommodate coals from the various extemai coai suppiy regions are
summarized on page 5-10. Part I. Table 5-3. reproduced in GEV-3.

3.

Studies ofthe suitability of various coals for its power plants by IP&L and its consultants
(Stone and Webster) caused them to conclude that " switching to subituminous coai from
the Powder River Basin affects all plant systems to the point of requiring major
modifications, and is likely to result m a unit derate due to slagging and furnace sizing
issues "

Together, the delivered costs and plant retrofit/operational issues involved in the use of
Westem coal effectively preclude the realistic consideration of Westem coal at any point in the
future for IP&L

regardless of the disposition of Conrail. It is noteworthy that despite IP&L's

conclusion that PRB coal use is not economically feasible and that the operational and cost
impacts of HRB coal use are substantial for its boilers which were designed for Indiana coai,
IP&L has presented conflicting testimony to the Board which suggests that Westem PRB coal
use is an option which must be enhanced by Board intervention.

Clean Air Compliance Review. Aug. 12, 1996 at 6. IPL-P-00379 (GEV-7).
See GFV-3 at 5-11, Part I, Table 5-4.
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IP&L WILL NOT BE HARMED
My analysis of 1996 transportation competition conclusively demonstrates that although
there is balanced rail competition and particularly effective rail/tnjck competition involving
Indiana coal shipments in Indianapolis and for IP&L. Conrail does not meaningfully panicipate
in or contribute to such competition - despite IP&L ef aj.'s unsupported contention to the
contrary.If anything, Conrail's ro'e in the Indiana coal industry and in IP&L's coal
movements has diminished over time and is now effectively restricted to its involvement in a
plant which is exclusively served by Conrail (IP&L-Perry K) - a plant that has recently curtailed
its coal bum
I conclude that the proposed transaction will not diminish existing competition for coal
shipments in Indianapolis and for IP&L. Rather, the proposed transaction is likely to maintain or
enhance existing transportation competition

DOJ's ANALYSIS IS INCORRECT
DOJ's analysis of IP&L's situation is based on several incorrect assumptions These are
addressed in the following paragraphs
DOJ contends that "90% of [the coal delivered tc IP&L-StoutJ in 1996 was originated
and delivered by Indiana Railroad" thereby implying that INRD is positioned to influence
competition at IP&L-Stout.' In actuality. 50% of IP&L-Stout s coal originated from non-INRD
origins including 44% from ISRR origins - a situation which indicates INRD's widespread
participation in joint-liiie movements and the potent competition afforded by truck deliveries.
DOJ contends that because Conrail was involved as a bridge carrier for about 10% ofthe
tons shipped to IP&L-Stout m 1996. that it has demonstrated that it offers a competitive
altemative to direct deliveries on fNRD.'" Subsequent events (truck competition and CP RailINRD routings) have effectively eliminated shipments to IP&L-Stout uivolving Conrail. My
studies indicate that coal delivery options involviiig Conrail are not sufficiently attractive from
an economic or operational perspective to be considered as legitimate competitive options for
"* "Indianapohs todav has balanced competition between Conrail and CSX'Indiana Rail Road, and IPL
seeks only to preserve that balanced competition ' Jd. at 6.
DOJ-1 at 8. Woodward VS at 8
DOJ-1 at 8
21
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IP&I Stout.

DOJ Witness Woodward' indicates that 'the threat of a build-out has. according to
IP&L. served as an effective means of ensuring cooperation between the Indiana Railroad and
Conrail so that Conrail is a competitive alternative to thc Indiana Railroad. " As described
throughout my Verified Statement this is simply not the case The build-out option is a very
recently contrived concept .More accurately, the threat of iruck competition has been the
primary (if not sole) lever m disciplining IP&L's r'.il rates.

IP&L s Knight ..tated that IP&L entered into its current rail transportation contract with
INRD because INRD's rail rates were competitive with tmck. Knight Dep. at 14. Contrary tc
DOJ witness Woodward. Knight stated fhat "(t] his was not something two railroads were going
head-to-head on" Id. at 15.

Finally, DOJ Witness WoodwarCi contends that "competition at IP&L's Stout plant can
be maintained by increasing the competitiveness of NS to the level currently provided by
Conrail." Since competition afforded by Conrail has not been demonstrated and is currently nonexistent, there is no reason to improve or extend the rights granted to NS in this proposed
transaction

" Woodward VS at 18.
" Id at 24
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Gerald E. Vaninetti, Principal

Mr. Vaninetti, as Principal with RDI, specializes in the strategic, contractual, and
analytical .aspects of coal md transportation markets for the domestic coal industry. He
heads up RDI's Coal Consulting Practice. His clients include transportation companies,
utilities, coal companies, independent power producers, and financial institutions.
Mr. Vaninetti has more than 25 years of experience in the coal industry. His career has
spanned the technical and business aspects of the industrj' while in the employ of a utility
(10 years), an intemational mining consulting firm (4 years), a national transportation
company (8 years), and RDI since 1993. He has extensive ot.-site e.xpenence in all major
US coal fields, at more than 100 utility power plants, and at numerous coal transloading
terminals. His experience includes studies and projects directed at most of the major rail
and bcu ge lines for the prinian,- U.S. coalfie'is. He specializes in coal and transportation
markets and associated pncing, contracting, fuel supply evaluation, "due diligence," and
strategic analysis issues.
Mr. Vaninetti's e.xjierience includes thc formulatitn, negotiation, and administration of
coal supply and transpotlation contracts. He has developed and implemented coal
procurement strategies, conducted fuel supply evaluations, evaluated coal and
transportation contracts, assessf d fuel management programs, participated in fuel audits,
and executed "due diligence" evaluations for coal producers, utilities, financial institutions,
and coal transporters. Mr. Vaninetti has provided testimony as an expert witness in
various litigation and arbitration proceedings. These include cases before the ICC and
Surface Transp'^^ation Board rerarding the UP/SP Merger and individual shipper
disput.es
He has published several articles, made numerous presentations, and has actively served
as a member of numerous i;,dustry and trade organizations including EPRI (Coal Quality
Committee), National Coal Association (Transportation Committee), Western Coal
Council, Mississippi Valley C'oal Council, and Lexington Coal Exchange. He has served in
executive positions with the latter three organizations. He is the lead author for RDI's
monthly Market Watch column published in COAL AGE magazine. He is the primary
author of RDI's Coal Transportation Market Study (1996) and RDI's Illinois Basin Coal
Study (1991) and was the primarj' investigator for Salomon Brothers' 1997 study, "Utility
Deregnlation'a Impact on the Railroads."
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RDI was founded in 1981 and is a database and economic consulting fi.-m that specializes in
the economics and markets for coal, coal transportation, and utility power sales. RDI was
recently acquired by Pearson PLC - the publisher of Financial Hmes and The Economist.
RDI s clients include most of the major utilities, coal companies, and transportation
companies in the domestic coal industry. These cliCiits are responsible for more than 80%
of tl e coal transported and sold and more than 80% of the power generated in the U.S.
RDI maintains and publishes commercially available databases on electric power
generation, fuel purchases, and coal transportation that are widsly used within the electric
utility and transportation industries, particularly in the areas of mar'-cs' studies, competitive
analyses, forecasting, and mergers and acquisitions. These u^'tabases include POWERdat*
(data regarding generation and power sales) and COALdat'' (data regarding the procurement
and transportation of coal for use in electricity' generation and for exports). The information
in these databases is derived from public sources, such as reports that electric utilit'es are
required by law to file with federal and state regulatory agencies, as well as input from
industry and RDI's independent studies.
RDI provides expert consulting services to a wide range of clients, including utilities,
railroads, coal companies, andfinancialinstitutions in the areas of strategic planning,
acquisition support, fuel supply and market analysis, contract assessment, transportation
analysis, price forecasting and litigation support.
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Taking transport to a
higher plane
In the 1980s tht coal transporuition
market-based

tndusnry tr. the US underwent a fundamental

pnctr.g, and began to p'uij a cnncal role in delimmng

transition from cost-based priang

Gerald E. Vaninetti and Michael S. AliKe:'itt of Resource Data Intemanonal
factors such as environmental
transportation

T

to

markets, pnces and trading levels ofcoaL In this report
show how, in the 1990s,

compliance, d.'regulation ofthe utility market and the increasing importam •. of

marketing are affecting trading pattems and coal market boundaries

he coai industry changed from a sellers -lari^et to a buyers market in the
early 1980s, due to imb-lances in
supply and demand for coal in utilitv markets However, the tran.sportation segment
ol the coal ind-astn- lagged behind this transition despite the stage having been set for
it with the passage oi the Staggers /.a L I
1980, The evoiunon from regulated, costbased pricing to deregulates, market-based
pnnng ha,s gamed n idespread acceptance
oniy witKm the past few vearv and has
resulted in maior changes m coai markets
However, tfus evolution has not been uniform, as captive shippers are localiv without opnons to obtain market-based pncmg
and some camers enio\ market dominance
in select regions ot the country-.
Changes in the marketplace for coal
transportation services .ire hkelv to be accelerated with the deregulation of the coal
mdustrv's biggest customer, the utilitv
industr.
Other tactors influencns change include
the industry's consolidatiOh, competition
between camers and with altemanve fuels,
compliance with ftie Clean Air Act
.Amendments (CAAA;, improvements in
transportanon product:vit\' and equipment
utilisation, and the contraction oi the US
coal export industiy.
The intent of this paper is to dehne
emerging marKet trends v. hich are likelv to
influence the coal transportition mdustr'.-,
to review current coal distnbution patterns
and document coal transportation pnong
pracnces. In addition, we wnll attempt to
document
the dominant
role that
transportanon marketing has assumed in
the distnbution of coa; from remoteiy-sited
coal sources and ir. changing national
markets foi coai

across Amenca.

Coal markets

dard is applied A window ot opportumtv
The domestic coai industrv is Ijeset by IS exptcted to be available for lew sulphur
coals m the 1995 ;o 2000 time frame,
radical structural changes m the nuke-up of
although
many utilities are expected to
utility markets, brought on by competition
hom non-traditional source regions and switch direcfh' to compliarce coais m 1995
compliance with the CAAA Fuel switching and bank emission credits for Phase 11 of the
CAAA
from fugh sulphur locai coals to competi
The primary- cfianges in coal denund
nvely pnced low sulphur and compliance
coals from other source regions wiU result wUJ occur m the Northern Appalachia .ivd
m considerable displacements of locai coals Qluiois Basin coal helds. as those high
These displacements will result in sigiuh- sulphur coais are displaced bv low sulphur
cant imbalances in suppiy and demand for and compliance coals trom Central
coals trom the diherent coal source regions, Appalachia and the Powder iii 'er Basin
although overall growth m total coal (PRB), respectively (Figure 2) , Jthough
demand is expected fiyure 1 Domfsdc Utility Cixil Demand - Figunrs I, :;,3«mi5arr sounrni
to increase at a con- Wm RD/ s Outlook tor Coal and Competing Fuels Fall J993
sistent rate
The timmg tor
these displacements
kCinades with the
implementaoon of
Phases I and I! of
the CAAA, as illustrated m Figure 1.
The demand fo'
hugh SL'lphur utility
coai will decrease
dramaticallv in 1995
as most of the
affected Pnase 1 Figure 2 Domcsfii UtiUfj Coal Detn,iiiil bv Sn ipiv Rt'<;ioii
power plants switch
to a 2.5 lbs. SO:
' mmbtu standaivi.
Thc demand for
low sulphur utility
coa! wili be affected
siirulariv
at the
irrplen-^entation of
P.ia5<! II ot t.he
(..'AA
in 2000
when a 12 lbs
Do'«sto«a(toO'aiiotto i
SO-ZmmBtu stan-

ilSlliili._
Piiiiiii"™

iiniill1lU1U11u1l1==^-'"
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growth in demand for PRB coals
IS proiected to f^e consistent, the
demand tor Centra: -'^PP''
lachian coals is expected tt) tx> .
e<.i'losive Ocmxna tor high sui
phur coals is likeiv to increaM'
•ifter 2000 at a rate consistent
ivith overall growth in utilitv
demand and pnmaniv for now
coal-tired piants
The cnanges expeaed tor th>
Illinois Basin coal industrv wil'
be unprecedented, as iti'-*^demana tor such coals will I
decrease from about 120Mta to i
less than 85Mta in 1995 (Figure i
3) The maionn oi thp Illinois
B?sm displacements are iikelv
to be in markets rraaitioiiallv
dominated bv Illinois coi'l
mines as oniv 33 per cent ol
such coal IS currentlv consumed
m plants equipped with sm.-f
bers (Figure 4)
Impacts in thc Indiana and
Westem Kentutxv loal industnes will not be as severe, since
52 per cent and f i " per rent
(respectively) of 'liose coals are
supplied to scrubbed plants
Numerous i-nscrubbed power plant-, have
alreadv swi.ched to non-Illmois Basm coals
and scve.al maior Uhnois Basin mines,
produang about 13Mta, have been dosed
in rec'.nt months
Tht lllinoLs Bdsin is emerging .is the
pnmarv- US battlecround oetween locai
coais and external coal sjutce legions.
broueht about by competition and fuel
switching
Current coal distnbution
patterns indicate that low- sulphur and com
pliance coals mim the PRB and Central
Appalachia are poised to dominate
tradironal Illinois Ba.sin coal markets
(Figure 5) rP.B coais currently en|OV a dom^
inant pof ition up to the Mississirt V-.^
and nvintam tnngc Jnd isolated maikets

R A \ %H O H T

withm traditional Illinois Basin market areas
aiong thc Ohio and
Mississippi Rivers
Cenmij App.nactiian
.;ais uominate to the
in'iiana - Ohio border
. nd .ilso mamuin se\• •-al isolated .inu mnce
irarkets uithin :.-aaitioij»i Illinois Casin
marke. .ireas. Deliverecd

reauirements Tlie rwo compliance sn-ateries wnich have emc^ed m Wisconsin mav
pe indicative ot the compliance strategies
which will be adopted throughout traditional Iiiinois Basin marKet areas in 2000.
ramcuiariv as load growth occurs and
v.ipacitv- taaors increase These strategies
-.re tcxrusea on .ivoidinc deranne ot power
•rations, and involve the biendmg ot PRB
.oal with Central Appjiacfua coals xn " 25
L'lends, or exclusive use ot high Btu, compliance coais trom 'he West or rrom Central
AtJpaiact,:a

Coal transportation
Tne ElA and .\'CA track coal
transportanon and distnbunon
statistics w hich suggest that the
dominant rncxlc ot coal transportation IS bv raii (Figure ei
Data ior 1991 indicalc that
atiout tjO per cent ot all deliveries were bv rail, with the
remainder ot debvenes stured
bv barge, convevor belt, slurrv
and
truck
transportanon
modes However, these statistics are somewhat rrusieadmg as
manv oal movements are
mi'ta-moaal and involve a
transloading step pnor to delivery to lilt i:iarketplace.
information
for
the
Kertjckv coal industrv illustrates thc differences between
onemanon
transportanon
modes ana desfmanon transportation modes (Figure n
Althougn coai deiivenes from
Kentuckv mines to th? marketplace essentially mirror national
distnbunon
stat^sacs, onlv
spot pnces tor the PRB fi^urt 5. Illinois Basin Coal Usf
coals are particularly
—
i omp'titive throughou:
ri.nst traditional Illinois i
Pasm market areas, and I
' entral
Appalachia ;
'oals are tompetthve !
.ilong the Ohio River
uithm Illinois Basm .
market areas.
^
Earlv displacements
of Illinois Basm coals i
with compliance coals
occurred
thtoughoui
Wisconsm m 1993 to •
B t f Q x l f ' T ICKCXX)
comply
with
stateimposed
Phase
II i
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coal tields paraoilariv in the
states of Indiana, Illinois, Wes'.em
Kentucicv, Ohio, Pennsvlvania,
and Utah, and to a lessc' extent, in
Eastem Kentuticv West Virgi.ria
and Colorado Direa barge shipments are generally restncted to
Westem KentucKv
Transioaaine
compnses a
mawr part ot the coai industnes in
Central and .\'orthem Appalachu
and the Illinois Basin. Truck-to-raii
movements are probablv the most
prevalent form of Mnsioadmg
and are tound throughout ail coal

Figure 7 KentuOcu Cixii Tnnsvcrtation. 1990

about M jer cent of shipments are diiea
rail shipments The remaining 89 per cent of
the 130Mt; of coal produced ui Kentuckv is
involvec m transioadmg operancrs i truckto-raii. truck-tobarste, belt-to-bargeJ. The
dominant origination iranip^'uiion mode
tor tne Kentuckv coal industry is Sv truck,
with a /'8 per cent market sfiare
The percentages ot Kentu:.Kv coai
oneinated by trucK vary tietween the
Illinois Basm anci Central .Appalachia
components ot the inaustrv (Figure 8)
Truclc sfupmentL- in Westem Kentjckv are
pnmaniv
-o barge-ioading tacilities,
although rruck-to-raii ana direa deiivenes
to consumers have large market stiares The
vast maionrv ol truck shipments in Eastem
Kentuckv are t i truck-to-rail fanliOes with
onlv nominal quantities involved in tr.ickto-bar?e movements and direct deiivenes to
consumers
The proportion ot direct shipments vs
transloaaed shipments vary across the
t ounm- t>irea rail movemems are common
i.-om VSestem and Midwestern sources as
manv mines are served directiv bv rail, particularlv m the PPB Direct rail shipments
are also common trom underground mines
m Central and ,\'onhem Appalachia. Direct
truck movements are .ommor witfun the
TAtu
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Sources of pncing data
Some Of the most
closelv-guarded
information in the coal industry is coal
transportation pnnng The reporting ol
such mformanon is required bv only a few
state regulatory commissions, the ICC, and
FERC Access to this infonnatton
IS generally restnaed. although
portior.s of the data are ."v^iLil/ie
through obscurt
• jc sources.
Wings, and s-r: .ijigs As a consequence most industry analysts
utilise cost-based models to
denve e^nmates of tr;.nsponation
rates Althougti ^'ich models are
useful, coai transporation fias
evolved from cost-basec pncuig
to iiurket-based pncing, which
eliminates the usefulness ot such
models in manv instances.
RDI has ceveloped a Coal
Ttansportation database fo track
tnonthlv coal tr, nsportanon pnc-

helds, but are partiniiarlv '^'X'"''''* K-itntiicku Coal Truck Shipment Dnttruitions
c-ommon trom surface mines '
~ ~ ~
m Central and Northern
Appalachia. Truck-tcv-barge
movements
are common
within the Illinois Basm a:
well as portions of th: Central
and Northern Appalachia
coai industnes located near
navigable overs Rail-tobarge n^nsloadmg operanons
are verv common in the
IUi,-<ois Basir particularlv

Mo-AMciiCiM 0A«« I»»»nio«piwc f Aouna (Acnvi)
l*m*mw.

rrom Illinois mines, and trom Central and
\'orthem Appalachian coai mines. ,Vlore
than tjO active barge loading faalities serve
the Central Appabchia ana Illinois Basin
coa. industnes (Table !) Barge transloading
tees rvpicaliv range trom 50.50 per ton to
bl50 per ton tor direct dump and
blena / storage/ dump sen ices. rest>ectiveiv

lua
• a MOW

M

w
««r-

lu>
b o

lOrmVYO*

c W N * « M
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ing for more tiun 1400 coai movements to
the 4t)0 coal-hred power plants tor which
FERC V3 data are available If incorporates
information from a mynad of pubbc and
pnvate sources, mcluding intormanon from
ICC waybill reports and other public
sources that ire difficult to obtain and interpret. The database a,so incorporates eshmates and escalations based on AAR
models and indices, tnarket mtelligencc,
other known movements, and statuhcai
models of actual rates.

f l A S S P O f I T
ficiirc 9 Rale Cunr For Illinois Central ILiilroad

ill

iire depenaent upon operanng
cfiaractensncs, the numoer ot
camers involved, car ownership, tram sizes, car capacines.
tonnaee. the availabilirv- o;
back-hauls, and compennon
TranstxjrtaOon rate curves
deveiopeu fcr tne Illinois Basm
^oai inaustrv- ilhistrate rvpical
comc)ennve Jifterences between the maior transportanon
modes touna irunugnout the
Jomesnc coal industtv iFigure

curves tor the rwo populations ol data.
Theretore. a more accurrie representation ot
'ail rate cun-es should exclude rate data for
sup-100 mne h.auis
The effect ot the numbier ot carters
involved m a rail movement is reflected in
rail rates (Ficure 12 .-iinothe' example from
•he Illinois Basin indicates tfut singie-line
iiauis are more compennvelv pnced t.. i.
are multiple-line hauls Similar relationships can t)e demonstrated localiv tor differ
f nces m rail car ownersnip
Rail rate curves have oeen developed for
the ten maior coal hauling railroads and
separated into Fastem and "Westem
populations ;Figures 13 and 14) In most
cases, the rate curves are for single ime
hauls However tor those camers where
there is insuthaent single hne fiaul data to
develop signincant rate curves, muinpieiine haul rate curves involving tho'e
.amers have oeen used
Eastern camers are defined herein .JS
tliose rail camers with pnmary operatior.s
in the East and cr .Midwest The rate
curves for these camers illustrate ''.e

'••\ •
9

m m .

Intormanon in the Trans- t-KTiirc 10 Illinois Ba^m Tmiisporfflfion Rjte Cim'Ci
portanon Database applies to '
an maior coal transportanon
modes includmg rail, baree,
and truck as weli as to I
transloading taalihes irau-to- '
barge, truck-to-barge, and i
truck-to-raii).
Routings, i
miieaee, camers invf>ived, and i
tonnages are documented as i
well as the pames mvolved m i
all transacnons

Ftfure 11 Rale Curt« for Conrai/
10) Rail and barge rates are
Information rrom RDI s Coai Iransportation signii. antlv less than truck
Database nas been used to compile marlcet rates, out trucks compete
pncmg trends tor the mai^r transportation effectivelv within I O miies
mcxies These trends '..e tiest evaluated when the costs ot loadinj. and
. ,
,
'isine statisncai analysis in companng unioaaing are mcluded :n the
economic
evaluation
fhe
mils/ton-miie with mileage Individual
data points are plotted and a regression truck rate curve is more comanalysis cur\ e ht is applied An example ot petinve with rail and barge in
1 :—
tfus metnodology is presented for fiauls those areas where truck pavi
mvolving the Il'mois Central Railroad loads i ' f larger than those
(Figure ") ,As shown, the rate curve" allowed m the ilUnois Basin
Competition Between and
•r~-r<''
aecreases with the length o; the haul Rale
curves tor each camer are similar but vary •.vithin rransportation modes aftects earn- relative posmon between ca.-ners and thr
m shape and position to reflect i.^-^ maricet ers rate curves as illustrated m Conrail s .-narket pncmg practices tor each camer
pncmg trends for each earner Tfit position rates (Figure 11) Close inspection ot the (Figure 13) Conrails rate curve LS thc
highest for the sub-WO nule hauls and thc
and sfiape ot the rate curve and the scatter data suggests at least two populations of
Nortolk Southem s rate curve is tiie tughest
ot data pomts vanes oetween car.iers and data points
(1) relativelv consis- tor the fiauls in excess of 40C miles The
Figvre 12 Ka Curves tvr Illinois Basin Rail Carriers
tent data tor fuuis m lowest rate cTjrves are for the Illmois
excess ot ' (JO miles and
Central for sub-400 mile iuuls and for C f
(2) considerable scat- Rail for hauls m excess of 40C' miles
ter in the data tor hauls
The "Westem camers mdudes all of the
ot less than 100 miJes
rail cameis not mciuded m thc Eastem pop
This can be afnbutea uiaQon as well as CP Rail wfuch operates
to competition with truck both m the Midwest and Lhe West Phe positians.xjrtation tor hauls tion of the Westem rate curves is generallv
ct ICJS than IOC miles
lower ttian the rate curves for the Eastem
The etfect ot mdusion ot earner,, reflectmg the differences m terram,
t:ie sut>-100 mile tuuis i„ tr-..." sizes, average car capaaties, and car
revealed
m
the ownersi tp between regions as well as prodifferences in the rate found difference m market pncmg ptiiloso-

Market pricing

•

P-b..!j

r o -t /

R A

P a RT

Phies (Firare Ui. The Western mte .r,^„,, ,5 R^teC.irves 1 r Li.tern R.w. Cimcrs
--uryes are lowest tor tne camers
•ervine me PRB although the SP"ORCWs -ates .-ave recently
loproacned the PRB rate curve-, in
iraer to
Ke Coioraao and Utah
•oal comptnnve in the Midwest
•
"lie limitea rumtjer or rate data
;
pomts tor tne Santa Fe Railroad suggests that . rate curve is the high••st in the region

Forecast and anatysis

•;

'"he differences in operanons and ;
•n.irket pnnng philosophies fjetween tne
:.astem ana WebtL-m rail camers is pronounced and IS retleaid in the rate curves
The rate curves tor the Western camers
!ave droppea considerablv in recent vear^
snd has caused Westem coais. particularlv
RB coais. to Become compennve m
• lid western markets n-aditionallv served bv
•ther ca I source regions Such reducnons
lave positioned V-Vestem compliance and
iw sulphur coais to displace considerable
luannties 01 Illinois Basin coais. purely on
ne basis 01 oeiu'ened pnce
Currtnt ciebvered pnces tor spot coal

PRB ana other Westem coal
demanc is pnmaniv a resuit ot displacing coais rrom tradmonal
Illmois Basin markets afforded bv
the competitive rati rates available
from Vvestem camers As a conr^
juence there will be continued
pressure to mamum compennon
and increase stupmcnts from
Westem sources.
Hie exptosive growth in
demand expected for corripliance
, „ j and low sulphur coals from Central
! Appalacfua is pnmaniy focused on
into Midwestem markets suggests J displanng fugh sulphur Northem and
consistent 40</nim6,-u differencial berween Cenfral Appalactuan coals Eastem cameis
PRB and Central Appalachian coals, with will en|ov continued market dominance m
the latter coals the higher pnced Although these tradmonal Eastem markets, and
some ot tfus difterennai can be explained bv therefore, little pressure will develop to
differences in mining costs, differences in improvptransportanon rates except m those
transportanon pncmg berween Westem and instances where utilities can take advanta>;f
Eastem earners contnbutes
to the ot multi-modal shipments of Western or
differential
Import coais to develop "transportation
Expeaed growtn in demand tor diversity and compeotton. However, tfie
compliance and low sulphur coals from the explosive demana expeaed for Central
different source regions wrJl be largely Appalacfua coais will place considerable
c'jntrolled bv transportation rates from piwstue on rail camers to mcrease stup(hose regions The progressive growth ui ments and pnxiuctiyitv
_—

STORMAJOR RADIAL STACKER
The Stormaior receives bulk rriatenal direct from
tipf ng vehicles (without ramps) or loading shovel for
high capaaty radial stacking

CHANCF. BUSINESS
SPECIAL PRiCE
delivery from stock
5-10 pes. DIEMA-Diesel-MiningLOCOMOTIVES
flamef roofed. 600mm gauge
35 KW-7 ton.
MOBILfc - V E R S A T I L E - C O M P A C T .
HIGH HANDUNG R A T E S .

please cali:
DIF.MA-Service
I)-4<<341 J)iepholz
!»oB 1170

VAST S T A C K I N G CAPABILITY.

B. A W. MECHANICAL HANDLING LTO.
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Summary

'i<;iire i-i. iiiilc Liinvs Fnr W/estern Riiil Cirriers.

TJie coal transportation
industry has played an
integral roie in determining coal markets, particularlv in recent vears. as
the industrv has evolved
from cosi-basea pnang
to market-baseo pncing.
.Aggressive pncing by
Western rail earners has
caused exteiuive cfianges IP .Mi markenn?
pattems in the .Vlid west
Multi-modal barge deiivIt is uniikelv that Cenfral Appalachian enes of Westem and Appalachian ccals
coals u'lll displace significant quantines ot iiave aiso played a significant, thrjgh
coals in tradin..iiai Illinois Basin mamets lesser, role in ctiangmg coal markets
because ot the generallv uncompetitive Eastem rail earners have generallv lagged
nature ot the delivered pices ot these coals 1.1 their aggress've purscit of new coal
The onlv significant market penetranon in markets ana, to date, tew changes in coa!
the Illinois Basin available to Cenfral markets have been realised.
The histonc do.ninani role of fransAppalachian coais will be for unlities
u hich cannot c 'ford the derates associated portahon in sfiaping markets for coal will
with 5ut>-birur"'.ious PRB coais ana those connnue into the future as the utility
power plants located on navigable nvers industry contends with the effects ol
where rail-to-barge and truck-to-barge CAAA compliance and deregulation and as
multimodal shipments can compete with the coai mdustry conteiuls with regional
i.oal displacements and ma|or imbalances
Westem ones

in s'lpply ana demand The dominance ot
rail transportation in defin.r,5 coal
distnbunon patterns is expected to
contin 'e with maior growth in demana
cxpectt 1 trom Westem and Central
Appalachian comphance and low sulphur
coal sources Barge and truck transportation wtli contmue to be regiofuilv and
iocailv
i.Tiportant and muiti-modal
movements invoivwig barge deiivenes are
lik-ly to become more important
pamcularlv m displaang coals from
tradmonal Illinois Basm markets.
Transportanon rates are expeaed to
connnue to decline in response to new
technology, produtivity impinvements, and
competition. Thefransitionfrom cost-baseti
pnang to market-based pnce will continue
and, coupled with utility CAAA
compliance strategies., will result m wholesale changes in fraditional high sulphur
coai markets, "'he market pnce differennals
evident in th-.- rate curves for Eastem and
Western c/.mers is likely fo be narrowed ir
markets where compennon between
fransport ahon earners and modes is
availabK'. However, the differenoal v.-"ll
probabh be mamtamed m markets where
camers i naintam inarket doininaiKe. J
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6TATB OJ* INDIAKA
INDIANA UTILITY REGULATORY C0HMIS8I0M
I

IN RE THF. MATTER OF THE PETITION CF
INDIANAPOLIS FOWeR 6 LIGHT COMPANY
FOR REVIEW AND APPROVAL OF ITS
ENVIRONMENTAL COMPLIANCE PLAN AND THE
CO-STS AND EXPENSES ASSOCIATED THEREWITH
PURSUAI^T TO IND. CODE § 8-1-27-1
et seq. , FOR APPROVAL TO TREAT COSTS
EXPENDED FOR THE DEVELOPMENT AND
IMPLEMENTATION OF ITS ENVIRONMENTAL
COMPLIANCE PLANS AS QUALIFIED
POLLUTION CONTROL PROPERTY UNDER
IND. CODE § 8-1-2-6.6, AND POR APPROVAL
OF RATEMAKING TREATMENT THEREFOR.

•ii.
J'JL •
:(;GiV-;

CAUSE NO. 39437

f E T I T I O N E R ' S SPSMISSXOK OF 1'RErir.ED
TESTIMONY AND EXHIBITS

VOLUME il

(X)

Petitioner^!? Exhibit JBH — consisting of the te8'.:imoay
of John E. Haselden, including Exhibits JEH-i through
JEK-4, inclusive

(2)

retitionerigjExhlbit^WFr — consisting of the testiaony
of K i i l i a a F. Frazier, including Exhibits WPF-1 through

WFF-7,

inclusive.
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Pgtitloner'8 Exhibit JEH
I U.R.C. cause No. 39437

INDIANAPOLIS POWER & LIGHT COMPANY
ENVIRONMENTAL COMP' 'AMpF PROCEEDING

JOHN E. HASELDEN
piRECTOn - FUEL SUPPLY

DIRECT TESTIMONY
COAL PRICE FORECASTS

SPONSORING
PETITIONER'S EXHIBITS JEH-1 THROUGH JEH-4

PRE-FILING DATE: FRIDAY. JULY 31. 1992
PUBLIC HEARING DATE: WEDNESDAY. OCTOBER 21. 1992
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John E . Haselden
Testimony Abstract

Low cost L.diana coal remains IPL's primary 'lel under IPL's
Environmental Compliance Plan. IPL's Plan should enabis IPL to continue
to have low coal costs. IPL's Plan avoids high transportalion costs, expenses
and other expenditures which would be required in order for IPL's generating
stations which were designed to burn Illinois Basin coal lo bum coals from
other regions.

P-533

1

Q32. Why were producers in other coal producing regions not sent the RFP?

>>

3

(a)

It was decided prior to issuing the RFP that sibbituminous coal was not

4

suitable for the boilers in question and was therefore not included in the RFP.

5

Technical assessments of the impact of various types and quality of coals on

6

boiler performance are addressed in Mr. JJ. Youmans' testimony.

7

Bituminous westem coal was found to net offer any advantages because ofthe

8

poor transportalion logistics. Appalachian sources were also not specifically

9

solicited because it was expected that Illinois Basin sources would be more

10

numerous and competitively priced than has turned out to be the case.

11

However, a number of producers in Appalachia did respond to the RFP and

12

the best proposals were used in the forecasts.

13
14

Q33. Please describe the results of the solicitc.tion relative to lUinois Basin supplies.

15
16

(a)

coal in r le Illinois Basin is much less than expected. Of the 17 nuaes Usted

17
18

Based on t^". proposals received, the availability of compliance and low sulfur

•

in Ta^le 3-4 of the EVA report ^lee Fetitioner'5 Exhibit JEH-2. pape iL onlv

19

seven were represented in proposals and four of those could not meet

20

specifications for sulfur or chlorine. This left three potential suppb'ers of

21

which only one is an existing mine. Proposals were received from two

John E. Haselden - 24
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pETITTONEP.-S EXHIBIT JJY
l\)tir PAUSE NO. 39437

INDIANAPOLIS POWER & U G r T COMPANV
ENVIRONMENTAL COMPLTANCF. PROCEEDING

JAMES J. YQUMANS
PROJECT ENGINEER
STONF, & WEBSTER ENGINEERING CORPORATION

DIRHCT TRSTn^^ONY

m
TECHNICAL DETAILS. COMPLIANCE OPTIONS
COST E.STIMATES AND IMPLEMENTATION SCHEDULE

SPONSORING
PETITIONER'S EXHIBITS JJY-l THROUGH JJY-8

PRE-FILING DATE: FRIDAY. JULY 31. 1992
PUBLIC HF.ARING DATE: WyPNFJSDAY OCTOBER 21. 1992
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James J. Youmans
Testimony Abstract
The estimated cost of IPL's Plan is reasonable. Wet limestone
scrubber technology is thc best FGD process for Petersburg Units 1 and 2.
The selected scrubbers have an SO, removal capability which exceeds thc
requirements for Petersburg Units 1 and 2 for both Phase I and Phase II of
the CAAA. This means additional SOi emission allowances may be
conserved. Switching to subbituminous coal from the Powder River Basin
affects many ptant systems to thc point of requiring major modificatior^s, and
is likely to resui! in a unit derate due to slagging and furnace sizing issues.
The cost of compliance using gas co-firing is not competitive with other
compliance plans for IPL
Tbe implementation schedule for IPL's Plan includes Commission
approval by May, 1993, the date by which the release for fabrication of the
scrubber must be given to achieve the January 1.1996 commercial operation
date. Fie.16 work for tbe project is scheduled to stan on May 1, 1993. The
scrubber vendor construction is to start May 1, 1994 and is expected to be
physically complete by July 15, 1995. A period for testing is necessary to
achieve conunercial operation by January 1, 1996.
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components exposed to the ash. The melting point of ash affects the
-

furnace sizing requirements to meet a given rating, the number of boiler

^

cleaning devices (sootblowcrs) required and the lateral spacing of the

^

boiler tubes to prevent plugging and subsequent damage to the boiler.

5

The chemical constituents of ash affec. the potential for deposit buildup

6

in the furnace (Slagging), deposit buildup in the back pass of the boiler

7

(fouling) and the propensity for wear (pulverizer and coal transport lines)

8

and erosion (boiler tubes).

9
,10

•

Sulfur

11
[ ^2

SOJ emissions levels vary directly with the sulfur content of the coa! and
affect electrostatic precipitator (ESP) performance by charging the

14

electrical resistivity of the ash. An ESP is a pollution control device that

,15

removes ash (srr oke) from suck gas. The ESP operates by imparting an

•16

electrical change to the ash panicles whi-h are then attracted to a

1"^

collection phte of opposite change. The electncal characteristics of the

'18

ash from low sulfur fuels make them harder to collect.

19
^20

Q29: Please describe the nature of the operating problems caused by a switch to a lower

21

sulfur coal.

22

(a)

The severity of operating problems caused by a switch to low sulfur coal, is a

23

function of the margins that exist within boiler systems, and the source(s) of the

24

low sulfur coal.

(j;Y9«)jn6.TEsmioNooi)
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1

Generally, a number of Eastern j-.d Midwestern low sulfur coals have

2

characteristics that are similar to the high sulfur Midwestern coals. These

3

similanties mein that switching between these fuels can often be accomplished

4

with minimum operitmg problems. Th.e major impact is likely to be reduced ESP

5

collection efficiency, due to the increase in ash resistivity and reduced pulverizer

6

performance due to thc coal being harder to grind.

7
8

Switching to Subituminous coals, including those fron the Powder River Basin

9

in Wyoming and Montar.a, impacts boiler systems much more significantly. The

10

Heanng value of these coals can be 30 percent lower and the moisture content

11

two to three times greater than for the midwestem coal. Also, the fuel is very

12

dusty and prone :o spontaneous combustion. Fina'ly the ash characteristics

13

increase the potential for slagging and fouling in th-^ ',oiler.

14
15

The tiigh moisture content can result in a 3 - 4 percent reduction in boiler

15

efficiency. Aiso, the high mo^.ture usually results in insufficient air temperature

17

to maintain adequate pulverizer outlet temperature. For a given output, more coal

lg

is required because of the lower heating valve. Often the capacity of the

19

pulvenzer system and ash handling system is not sufficient to handle tne increased

20

fiow.

2.'
22

The slagging potential of the ash tends to increase with subituminous coals and

23

the .ish mass flow could be higher and the melting temperatures lower. These

24

factors can cause problems in a small furnace designed for Eastem or Midwestem
,i/Y,^«•76.TEsm.oN oo.,
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fuels by coating the furnace ualls with slag, increasing steam temperature and
plugging ash handling equipment. The ash from subituminous coals is also more
^

prone to fouling, which is a tendency to stick to boiler tubes in the convection

^

section of a boiler. Increased slagging and fouling often limit the led at which

5

a boiler will run continuously with these fuels.

6
7

The coal storage and coal handling facilities often require significant modification

8

because of increaset. coal volume, dustiness ar fire potential of subituminous

9

coals.

10
111
1*

Q30: .Mr. Vour.ians, can yo J identiiy Petitioner's Exhibit .Vo. .MY-l?
(«)

13

Yes.; This is an illustration, prepared by SWEC's Fuel Specialist, that depicts the
typical effect of coal rank on relative furnace size, based on constant heat input.
This itiusiri'Jon shows why a boiler load limitation i ; sometimes incurred with

•15

fuei switching. It .s very difficult (and usually economicJly impossible) to

:16

increase the furnace size of an exisung boiler. Therefore, fuel input must be

17

reduced if a lower rank coaJ is to be bumed successfully in a boiler designed for

,18

a better coai.

19
20
ll

Q31: Please describe Petitioner's Exhibit .UY-2.
(a)

This exhibit shows the power plant components most affected by fuel switching.

22

(jjY»«ni76TEsTiMON 001)
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1

Q32: As a part of the analysis i^WEC conducted of the IPL generating units, did SWEC

2

consider the effects of different coal on the components and system listed on

3

Petitioner's Exhibit No. .!.IV 2?

4

(a^

Yes; during the preliminary screening analysis the effect of six possible candidate

5

coal supplies on these systems 'xas considered.

During the system-wide

6

evaluation, a more detailed study oi these systems was done for three different

7

coals.

8
9

Q33: For the screening analysis, what modificatioas did SWEC consider for the IPL

10

plants?

11

(a)

12

Petitioner's F.xhibit JJY-3 shows a table of modifications required for each fuel
considered.

13
!«
15

Q34: What conclusions do you draw from this exhibit?
(a)

For each of the coals considered as possible candidates for coal switching, the

16

preliminary technical screening analysis resulted in a projected scope of

17

modifications to the plants. Because of the similanty between the existing coal

18

supplies and the Illinois Basin Medium and Low Sulfur coals, minimum impact

19

to the plant resulted. Conversely, switching to subituminou-. coal from the

20

Powder River Basin affects all plant systems to the point of requiring major

21

modifications, and is likely to result in a unit derate due to slagging and 'umace

22

sizing issues.

23
24

Q35: What is meant by "Natural Gas Co-firing" as a means of SO. compliance?

„mvo:n.TESTivoN ooi)

James J. Youmans - 19
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1

(a)

Pipeline quality natural gas used in homes, industry and power plants has almost

2

no sulfur content and therefore produces minute amounts of SO, when bumed.

3

Therefore, a power plant that bums coal, which contains sulfur, can reduce SO^

4

emissions by replacing some of thi coal with natural gas. SO2 emissions will be

5

reduced in direct proponion to the amount of gas fired. For purposes of the

6

screening analysis we have assumed 20 percent natural gas firing.

7
8
9

Q36: What elTect does natural gas co-firm^ hav2 on power plants?
(a)

Firing of up to 20 percent natural gas with coal in the same boiler does not have

10

any significant detnmental effects on boiler operation. The addition of gas firing

11

will result in a small reduction in auxiliary povler requirements that will be more

12

than offset by a de rease in boiler efficiency. The fuel required per unit of

13

electrical power generated (net heat rate) will increase. Firing of two fuels in the

l-*

same boiler also requires more complicated controls, metering systems and safety

15

systems compared with a single fuel.

16
17
18

Q37: What changes to IPL plants would bu required for natural gas co-firing?
(l)

The screening analysis considered the addition of gasfiringcapability for all IPL

19

Phase I affected units. None of IPL's coalfiredgenerating units presently have

20

natund gas piped to the sution. Therefore, new gas pipelines would be required

21

starting at an existing gas main.

22

Combustion Engineenng tangentiallyfiredboilers. Gasfiringcapability would

23

be added to these boiler by adding gas nozzles in the upper bumer compartments.

24

The existing coal nozzles would stay in place Each unit would req-iire a gas

(jmxnnivTESTTMON 001)

All of these affected units have ABB
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1

pressure regulating and metering station and gas piping from this station to the

2

new gas burners. Additional control hardware and software would be required

3

for both the combustion control and burner safety systems.

4
5

Q38: Mr. Youmans, if EPL makes the modifications recommended by SWEC, in your

6

opinioii, wouid IPL be able to co-fire natural gas?

7

(a)

The addition of gas firing of an existing coal fired unit is, technically, a very

8

straight forward project. The capitai cost i low and the risk of unforeseen

9

problems developing is low. The viability of this option depends pnmanly on the

10

cost of thc -. remium gas fuel. As shown by Witness Frazier's testimony, the cost

11

of compliance using gas co-firing was not competitive with other compliance

12

plans for IPL. The estimated cost of natural gas delivered to IPL's plants is

13

discussed by Witness I'aselden

14
15
16

Q39: Does IPL presently have scrubbers installed on any of its units?
(a)

Ves, IPL has wet limestone FGDS operarmg on its Petersburg Units 3 and 4.

17

Both these scrubber facilities are designed to meet a stack gas emission limit of

lg

1.2 pounds of £0: per million Btu. This limit was in effect at the time these

19

units were designed and built.

20
21
22

Q40: Did SWEC consider upgrading these scrubbers as a means of SOj compliance.
(a)

Yes, SWEC did consider upgrading the existing scrubbers as a means of SOj

23

compliance. FGDS upgrades were initially considered for both Petersburg Units

24

3 and 4. This option v. rs not considered viable for Unit No. 3 because of unit
,jm^02i76.TESTiMON«ni.

J^mes J. Youmans - 21
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PETITIONER'S E.XHIBIT JJY-3
lURC CAUSE NO. 39437
SCREENING ANALYSIS
PRELIMINARY ASSESSMENT OF PLANT MODIFICATIONS
REQUIRED FOR FUEL SWITCHING

Coal Supply

Plant Modifications'

Illinois Basin Medium and Low Sulfi.r Coal

Electrostatic Precipitator Upgrades,
Flue Gas Condidoning

Central App. Low Sulfur Coal

Electrostatic Precipitator Upgrades,
Flue Gas Condidoning, Pulverizer
Upgrades

Central App. Compliance Coal

Electrostatic Precipitator Upgrades,
Flue Gas Conditioning, Pulverizer
Upgrades

Colorado Coal (Western Bituminous)

Electrostatic Precipitator Upgrades,
Flue Gas Conditioning, Pulverizer
Upgrades

Powder River Basin Coal

Electrostatic Precipitator Upgrades or
Baghouse Retrofits, Pulverizer
Upgrades, Coal Handling, Increased
Derate, Increased Forced Outage Rate

Note:
These modifications will be required for all IPL coalfiredunits that switch. Also, all
coals would require coal handling upgrades for scenarios where two coal supplies would
be used at a station (e.g. Petersburg Units 1 & 2 switched to low sulfur coal and Uniu
3 & 4, which are scrubbed units, receive high sulfur coal).

James J. Youmans • 57
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STATE OF INDIAJ>«A
INDIANA UTILITY REGULATORV COMMISSION
IN RE THE MATTER CP THE PETITION OF
INDIANAPOLIS POWER 6 LIGHT COMPANY FOR
REVIEW AND APPROVAL OF ITS ENVIRONMENTAL
COMPLIANCE PLAN AND THE COSTS AND EXPENSES
ASSOCIATED THEREWITH PURSUANT TO IND. CODE
S 8-1-27-1 e t sea.. FOR APPROVAL TO TREAT
COSTS EXPENDED FOR THE DEVELOPM'a^T AND
IMPLEMENTATION OF ITS ENVIRONMENTAL
COMPLIANCE PLANS AS QUALIFIED POLLUTION
CONTROL PROPERTV UNDER IND. CODE
S 8-1-2-6.6, AND FOR APPROVAL OF RATEMAKING
TREATMENT THEREFOR.

FILED
0CT1fi199I
luaAiiji. uTtuvf

CAUSE NO. 3 9437

PETITIONER'S SUBMISSION OF CORRECTIONS
TO PRFFTLRD TESTIMONY OF JAME.*? J - YOUMANS AND
ROBERT A. MCKNXCm

P e t i t i o n e r Jndianapolla Power & Light Company
( " P e t i t i o n e r " ) , by counsel, hereby cubnits P e t i t i o n e r ' G
c o r r e c t i o n s to the p r e f i l e d testinony of Janes J . Youmans and
Robert A. McKnigh;.

The affected e x h i b i t t o Mr. Youmans'

testimony, g ^ i ^ i t ^ J J J ^ was p r e f i l e d i n t h i s Cause on October 7,
1992.

Mr. McKniqht'r, testimony was p r e f i l e d i n t h i s Cause on

August 31, 1992. I n support hereof, I P L s t a t e s :

1,

I n the Prehearing Conference Order i n t h i s cause

entered on June lO, 1992, the commission provided i n paragraph 9
t-hat. "C*J"y c o r r e c t i o n s to p r e t l l c d testimony, e x h i b i t s or
r e p o r t s should be made an soon aa poBsiblc a f t e r discovery of a
need t o make such corrections."
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2.

The column headings for the second, third, and fourth

columns to Petitioner's Exhibit JJY-9 incorrectly state cost as
"($MillionB)."

The second line of these column headings should

instead read "($Thousands)."

Mr. Youmans w i l l correct the

o f f i c i a l copy of the testimony at the hearing in this Cause.

3.

I n addition, the updated cost estimates reflect^.;' 'n

Exhibit JJY-9 have slightly inpacted the prefiled testimony of
Robert A. McKnight.

The costs to be updated and to be stated i n

Exhibit RAM-i • Table 4, Page 19, are as follows:

SO., ComDlj.ance
Petersburg 1 & 2

222.7

NOX Compliance
Petersburg 1 i 2

17.3

Petersburg 3

9.0

Petersburg 4

•

9.1

T'.iese revised estimates do not materially d i f f e r fron the
estimates eet forth i n IPL's prefiling.

4.

Attached hereto i s a copy of the revised Exhibit RAM-i.

Table 4.

-2-
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WHl,.<EFORE, P e t i t i o n e r requests that the Commission accept
t h e c o r r e c t i o n s t o the p r e f i l e d testinony of James J. Youmans and
Robert A. McKnight.
Respectfully submitted.

Richard E. Deer, No. 4455-98

Michael G. Banta, No. 4078-49

BARNES & THORNBtniG
1313 Merchants Bank B u i l d i n g
11 South Meridian Street
Indianapolis, Indiana 46204
(317) 638-1313
Attorneys f o r P e t i t i o n e r
Indianapolis Power I L i g h t Company

-3-
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CPRTIPICATE OP SERVICE
The

undersigned attorney hereby c e r t i f i e s that a copy of

foregoing document has been served t h i s

/^H

the

day of October,

1992, by hand d e l i v e r y to the O f f i c e of u t i l i t y Consumer
Counselor, Indiana Government Center, Room N501, 100 N. Senate
Avenue, I n d i a n a p o l i s , Indiana, 46204-2208, and by p l a c i n g same i n
t h c United States mail, f i r s t c l a s s , postage prepaid addressed

to:

John F. Wickes. J r .
rerence L. Eads
Lewis
Kappes
1210 One American Square
Indianapolis, Indiana 4 6282
Chris Williams
Executive Director
Citizens Action Coalition of Indiana, Inc.
3951 North Meridian Street, Suite 300
Indianapolis, Indiana 46208
Michael A. Mullett, Esq.
Suite 233
309 Wes^ Washington Street
Indianapolis, Indiana 4 6204

orton, No. 14044-49

NKK00737
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RJRC CAUSE wo, 39437

INOIANAPOUS POWER & LIGHT COMPANY
BWII10NilE?f«AL COMPUANCE PBOCEEDtNG

STONE ft WEBgTCWEWBllimUMGCOWPOBATlOli

QH
Cl£MM/MMCTMmmaM^ITS0F^9a(L«EtSWAJ1OHSAHD
•j^^UfftTWff' <y EMVmOWMEMTAI. COMPUAWCg OPT1QMS

PETmOMEirS EXHIBITS WnF-nWHOUGHWFF-T

PHE-HUWC DATE: FHIDAV. JULY 31.199?
PUBUC HEJWIWG DATE: WEDWESDAY. OCTDBCT ^ , 19yg
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Williazn F . Frazier
Testimony Abstract

Stone St Webster Engineering Coipoiazioa CSWEC7) evaluated
fnmnp^farvt^ plaos for IPL to asstst IPL in prepahiig its Egvironmcaital
Ccropfewee Fhs. Tbe process inioaUy coasidered a laige ncmber of
strategies and dien syscemadcally teduced tiiem in muaber by iocieasiogty
more deiaOed analysis. SWEC coasadered tedmical opnocs, inrhirffng
senibbiog. coal switdiuiB or Meadiag. gas co-fiiisg aad coal deann^
geueratuag system planning strategies, indndiiigrinxianriside maaagemezo,
rqiiaceneat of existing generahng capacity, purchase power, emissions
cupsiraiaed dispatdi. and repoweiiog or mrofits; and the SOj allowance
market.
Axnoog other things, the evaluatioa iodicates that impiemeatatioa of
technology options at the Petr..'sbur^ . raxion should proceed prior to
joqilcmentatiQB of opdons elsewhere oa IPL.'s system. The evahiatioo also
^wtMemt»f that more cost efEective rcdncticias of SOj oocor whe:^ both
PetBisborg Units 1 and 2 are sombbed. Saubbtog both Peteriburg 1 and 2
pf kies IFL with greaterfleabihtyto operate its generatizig system without
mju .ing additioaal aebons to remain in compliance with tbe CAAA. It also
provides IPL with tbe greatest degn^ of oootrol over future opeiations and
tbeir cost Tbe satibber plans have tbe greatest degree of self-relianee for
Goxnpliaxvce and are based oo known ttrhiKslogy and established xnaxicets.
Fbns that scrub Petersburg 1 and 2 in Pbase I have tbe lowest nnrraiame
present worth of revemie teqoirenients. prcvide IPL widi greater fnel
procurememflexibilitythan other plans and do not require IPL to shift to
out-of-state coal
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PET^^o^iER•s E X H I B I T WFF-S
lURC CAUSE NO. 39437
Paae 2 cf 2

Unit

Techoology
(see key u
end of Tibie)

SO, Reduction
(tot»s/yr)

Avenge Cost
EfTectiveaeM
(Level ilton
SO,
Removed)*

Mugual
Coet EfTecttvcaes*
(Level
S/Con SO,
Renoved)*

1

Pntchard 3. 4, 5, 6

SWl

4,610

1,480

1,480

2
3

Pntchud 3, 4. 5. 6

SWD

4,610

1,480

1.480

Pntchard 3. 4. 5, 6

SWB

2.34Q

1.570

*M

4

Pnichird 3. 4, 5. 6

SWF

4.610

2,230

M*

5
6

Pnichwd 3. 4. 5, 6

SWC

2.340

2,400

•M

Pntchard 3, 4, 5. 6

NGC

1,680

1,750

•M

Stout 7

FGD

23,300

720

720

Stout 5, 6, 7

S-AT

16.800

990

m

Stoui 5, 6. 7

SWD

16,800

1,080

mm

Stout 5. 6. 7

SWB

9.400

1.170

•mm

Stout 5. 6. 7

SWC

9.400

1,500

mmm

Stout 5, 6, 7

SWF

16.800

1,620

mmm

Stout 5. 6. 7

NCG

5,800

1,580

mmm

8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

Key

24
25
26
27
28
29
30
31

• 1991 dollars levelued over the period 1995-2020. Fuel price projections based on EVA Coal
Suppiy Option Repon (i). The cost effecDveness values for FGD opuons do not include thc
benefit of extension, bonus and transfer allowances provided for FGD installations prior to
January I, 1997.
Eliminated from marginal cost calculation because this option has a higher annual cost than
other options with greater or equal SOj reduction.
Eliminated from marginal cost calculation because this option has iess SOj reducuon lhan
the lowest marginal cost option for this unit.

FGD - Forced Oxidation, Wet Limestone, Gypsum
FGDU - P.uc Ga: ^esulfunzaaon Upgrade (Dibasic Acid Addition)
SWA • Switch to Illinois Basin Medium Sulfur Coal, 2.5 lb SOj/MBtu
SWB - Switcn to Illinois Basin Low Sulfur Coal, 1.6 lb SO,/MBru
SWC - Switch to Ccniral Appl. Low Sulfur Coal, 1.6 lb SOj/MBm
SWT) - Switch to Central Appl Corrpliancc Coal, 1.0 Ib SOj/MBtu
SWE - Switch to Colorado Coal, 1.0 lb SO/MBtu
SWF - Switch to Powder River Basin Coal, 1.0 Ib SOj/MBtu
NGC - Natural Gas Co-ftring

(VAlTOl V U )
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TABLE 4
COST OF
CAAA IMPLEMENTATICir MEASlTOES
\

Coit '
fS Millions)

Unit
SO7 COTODIlance

0

H.T. Pritchard 1 * 2

Note 2

H.T. Pritchard 3-6

'

E.W. Stout 3 & 4

0

E.W. Stout 5-7

Note 2

Petersburg 1 & 2

222.7
0.7

Petersburg 4
NO X ComDliance
,

t

H.T. Pritchard 3

1.4*

H.T. Pritchard 4

1.7*

H.T. Pritchard 5

1.9*

H.T. Pritchard 6

2.7

E.W. Stout 5, 6, k 7

11.3

Petersburg 1

17.3

2

P^*-ersburg 3

9.0

Petersburg 4

9.1

CEMS Comnliance
!

H.T. Pritchard 1-6

2.4

E.W. Stout 3-7

3.3*

Petersburg 1-4

1.7

-IS-
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Table 5-3
Screening Analysis
Preliminary Assessment of Plant Modifications
Required for Fuel Switching

Coal Supply

Plant Modifications

Olioois Basin Medium and Low Suliur
Coal

Electrostatic Precipiutor Upgrades •",
Flue Gas Conditioning

Central App. Low Sulfur Coal

Electrostatic Precipitator Upgrades
Flue Gas Conditioning, Mill Upgrades

Central App. Compliance Coal

Electrostatic Precipitator Upgrades,
Flue Gas Conditioning, Mill Upgrades

Colorado Coal (Westem Bituminous)

Electrostatic Precipitator Upgrades,
Flue Gas Conditioning, Mill Upgrades

Powder River Basin Coal

Electrostatic Precipitator Upgrades or
Baghouse Retrofits, Mill Upgrades,
Coal Handling Upgrades, Increased
Derate, Increased Forced Outage Rate

All coals would require coal handling upgrades for scenarios where two coal supplies would
be used at a station (e.g., Petersburg Units 1 &. 2 switched to low sulfur coal and Units 3
& 4, which are scrubbed units, receive high sulfur coal).
ESP modifications may not be required for Petersburg Unit 2.

IPL-0t4
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PARTI

Table 5-4
Screening Analysis
Capita! Cosl Estimates and SO, Reductions for Alternative Fuels

Reduction in Existing
CapiUl Costs (1991

S O , Emission Rales (%)

Altemative Fuel
Illinois Basin Medium

Petersburg

Pritchard

Stout

Petersburg
Unii t

$/kW)

Petersburg
Unit 2

Petersburg
Units 1 SL 2

Pritchard
3. 4, 5, 6

NA

20

10

10

»

32

39

20

19

IS

IS

tf

u

92

4S

30

29

25

39

n

55

M

49

30

29

25

29

n
n

SS

M

49

30

29

25

29

SS

M

•9

70

70

70

70

9

9

9

9

9

46

NA

65

NA

Sto-jt

5. 6. 7
NA

Sulfur Coal
lllinoi Hasin Low
Sulfur Coal
p-553

Central App. L o w
Sulfur Coal
CenInU App.
Compliance Coal
Colorado Coal
Powder River Baiin
Coal
Natural Gas Co-fire

20

(20»)
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PART 1

Table 5-5
PrelimiiULry ScFeeniog Analysis
Utiit/Teehnology Cost Effectiveness Evaluation Results

Avenge Cost
Effectiveness
(Level $/ton
SO,
Removed)*

Marginal
Cost Effectiveness
(Level
$/ton SO,
Removed)*

Technology
(see key at
end of
Teble)

SO,
Reduction
(toiu/yr)

Petersburg 1

SWA

17.S0O

330

330

Petersburg 1

FGD

36,400

370

410

Petersburg 1

SWB

25.000

3fO

530

Petersburg 1

SWE

30,000

Petersburg 1

SWF

30.000

910

Petersburg 1

SWC

25,000

910

Petersburg 1

SWD

30,000

930

Petersburg 1

NOC

7.700

•90

Petersburg 2

SWA

27,800

320

320

Petersburg 2

SWB

39,700

380

520

Petersburg 2

FGD

57,900

390

460

Petersburg 2

SWC

39,700

490

Petenburg 2

SWE

47.700

490

Petersburg 2

SWD

47.700

SlO

Petersburg 2

SWF

47,700

510

Petersburg 2

NGC

12,200

890

Petersburg 1 & 2

SWA

45.300

320

320

Petersburg 1 & 2

FGD

94,300

330

340

Petersburg 1 St 1

SWB

64,700

370

490

Petersburg 1 St 2

SWC

64,700

490

Petersburg 1 St 2

SWE

77,700

490

Petersburg 1 St 2

SWD

77,700

500

Petersburg 1 St 2

SWF

77,700

510

Petersburg I St 2

NGC

19,800

890

IMt
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PART I

Table 5-5 (Com)

Unit

Technology
(see key at
end of
Table)

SO,
Reducuon
(lons/yr)

Average Cost
Effectiveness
(Level $/ton
SO,
Removed)*

Marginal
Cost Effectiveness
(Level
$/ton SO,
Removed)*

Petersburg 4

FGDU

7.000

IIS

lis

Pritchard 3, 4, 5, 6

SWE

4,610

1.480

1,480

Pritchard 3, 4, 5. 6

SWD

4,610

1.480

1,480

Pritchard 3, 4. 5, 6

SWB

2.340

1,570

Pritchard 3. 4, 5. 6

SWF

4,610

2,230

Pritchard 3, 4, 5, 6

SWC

2.340

2.400

Pritchard 3, 4, 5. 6

NGC

1.680

1,750

Stout 7

FGD

23.500

720

720

Stout 5. 6, 7

SV^'E

16.800

990

990

Stout 5, 6, 7

SWD

16.800

1.080

Stout 5, 6. 7

SWB

9.400

1.170

Stout 5. 6. 7

SWC

9.400

1.500

Stout 5. 6, 7

SWF

16.800

1.6M

Stout 5. 6, 7

NCG

5.800

1.580

Key:
FGD - Forced Oudaaon. Wet Luoestorte. Gypsum
FGDU - Flue Gu DesulfuruitioD Upgrade (Dibanc Acid Addition)
SWA • Switch to niinou Bajia Mrditim Sulfur Coal, 2 J Ib SO/MBtu
SWB - Switch to Dlioou Bmi U.w Sulhir Coal, 1.6 Ib SO/MBtu
SWC - Switch to Central Appi Low Sulfur Coal, 1.6 Ib SO/MBtu
SWD • Switch to Central Appi Co.Tvbance Coal, 1.0 lb SO/MB'aj
SWE • Switch to Color»do Coal, 1.0 li. SO/MBtu
SWF - Switch to Powder Rjver Basui Coal, 1.0 !»• SO/MBlu
NGC - Naturvl Gas Co-finag
*

I99I doUu-i levekred over the period 1995-2020. Fuel price projections based on EVA Coal Supply Option Report (1).
The cost cfTectivenesi values for FGD opoons do not include the benefit of incenave allowances provided for FGD
installations pnor to Januu^ 1, 1997.
** Elumnaied from marguiaj cost calculation because thu opoon has a higher annual cost than other opeons with greater or
equal SO. nducoon.
*** Elumnated from nuuguiaJ cost cajculanon t>ecause this opoon has less SO. reduction than the lowest ma/guial cost opOon
for this umt.
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3.1

Comnion Systems

3.1.1

Coal Yard

3.Li.l

Methodology and Parameters Evaluated

The predicted effects of handling Power River Basin (PRB) coal in the coal yard were developed from
an mterview with Plant Operations, the Predicted Performance Summary and the CoaJ Reclaim and
Conveyor System Reliability Improvement Study done for IPL by SWEC in 1988.
The focus of the evaluation centered on:
•

Stockpile Capacity

•

Train Deliveries

•

Belt Capacity

•

Existing handling System Problems

3.1.1.2

Stockpile Capacity

The available information indicates that switching to PRB coai will not redu :e the existing stockpile
capacity to any great extent. SWEC recommends live storage be provided by stoi. se siios of 64 hours
duration. The silos would be of the mass flow type providing first in-first out flow. The location of the
silos and associated conveying systems will reduce storage to &.e north and northeast of the existing
reclaim hopper.
Dead storage, for emergency use only, is provided in a compacted pile.
This pile must be laid down in shallow lifts and must be heavily compacted with dozers and scrapers.
The pile must be monitored with infrared detection devices to discover any thermal hot spots which must
be removed, extinguished and recompacted. Live storage is provided for a weekend of 64 hours
duration. The handling capacity is designed to operate for two shifts per day six days per week with
reclaim on two shifts per day seven days per week.

swrrcMtv.Hoi

111-19
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3.L1.3

Train Deliveries

Assuming that the units are base loaded. 100 ton 100 railcar unit trains will be required six days a week.
Use ofthe existing unloading system, without any upgrading of equipment, wili require 12.5 hou.s to
unload thc unit uain. This assumption does not allow time for the switching of empty raiicars for loaled
raiicars. Frozen railcar deliveries and use of the car thaw system will increase the unloading tii.->e
required .
3.1.1.4

BeU Capacity

Use ofthe existing belt conveyor system, without modifications, will require bunkering for 10.75 hours
per day. Load reductions maybe required if an equipment failure occurs and is not easily repaired.
3.1.1.5

Existing Handling System Conditions

The use of PRB coal at Stout Station will require major system modifications, many of them have been
identified in our 1988 study.
PRB coal, because of its reactive and dusty nature, requires special handling to avoid spontaneous
combustion and dust explosions. The chutes, storage hoppers, silos, storage hunkers, and other coal
handling equipment should be designed to be self cleaning with steep valley angles so that the coal will
not accumulate. Dust collection must be well designed and maintained.
Much of the existing coal handling system is not suitable to handle PRB coal and requires upgrading.
Many chutes and hoppers need redesign, skining must be extended and maintained, dust collection hoods
added, belt scrapers added, belts should have vulcanaed splices and washdown troughs and sumps and
pumps added. Spillage from belts and other coal handling equipment must be contained and cleaned up
immediately. Piles of coal spillage will be a severe fire hazard if not cleaned up daily. Fire proteaion
has to be adO'^d with detection devices, sprinkler systems, and fire pumps.
SWEC estimates the cost of adding silos and new conveyors to be approximately
$8,000,000-$ 10,000,000. None of the existing problem modifications are included in the cost estimate.
3.2

Stout Units 5 & 6 Systems

3.2.1

Pulverizer S ystem

»wrro4Ev.oo7

111-20
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3.2.2.1

Methodology and Parameters Evaluated

The effects of switching coal on the coal feed and pulverizer systems are influenced from many
parameters. Coal rank, moisnire, HHV and Hardgrove grindabili'y index are the most important faaors.
Conversion to Powder River Basin coal is expected to cause significant impact to the existing capability
of the feeder/pulverizer system to meet full load requirements. The four RPS - 613 pulverizers, as
configured, will allow approximately 80 % of full boiler operation with this coal, at fineness, with one
pulverizer out-of-service for maintenance. The existing air heater will provide approximately 640'F
primary air temperature to the pulverizers. This temperature will allow for high moisture coal arid still
maintaiD the minimum 140*F pulverizer outlet air temperature, which is considered adequate for adequate
coal drying and transport.
To maintain full load capability, without one spare mill available for maintenance, allowing for wear,
requires an increase in pulverizer size to model RPS - 723 mills. The scope of modifications, include;
New RPS - 723 pulverizers (5).
Exhausters (5) with motor drives.
CoaJ feeders (5).
Air ducts (w/ air control dampers).
Foundations.
CO: inening system.
Electrical breakers upgrade.
Controls.
Raw coal piping modifications.
Isolation gates fRaw coal, burner lines).
Burner lines (w/supports).
New Burners.
Carbon Dioxide (COj,has been chosen to provide inerting and fire protection for the pulverizers at this
facility. A new low pressure CO, system will be connected to all pulverizer units.
The COj is stored under pressure in a liquid form in a refrigerated storage tank at 300 psi and CF.
When a pulverizer trips, the 'Oj may be discharged to the pulverizer by either an automatic valves from
a signal panel or by an operai r for manual discharge. Liquid CO, is discharged by a master valve, and
expands to a gaseous form, to be introduced into the mill through hot air inlets plus other injection points.
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A summary of the predicted pulverizer performmce and recommended modificatio-.is with PRB coal is
tabulated in Table A-5. The engineering order-jf-magnimde capital cost estimate for these modifications
including demolition is $9.6 million.
3.2.2

Boiler Evaluation

3.2.2.1

Methodology and Parameters Evaluated

The prediaed effects of convening the boilers to a compliance low sulfur, Subimminous coal were
acvelopedfroma number of sources. Tne prediction of impact on boiler performance originated with
SWEC and the use of oimputer progranu to estimate combustion constiruenis quantities, boiler efficiency,
and slagging and fouling indices. A summary is presented in Table A-6.
TTie viability of conversion and the effects of coal switching on boiler operation was also estimated from
information gatJ-ered in an interview with Plant Operations and experience with this boiler design.
The level oi this review is considered sufficient to provide representative performance/operation
information The results later served as the basis for estimating the scope of modifications required,
within the tolerance specified, to maintain the boiler MCR. This evaluation, however, does not include
a rigorous analysis on the probability of reaching and maintaining full load rating, given the coal propeny
and characteristic variations that could occur with Subituminous coals from the Powder River Basin
(PRB). It is not intended to be a final scope of work, as Stone & Webster Engineering Corp.
recommends a detailed evaluatic n and a lont; term test burn to demonstrate the combined impact of using
this coal prior to making a commitment to it.
The focus ofthe evaluation centered on factors having the potential to result in derating of Unit capacity,
and the equipment modifications required to prevent derating. The specific faaors, are:
a
•
a

Bumer operation
Funuce slagging and furnace exit gas temperature
Convection pass fouling

•

Ry ash erosion

3.2.2.2

Bumer Operation

The information available indicates that the existing burners will require conversion, possibly to low NO,
type. Thc likelihood of unaccepuble bumer operation with this coal is considered high if the burners are
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not rr^^ifi.-ed. The factors related to burner heat input and burner zone heat release, coal V.M. content
and ash content are well within the acceptable range to effect a proper eplacement.
3.2.2.3

Furnace Performance & Furnace Exit Gas Temperature

The potential for furnace slagging is the same or slightly increasedfromthe Lynnville coal due to the
lower furnace emissivity and the Med/High slagging index with the PRB coal. Given the relatively low
heat release values, which is consistent with the low ash fusion temperatures of the original design coal,
the number of deslaggers installed in this region and the predicted rise in FEGT, initial indications are
that ftimace control car still be maintained with operating changes without the need for major
tnodifications, but, potentially resulting in a periodic 10 % load derate.
A consequent effect of variations in furnace performance is the impact on steam/metal temperatures and
spray anemporator capacities. The available data suggests that no potential problems related to this exists
if furnace conditions are maintained.
3.2.2.4

Convection Pass Fouling

The fouling potential is not increased with this coal. However, the combinj'.lon of i' :reased slagging
resultingfromlapses in sootblowing, changes in coal characteristics and the historical tendency to have
high temperature ash corrosion on the furnace arch could increase the deposition rate in the high
temperature zones of the convection pass. The recommendation is to not add retractable sootblower
coverage in the zones exceeding 1500 degrees F at this time.
3.2.2.5

Fly Ash Erosion

Although fly ash erosion is not a threat to performance, it is a factor which could seriously affea long
term reliability and maintenance requirements. Erosion is a function of many parameters. However, flue
as velocity is considered a key faaor as erosion rate is a 2.5 - 3 power function of this parameter. Since
the maximum flue gas velocity is predicted to be 3 % higher than with the base coal, the erosion index
is the same or slightly, and the overall ash quantity is lower, tube life should not be deleteriously affected
with the PRB ccal.
3.2.3 Fans
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3.2.3.1

Methodology and Parameters Evaluated

Forced Draft Fans
The existing forced draft fans are considered adequate tor MCR operation with this coal. This, however,
does not consider the possible addition of low NO.ourners, which may require additional static head.
The conversion to Powder River Basin coal results in virrually the same flow and sta\ic head requirements
that exists with the current high sulfur coals being bumed. This, therefore, does not jeopardize exceeding
the existing fan margins.
Induced Draft Fans
Similar to the situation with the Forced Draft Fans, the flue gas flow and pressure requirements are
expected to be approximately three percent higher than with the high sulfur coai. Refer Table A-6. The
flue gas temperature is also expected to rise slightly, which increases the volumetric flow rate by
approximately seven percent. Even with this rise, the actual fan performance indicates the fan flow, head
and temperature margins are not jeopardized
3.2.4

Electrosutic Precipitator

3.2.4.1

Methodology and Parameters Evaluated

Please refer to SubSection 1.2.4,1. of Section 111. which includes the discussion related to Power River
oAaiu coals.
3.2.5

Ash Handling

3.2.5.1

Methodology and Parameters Evaluated

The fly ash handling system is classified as a wet type, supplied by Allen Sherman Hoff.
The conversion to Powder River Basin coal does not pose a potential problem to reliable operation with
ample water supply. The ash has significantly more calcium, which tends to make it more cementatious,
however, the quantity is significantly less than with the Lynnville coal.
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3.2.5.2

Ash Handling/Pond Effluent

The present system sluices the bonom and fly ash to an ash pond adjacent to the Plant. Changing the coal
source will not affea the handling of the bonom ash and the effluent will not likely require additional
treatment prior to discharge.
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3.3

Stout Unit 7 Systems

3.3.1

Pulverizer System

3.3.1.1

Methodology and Parameters Evaluated

The effects of switching coal on the coal feed and pulverizer systems are influencedfrommany
parameters. Coal rank, moisture, HHV and Hardgrove grindabiiity index are the most important factors.
Conversion to Powder River Basin coal is expected to cause significant impact to the existing capability
of the feeder/pulverizer system to meet full load requirements. Tbe five RPS - 823 pulverizers, as
configured, will allow approximately 75 % of full boiler cperation with this coal, at fineness, with one
pulverizer out-of-service for maintenance The existing air heater will provide approxinuuly 650*F
primary air temperature to the pulverizers. This temperarure will allow for high moisture coal and still
maintain the minimum 140''F pulverizer outlet air temperature, which is considered adequate for adequate
coal drying and transpon.
To maintain full load capability, without one spare mill available for maintenance, allowing for wear,
requires an increase in pulverizer size to model RPS - 883 mills. The scope of modifications, include;
New RPS - 883 pulverizers (5).
Exhausters (5) wi;h motor drives.
Coal feeders (S).
Air ducts (w/ air control dampers).
Foundations.
CO. inening system.
ElearicaJ breakers upgrade.
Controls
Raw coal piping modifications.
Isolation gates (Raw coai, bumer lines;.
Burner lines (wl supports).
New Bumers.
Carbon Dioxide (CO^has been chosen to provide inening and fire protection for the pulverizers at this
facility. A new low pressure CO]system will be conneaed to all pulverizer units.
The CO, is stored under pressure in a liquid form in a refrigerated storage tank at 300 psi and O'F.
When a pulverizer trips, the CO. may be discharged to the pulverizer by either an automatic valves from
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a signal panel or by an operator for manual discharge. Liquid CO; is discharged by a master valve, and
expands to a gaseous form, to be introduced into the mill through hot air inlets plus other injection points.
A sununary of the predicted pulverizer performance and recoRunended modifications with PRB coal is
tabulated in Table A-7. The engineering order-of-magnitude capital cost estimate for these modifications
inciuding demolition is $30.5 million.
3.3.2 Boiler Evaluation
3.3.2.1

Methodology and Parameters Evaluated

The predicted effects of convening the boilers to a compliance low sulfur, Subituminous coal were
developed from a number of sources. The prediaion of impact on boiler perfonnance originated with
SWEC and the use of computer programs to estimate combustion constituents ruantities, boiler efficiency,
and slagging and fouling indices. A summary is presented in Table A-8.
The viability of conversion and the effects of coal switching on boiler operation was also estimated from
infonnation gathered in an interview with Plant Operations and experience with this boiler design.
The level of this review is considered sufficient to provide represbnutive perfonrance/operation
information. The results later served as the basis for estimating the scope of modifications required,
within the tolerance specified, to mainuin the boiler MCR. This evaluation, however, does include
a rigorous analysis on the probability of reaching and mainuining fiill load rating, given the coal property
and characteristic variations that could occur with Subituminous coalsfromthe Powder River Basin
(PRB). It is not intended to be afinalscope of work, as Stone &. Webster Engineering Corp.
recommends a detailed evaluation and a long term test bum to demonstrate the combined impact of using
this coal prior to making a commitment to it.
The focus of the evaluation centered on faaors having the potential to result in derating of Unit edacity,
snd the equipment modifications required to prevent derating. Tbe specific factors, are:
^
•
•
•
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Bumer operation
Fumace slagging and furnace exit gas temp'.irature
Convection pass fouling
Fly ash erosion
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3.3.2.2

Bumer Operation

The information available indicates that the existing burners will require conversion, possibly to low NO,
type.
The likelihood of unacceptable bumer operation with this coal is considered high if the bumers are not
replaced. The factors related to bumer heat input and burner zone heat relc^ne, coal V.M. content and
ash content are well within the accepuble range to effect a proper replacement.
3.3.2.3

Furnace Pen'ormance & Fumace Exit Gas Temperature

The potential for fumace slagging is the same or slightly increasedfromthe base coals due to the lower
fumace emissivity and the Med/High slagging index with the PRB coal. Given the relatively low heat
release values, which is consistent with the low ash fusion temperatures of the original design coal, the
number of deslaggers installed in this region and the predicted rise in FEGT, initial indications are that
fumace control can still be mainuined with operating changes without the need for major modifications,
but, potentially resulting in a periodic 15-20 % load derate.
A consequent effea of variations in fumace performance is the impaa on steam/metal temperatures and
spray anemporator capacities. The available dau suggests that no potential problems related to this exists
if fumace conditions are mainuintd.
3.3.2.4

Convection Pass Fouling

Tbe fouling potential is not increased with this coal. However, the combination of increased slagging
resultingfromlapses in sootblowing, changes in coal characteristics and the historical tendency to have
high temperature ash corrosion on the furnace arch could increase the deposition rate in the high
temperature zones of the convection pass. The recommendation is to not add retraaable sootblower
coverage in the zones exceeding 1500 degrees F at this time.
3.3.2.5

Fly Ash Erosion

Although fly ash erosion is not a threat to performance, it is a factor which could seriously affea long
term reliability and maintenance requirements.
Erosion is a fimaion of many parameters. However, flue gas velocity is considered a key faaor as
erosion rate is a 2.S - 3 ,90wer funaion of this parameter. Since the maximumfluegas velocity is
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prediaed to be 3 % higher than with the base coal, the erosion index is the same or slightly, and tbe
overall ash quantity is lower, nibe life should not be deleteriously affeoed with the PRB coal.
33.3 Fans
3.3.3.1

Methodology and Parameten Evaluated

Forced Draft Fans
The existing forced draft fans are considered adequau for MCR operation with this coal. This, however,
does not consider the possible addition of low NO,bumers, which may require additional static bead.
The conversion to Powder River Basin coal results in virtually the same flow and static head requiremems
that exists with the current high sulfur coais being bumed. This, therefore, does not jeopardize exceeding
the existing fan margins.
Induced Draft Fans
Simil:ur to the situation with the Forced Draft Fans, the flue gasflowand pressure requiremems are
expeaed to be approximately three percem higher than with the high sulfiir coal. Refer Table A-t. Tbe
flue gas temperature is also expeaed to rise slightiy, which inacases the volumetricflowrate by
approximately seven percent. Even with this rise, the actual fan performance indicates tbe fanflow,bead
and temperature margins are not jeopardized.
3.3.4 Elearostatic Precipitator
3.3.4.1

Methodology and Parameters Evaluated

See SubSeaion 1.3.4.1 of Seaion III, which includes tbe discussion related to Powder River Buio Coal.
3.3.5 Ash HsLJling
3.3.S. 1

Methodology and Parameten Evaluated

Theflyash handling system is daaifled as a wet type, supplied by Allen Sherman Hoff.
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The conversion to Powder River Basin coal does not pose a potential problem to reliable operation with
ample water supply. The ash has significantly more calcium, which tends to make it more cemenutious,
however, the quantity is significantly less than with the Lynnville coal.
3.3.S.2

Ash Handling/Pond Effluent

Tbe present system sluices the bottom andflyash to an ash pond adjacent to the Plant. Changing the coal
source will not affea the handling of the bottom ash and the effluent will not likely require additional
treatmem prior to discbarge.
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TABLE A-5
Stout 5 <& 6
Comparative Pulverizer Performance
and Required Modifications

i
tOUEt HAMUF/kCTUREII
BCIIE> SIZE (STEAM *<0W). U/N*
CO*L TYPE

stout S t 6

Stout 5 t 6

Stout 5 t 6

Stout S t 6

CE

CE

CE

CE

750,000

750.000

.•50,000

750,000

Lyrvfvitlt

ILL. BASIN

CENTKAL APP.

MUDEt tlVEl
8ASIN

1

•OlLEt EFFICIENCY, X

««.66

87.09

88.07

u.v.

FItINC RATE 9 nc*.

9Z,626

88,151

80,854

118.370

55

54

45

53

COAL NOISTURE, X

IJ.OO

13.00

7.00

27.20

COAL NEAT INC VALUE, ITU/ll

11,000

11,500

12,400

8,874

i6

588

588

«20

1

RPS • 61J

RPS • 613

»P$ • 613

RPS • 613

1

1

ll/H*

cot' CRiMDtsuirr, HCI

AIR HEATER TENP., 'f
1 EXISTIMC PULVERIZER SIZE, MOOEl NO.

t

i

4

4

32,208

31,877

28,000

I1,S2S

CE CAPACITY ADJUSTMENT FOS WEAR

10.00

10.00

10.00

10.00

NUMBER OF PULVERIZERS REOUIRED
ADJUSTED FOR UEA*

3.19

3.07

3.21

*.» 1

NEU PULVERIZER SIZE. MODEL NO

NA

N*

NA

NA

1

NEU BASE CAPACITY OF PULVERIZER
ADJUSTED FOR IOX WEAR, IB/NR

NA

NA

NA

NA

1

NEW PUIVERIZERS REO. (ADJUSTED FOR
WEAR)

NA

NA

NA

HA

PULVCRIZER DESIGN INLET AIR TEMP.
REO. FOR 'M-Cf MILL OUTLET TEMP.

NA

NA

NA

IU

PULVERIZER PA FLOW PER NEW PULV.

NA

NA

NA

NEW PULVERIZER MOTO«

NA

NA

NA

NEW HOT/COLD AIR DUCT

NA

NA

NA

AIR TEMPERATURE RESTRICTIONS

NA

tIA

NA

Ttt

SILO REQUIREMENTS

NA

NA

NA

TIB

FEEDER REQUIREMENTS

NA

NA

NA

YfS

FOUNDATIONS REQUIREMENTS

NA

NA

NA

TIS

1 NUMBER OF PULVERIZERS XISTIMC
ADJUSTED BASE CAPACITY Of
PULVERIZER, LB/HR

ITJ.MO
ns
rts

DEMOLITION REQUIREMENTS

NA

NA

NA

RAW COAL PIPING

NA

NA

NA

ISOLATION VALVES

NA

NA

NA

res
rts
nt

CO, INEITINC SYSTEM

NA

NA

NA

TIS
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1

«MVIM
GOHTaeis MPDifleaiiflw
tucraicai MBIM

Stout

S t *

Stout S 1 6

ttMt S I *

ttwt S S «

M

M

IU

YES

M

M

NA

TCS
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