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INTRODUCTION

Q. 
Please state your name and business address.
A. 
My name is James Heller.  My business address is 4803 Falstone Avenue, Chevy Chase, Maryland 20815.

Q. 
By whom are you employed and in what capacity?
A. 
I am the founder and President of Hellerworx, Inc. (Hellerworx).

Q. 
Please describe Hellerworx.
A. 
Hellerworx is a consulting firm that assists power generators, transportation companies, and energy producers in solving economic and technical problems related to energy and transportation markets and environmental compliance issues.  The types of work in which we have experience include negotiating transportation and fuel supply agreements, risk and competitor analysis, strategy development, fuel and transportation planning and management, fuel price forecasting, siting new energy facilities, rail fleet planning and management, and litigation and regulatory support services.
Q. 
Please describe your educational background and experience.  
A. 
I have more than 30 years of experience with coal, energy, and transportation issues.  My tenure with rail related energy issues and transportation began as Director of Management Studies at Energy and Environmental Analysis, Inc.  In that capacity, I directed coal market and transportation studies for railroads and coal producers while also developing energy efficiency plans.  Some of our clients included the US Department of Energy, Executive Office of the President, the US Presidential Commission on Coal, the US Congress Office of Technology Assessment, and various coal producers.  
I then established a company called Fieldston Company, Inc., and shortly thereafter formed Fieldston Publications, Inc. (together referred to as the Fieldston Companies).  The Fieldston Companies provided energy and transportation consulting services to the energy supply, transportation, and electric utility sectors.  We provided expert assistance to the fuels supply, transportation, and electric generation industries in hundreds of commercial matters.  The publication staff developed and published leading business periodicals in the coal, rail transportation, and environmental fields.  I also co‑founded Fieldston Transportation Services, which managed railcars for various customers.
After selling the Fieldston Companies, I joined PA Consulting (PA), where as a Senior Partner I worked on launching the Environmental and Resource Analytics practice.  The practice provided strategic and analytical services to clients in the electric generation, coal, and transportation markets; performed various studies and modeling activities related to compliance with environmental regulations; and conducted environmental risk assessments.  
During my career, I have served as an arbitrator and as an expert witness before various state commissions, federal district and state courts, arbitration panels in the United States and overseas, the Surface Transportation Board, and the Federal Energy Regulatory Commission.  
I have a Bachelor of Science degree in Electrical Engineering from Northwestern University and an MBA from Harvard Business School.  My résumé is attached as Exhibit ___[JH-1].
Q. 
What is the purpose of your testimony in this proceeding?
A. 
The purpose of my testimony is to present the annual forecast of rail rates developed through 2030 by Hellerworx under my supervision and provided to Hill & Associates in support of the Taylor Energy Center (TEC) Need for Power Application.  More specifically, my testimony will address forecast rail rates for movements from selected coal origins to the proposed TEC site.  
Q. 
Are you sponsoring any exhibits to your testimony?
A. 
Yes.  Exhibit ___ [JH-1] is a copy of my résumé.  Exhibit ___ [JH-2] is the rail rate forecast provided to Hill & Associates.
Q. 
Are you sponsoring any sections of the TEC Need for Power Application, Exhibit __ [TEC-1]?
A. 
Yes.  I am sponsoring Section A.4.6.6, which was prepared under my direct supervision.
Q. 
How did you become involved in this proceeding?
A. 
Hill & Associates retained Hellerworx to provide a forecast of rail rates from specific coal origination points to the proposed TEC site.  I was responsible for developing the forecast, which is presented in Exhibit __[JH-2].
Q.
Describe the approach you took in developing the forecast of rail rates.
A. 
Our forecasting approach was based on a model of bidding behavior known as “next best” pricing.  For any route where competition exists between two or more railroads, the rail rate is assumed to be determined by the lowest amount the railroad with the second best route is willing to bid.  The railroad with the best route would generally be expected to bid just below its estimate of the “second-best” railroad’s bid, in order to maximize the value of its superior route.  In order to conduct this “next best pricing” analysis, we calculated the CSX Transportation and Norfolk Southern/Georgia-Florida Railroad (NS/GFRR) mileages from a representative origin for each type of coal considered in the analysis to the proposed TEC site near Perry, Florida. 
Q.
Have rail rates increased in recent years?

A. 
Yes.   

Q.
What caused this increase in rail rates?

A. 
Beginning with the Surface Transportation Board (STB) decisions in the Duke Energy and Carolina Power & Light rail rate reasonableness cases in late 2003, which allowed for rate increases of up to 60 percent on some captive coal movements, the railroads have become much more aggressive in seeking rate increases from coal shippers.  Carriers have often sought double digit rate increases at the expiration of existing contracts between 2003 and 2005.

Additionally, a portion of the rail rate increases is due to fuel surcharges that the railroads began imposing as world oil prices began to increase sharply.  While fuel surcharges may occasionally rise to higher levels, over the long run, we would expect fuel surcharges to average 2 to 3 percent of the overall rail rate.
Q. 
How have these events affected the rail rate forecast developed by Hellerworx?
A. 
Although we do not believe that the magnitude of the rate increases recently imposed by the railroads will continue over the long term, recent rate increases applicable to competitively served coal shippers within the State of Florida are included in our base rates used in the forecast.  We estimate that these have totaled approximately 25 percent between 2003 and 2005.  We do not expect rate increases of this magnitude to be applied to base rates for competitive rail movements in the future.
The base rates assumed in our forecast reflect increased oil prices.  However, given the expected long-term decline in real oil prices from recent historically high levels, and the relatively small component of overall rail rates that oil prices comprise, we do not expect fuel surcharges to have a significant impact on rail rates over the long term.  Therefore, we do not treat fuel surcharges explicitly in our rail rate forecast.
Q.
Are you familiar with the capabilities of the proposed TEC to burn a wide variety of fuels?

A.
Yes.  The testimony of Paul Hoonaert on behalf of Sargent & Lundy indicates that the plant design will allow TEC to burn a wide variety of coals and petroleum coke from various regions.
Q.
One of the coal supply regions evaluated in the Need for Power Application was the Powder River Basin (PRB).  Are you aware of the recent delivery problems associated with PRB coal?

A.
Yes.  

Q.
Do you believe that coal from the PRB can be reliably delivered to the proposed TEC site?

A.
Yes.  The Burlington Northern Santa Fe (BNSF) and Union Pacific (UP) railroads have and are making substantial investments to expand capacity for PRB shipments.  Between 2005 and 2007, BNSF and UP are planning to add a total of approximately 72 miles of additional triple and quadruple tracks to their existing Joint Line trackage in the Wyoming portion of the PRB, at a total cost of approximately $200 million.  This includes 14 miles of track added in 2005, 19 miles of track that are expected to be fully operational by the end of September 2006, and an additional 39 miles of track that are expected to be completed by the end of 2007.  In total, these additions are expected to increase the capacity of the Joint Line to approximately 400 million tons/year, which represents a 75 million ton increase over actual 2005 Joint Line shipments of 325 million tons. 

While the derailments and emergency track maintenance on the Joint Line during 2005 caused disruptions, not only have those largely dissipated, but the carriers are setting records for PRB shipments.  Although BNSF and UP will likely continue to plan their capacity additions in the PRB to match rather than exceed demand (and therefore congestion is likely to recur periodically when demand for PRB coal is higher than expected), past events also suggest that, over the long term, investment in the PRB rail system is likely to be adequate to meet demand growth. For example, between 1995 and 2004, Wyoming PRB coal production increased by approximately 135 million tons, from 246 to 381 million tons.  Over this period, BNSF alone invested a total of about $2.1 billion to increase its coal-hauling capacity (primarily in the Wyoming PRB), including over $1.5 billion invested in locomotives and railcars, and approximately $550 million invested in track expansions.  Although similar data for UP are not publicly available, UP’s investments in coal-hauling capacity over the same period were likely of roughly similar magnitude.

Furthermore, there are also two additional rail projects under consideration in the PRB that do not involve routes currently served by BNSF or UP.  The Dakota, Minnesota, and Eastern Railroad (DM&E) is currently seeking financing to build a third rail line into the Wyoming portion of the PRB, at a track construction cost of approximately $2 billion.  If this project is completed, it would have the capacity to haul up to 100 million tons/year of PRB coal.  The proposed Tongue River Railroad (TRR) project in Montana would extend BNSF’s existing trackage in the Montana portion of the PRB by up to 120 miles to allow the development of additional Montana coal reserves.  Although the TRR’s projected full capacity of 37.5 million tons/year is much smaller in scale than the Wyoming PRB rail operations, this would still be a very significant addition to the PRB rail system. 
Q.
Does this conclude your testimony?

A.
Yes.  
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EDUCATIONAL BACKGROUND
· Harvard Business School — Master of Business Administration, 1972

· Northwestern University — Bachelor of Science, Electrical Engineering, 1970 
· Member, Eta Kappa Nu and Tau Beta Pi Engineering Honorary Societies

PROFESSIONAL EXPERIENCE

Current Position

Jamie Heller is the founder and president of Hellerworx, Inc.  Hellerworx was developed to provide strategic and economic consulting services to electric generators, coal and energy producers and transportation companies.  Mr. Heller is an expert in coal, energy, environmental and transportation issues. His specialties include coal market analysis, transportation market analysis, electric utility planning, electric power market analysis, analysis of environmental compliance options, utility fuel procurement, energy property valuation, and litigation support.  Mr. Heller has served as an arbitrator, and as an expert witness before various state commissions, federal district and state courts, arbitration panels in the U.S. and overseas, the Surface Transportation Board and the Federal Energy Regulatory Commission. He has made numerous speeches and presentations before various conferences and seminars in the U.S. and abroad.  His comments have appeared in various trade publications.  

Consulting Specialties

· Strategic planning
· Transportation procurement planning
· Transportation management studies
· Providing litigation and regulatory support
· Conducting market assessments and forecasts
· Negotiating fuel and transportation agreements
· Estimating fuel production and transportation costs
· Fuel price and transportation rate forecasting
· Evaluating alternative Clean Air Act compliance strategies
· Siting new energy facilities
· Performing reserve acquisition analyses
· Evaluating equipment purchases
· Energy supply planning.

Prior Professional Experience

· PA Consulting (October 2000-July 2002). Senior Partner.  As Senior Partner within the PA Management Group worked on launching the Environmental and Resource Analytics practice within PA.  The practice provided strategic and analytical services to clients in the electric generation, coal and transportation markets; performed various studies and modeling activities related to compliance with environmental regulations; and conducted environmental risk assessments.  The principal areas of focus were environmental compliance with Clean Air Act standards, providing fuel and environmental analyses in support of electric generating unit asset acquisition and financing activities, and a major effort to support Firestone Tire in its dispute with Ford Motor Company and NHTSA. 

· Hagler Bailly (October 1998-October 2000).  Senior Vice President.   Served as head of Hagler Bailly’s fuels and environment practice area and an expert in coal, energy, and transportation issues. His activities supported the firms forecasting and analysis of electric power, fuel and transportation markets and various clean air compliance issues.  In October 2000, PA Consulting purchased Hagler Bailly. 

· Fieldston Company, Inc. and Fieldston Publications, Inc. (1981-1998).  Founder and President. Founded The Fieldston Companies in 1981 to provide energy and transportation consulting services to the energy supply, transportation and electric utility sectors.  The 60+ person staff provided expert assistance to the fuels supply, transportation and electric generation industries in hundreds of commercial matters.  The publication staff developed and published leading business periodicals in the coal, rail transportation and environmental fields.  A joint venture company, Fieldston Transportation Services, provided rail transportation and railcar maintenance services to various shippers and short line rail carriers.  In 1998, Mr. Heller sold the consulting and publishing companies to Hagler Bailly, and the transportation services company to DTE. 

· Teknekron, Inc. of Berkeley, Calif. (1979–1980).  Senior Analyst.  Strategic planning, market analyses, rail merger studies, transportation market analysis and rate estimation, plant siting, and public policy development. 

· Energy and Environmental Analysis, Inc.  (1975-1979). Director of Management Studies.  Directed coal market and transportation studies for railroads and coal producers.  Conducted economic evaluation of air and water regulations.  Developed energy efficiency plans. Clients included U.S. Department of Energy, Executive Office of the President, U.S. Presidential Commission on Coal, U.S. Congress Office of Technology Assessment, and various coal producers. 

· Office of Water Quality Planning and Standards (U.S. Environmental Protection Agency) (1972–1975).  Section Chief.  Developed and promulgated industrial water pollution control guidelines.

PUBLICATIONS
· James N. Heller and Charles A. Mann.  Coal and Profitability:  An Investor’s Guide.  McGraw-Hill, 1979.

· James N. Heller.  Coal Transportation and Deregulation:  An Impact Analysis of the Staggers Act.  Serif Press and the Energy Bureau, 1984.
Rail Rate Forecasts for Proposed New Plant Site Near Perry, FL (Constant 2005 $/Short Ton)
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Content
Coal Type (Btu/tb) | % Sulfur 2006]  2007|  2008] 2009 2010] 2011] 2012| 2013] 2014| 2015 2016 2017|  2018]  2019|  2020] 2021|  2022| 2023  2024| 2025 2026 2027|  2028|  2029| 2030
Central App. 12400 070%|§ 1891|§ 1872|$ 18.53|§ 1835|§ 1B.16|§ 17.98|§ 1760(§ 1762|§ 17.45(§ 17.27 |5 17.10|$ 16.93|§ 1676 % 1659 |§ 1643 |§ 1626 (§ 16.10|5 1594 |§ 1578|§ 1562 |§ 1547 [§ 1531|§ 1516 |§ 1501 |5 1486
Central App. 12000 100%|§ 19.50|§ 1931 ($ 19.11|§ 1892 |§ 1873|§ 1855|% 1836 |§ 1818 |§ 1800 (§ 1782(5 1764 |§ 17.46|5 17.29|§ 17.11(§ 1694 |§ 1677 [§ 1661|5 1644 |§ 1628|5 16.11|§ 1595|6 1579 |§ 1563 [§ 1548|5 1532
Northern App. 13115 1B0%|§ 2633 |§ 2607 [§ 2581|§ 2555|§ 2530 |§ 2504 |§ 2479 |§ 2455|§ 2430 |§ 2405|5 2382 |§ 2358|§ 2334 |§ 2311(§ 2288 |§ 2265(§ 2242(5 2220|§ 2198|§ 2176 |§ 21546 21.32|§ 2111 |§ 2090 |5 2069
Northern App. 1315 250%|§ 2633 |§ 2607 [§ 25B81|§ 2555|§ 2530 |§ 2504 |§ 2479 |§ 2455|§ 2430 |§ 2405|5 2382 |§ 2358|§ 2334 |§ 2311(§ 2288 |§ 2265(§ 2242|5 2220|§ 2198|§ 2176 |§ 21546 21.32|§ 2111 |$ 2090 |5 2069
llinois Basin (IL) 11000 300%|§ 2584 |§ 2558 |§ 2532|§ 2507 |§ 2482|§ 2457 |§ 2433 |§ 2408|§ 2364 |§ 2360(§5 2337 |§ 2313|§ 2290 |§ 2267 |§ 2245|§ 2222|§ 2200(§ 2178 |$ 2156|§ 21.35|§ 2113|§ 2092 |§ 2071 |§ 2051 |5 2030
linois Basin (WIY) 11000 300%|§ 2584 |§ 2556 |§ 2532|§ 2507 |§ 2482|§ 2457 |§ 2433 |§ 2408|§ 2364 |§ 2360 (5 2337 |§ 2313|§ 2290 |§ 2267 |§ 2245|§ 2222|§ 2200(5 2178 |§ 2156 |5 21.35|§ 2113 |6 2092 |§ 2071 |§ 2051 |5 2030
WY PRB 8,800 Btu 8800 D035%|§ 3307 § 3274(§ 3241 |$ 3208|§ 3176|§ 31.45|§ 3113 |§ 3062 |§ 3051|5 3021 |§ 2990|§ 2951 |§ 2931 (§ 2902 (§ 2873 |§ 2844 2615(|§ 2767 |§ 2759 |§ 2732 (§ 2704 (§ 2677 |§ 2651 |5 2624 |§ 2598
PRE 6,400 Bty 8400 035%|§ 3307 |§ 3274(§5 3241 |$ 3208|§ 3176 |§ 3145|§ 3113 |§ 3062 |§ 3051 |5 3021 |§ 2990 |§ 2961 |§ 2931 (§ 2902(§ 2873 |§ 2844 | 2615|§ 2767 |§ 2759 |§ 2732 (§ 2704(§ 2677 |§ 2651 |5 2624 |§ 2598
South American Coals| 11000  100%|§ @51 |§ B843|§ 834§ B826($ 818(§ B810(§ BO2(5 794|$ 7686|§ 778|§ 770(8 7B2|§ 755|§ 747|5 740|$ 732(§ 725|% 718(§ 711|§ 703|$ G9G|5 689§ BE3I|5 676§ 66
(via Jacksomville) 11500 100%|§ 851|§ B43|$ B34|5 B826|§ BIB|§ 610§ BO2(§ 794|§ 766($ 778|5 770|$ 72| 755§ 747(§ 740|§ 732($ 725(§ 718|$ 7.1|§ 703|§ B96|$ 6BI|§ 663§ BIB|5 669
11800 100%|$ 851§ 843|$ B34[5 826|% B18|5 610|% B02|§ 794|§ 7e6|s 778[s 770|$ 72| 7558 7a7|s 740|§ 732|¢ 726(s 718|$ 71|5 703|% 696|$ 68I|§ 63| BIE|5 669

Notes.

1) Only CSX can originate Western Kentucky coal. CSX wauld liely attempt to set rail rate for this coal at a level that would be competitive with llinois coal on a delivered price basis.
2) Al rates include railcar costs
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