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I EX EC UJJYE s u

M?MBY

A. D scnption of the Tran saction 

This report d8Sa' bes agn,ement to restrud e the c:ontn,clU8 1 rights and obl igalionl  

of Tampa Eledric company and one of its coal supp
li ers

. PeabOdY coa tsal• •· tnc 

U
nder the term• of the agreement. T amp8 Electric wtll bUY out of the o,rranl 1 0r10� erm  

contrac:t ich expires n 2004 for a p um payment of $25.5 nuthon to be
made 

bY

Qecembef 30, 1994 This t,uy-out enab s Tampa E ledr G's Customers to t,enefd ffom 

Tamp& E leclrlC "S 1ncrea sed  part1 CApab on  ,n t oday' f VOf b coat rnar1<el 

f I sa ngs to r ampa  E ectric The strueturmg n re n 

contra ct. To a ssureC ust rs of $88.0 m ion over the r mairu t

e upphes of coal nd to assur 11181 T8111P El di G's Cust om  s wtll t,eneli

f rom ignificant '1oc:t<ed-ln" up front aving from th tr n d1 on. T mpa EleclriC nd 
Peat>OdY Coa1sa11es, nc en r d o twO contr ct . Th pn c'

poee of com ab qua\, y c oal n t oday'
s -

�

"'
'°

con sca lation rat to sustain compe
,uv pn 

from p t, od y  t>Uy.ou\ I S  0 

of 29 nul iOn

contr ct co \ n 

2 

cts



B. Backg .. ound

Tampa Electric Company and Peabody Coalsales, Inc. initially entered into a twenty 

year coal supply contract in 1983. This contract provided for the sale and purchase of 

at least 600,000 tons of "standard sulfur" coal through the year 2004 This coal supply 

has been, and was expected to be, a principal source of fuel for Tampa Electric's Big 

Bend Station units 1 • 3 

Peabody's Martwick mine was the original contractual source, but 1n 1988 Peabody 

shifted the source of coal to other approved sources Most recently, Atdar Company's 

Big Ridge m ne and Costain's Wheatcroft mine nav supplied the coal. 

The pricing agreed to under the original contract was developed during a period of 

significant and sustained upward pressure on coal prices The onginal price was 

competitive with long-term commitments of the ear1y 1980's, however, the price has 

diverged from the actual price of coal in the market (Exhibi 1). In fad, today's 

cond1t1ons present lower cost coat options in both th spot mark t and by y of m1d

t rm end long-term contracts Through the buy-out of th P body contrad. T 

Electric can provide immediate fuel cost saving to rts Custom rs 

As part of the buy-out agreement, Tampa Electric ot1 d two r pl m nt coal 

contracts with P abody Coatsal , Inc Tog th r, th s 

1gnificant r duct1on ,n t price of coal from P body. 

saving n xce of th buy-out cost in th first fiv y 

source El c' Cu to r 

3 
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While Tampa Electric had actively managed the Peabody contract to reduce the price of 

coal, the buy-out actually resulted from concerns with Peabody's long-term ability to 

meet the quality and tomage requirements. Tampa Electric requested specific and 

reasonable assurances from Peabody by August 6, 1994 to demonstrate that they could 

perform as agreed in the Contract When the assurance was not received, Tampa 

Electric considered Peabody's lack of response to be a repudiation of the contract. 

Tampa Electrie accepted the repudiation and cancelled the contract, stopptng all 

deliveries and seeking alternative sources of coal. Peabody disagreed with Tampa 

Electric's position and took legal action to block the cancellation 

This resulted in several legal claims and filings the result of wh1Ch was to send the 

dispute to arbitration. Peabody and Tampa Electric then began a lengthy negotiation 

effort which resulted in the buy-out end settlement agreement benefitting Tampa 

Elednc's Customers. 

C Terms of the Buy-Out and New Con racts 

Under the terms of the buy-out agreement between Tampa Electnc and P abody, th 

parties to reduce total tons oris1nally schedu1 d in 1994 nd ceas d llv 

under bought-out contract for 1995 and yond The a fi m nt re olv tre tment 

p nts nd wt Id paym nts by P body nd T mpa El ctric, 

ach oth r from II claim pending ·n 

body' a,,r�:11° I th contract, 

4 



ln a
d diti

o n. 
Tamp

a El e ctr ic a nd Pea body have entered into new contrads at pnces 

co
mpe titiv e  wi th  

t
od ay'

s 
co al marke t a nd containing favorable escalation rates to assure 

compe titi
ve prici

ng in f
ut

u re  
y

e ars. Thes e contracts provide delivery of coal from 

additional qua
li fied sources a ss uring Tampa Electric that Peabody can meet its 

ob
l

i

g
a

tions 

1he

fir st 
new 

con tract 

p
r ov ides 250,000 tons of coal per year from 1995 

through 
2004

. 
The s econd new con t r a ct provides 500,000 tons of coal per year from 

1 995

throUgh 1998 nd then 
p

r ov ides 375
,
000 tons per year in 1999.

0.
P

r
opo

sed R
eg

u
l

at
ory Tr ea tmen t Of The Agreement 

T
a

mp
a E

l ect
n c  has en te red in t o thi s agreement with Peabod y rn order to reduce fue

l

co sts t
o 

its C
ustomer

s
. The sa vi

n
g s  Cu sto mers will reahze far outwe gh the cost of the

b

uy
-out 

a
g

r
ee

ment. Ta m
pa E le ctri c therefore will request Commission authorit y to 

recov er its $2
5
.5 m

illio n pa
yme nt 

p
lu s  carryin g cost s throug h the Fue l and Purchased 

Powe
r 

Cos
t Reco

v ry Clau s e  
over the n ext ten years The ten year buy-out cost 

r co
v ry

period s 
co nsis te nt with the r emaining term of the cancetl d contred nd 

r ul s 
·n 

g
r at er u

p 
fron t fue l cost savin g s  than a shorter r cov ry p nod would now.

p 
c1fic t

ep
s necess

a ry to ccom phsh this are 
: 

1) 

T mpa
El ctri

c 
will 

pe
tition the Commiss

i
on to i u n ord r 1n J nu 

ry

19
9

5 

p pro
vin g 

i
t r qu t d r gulato ry tre tm nt 

2) 

l mpa El ct
nc fu I co t ri pl m nt 

of or 1 ! P bo dy contract c oal with I r pn d con cts



3) BegiMing n Ja nuary 199 5, the $ 2 5.5 million buy-out cost w ill begin to 

accrue interest at th
e embedded cost 

of 

cap it al cos t  rate.

4) In April 1 995, coincident with the Su mmer 1995 fuel a
d j us

tm e

n t 
period, 

Tampa Electric will begin r ecovery of the buy-out co
st pl us ca rry in

g chafOe 

through the Fuel and P
urchased Power C

ost Reco
very Claus

e
. 

5) The buy-out cost plus ca rrying costs f or Jan uary th rough Mar
c h  1995 WIii

t>e straight -tine

amortlZ

ed over
the 

r
e
main

in
g 

te
rm 

o f  
t he  cance lled 

contra ct life, 11 7  months from April 1995 thrOUgh Decem be

r 
20 04 , The 

carrying cost rate used in the amort ization 
wo ut d  change o

n
ly if the

C
omm

is sion 
is
s
ues an

order wh ch revise
s Tampa El

e ctnc's approved

cap ital tructure ratios, th cost rate s  or both

E. Conclusion

Th P body buy--0\Jt tra nsaction reduces T mpa Electric' &  cost
of fu 

I. As• res ult of 

fforts of T mpa El ectric, this buy-out, coup led with other r cent ct
ion

s

, will

,gn ificant ly reduce the 
Cu

stomer's fuel r at
e
s f

or the 
ne xt  d cade

. 

ene i of the t,uy-o ut transaction was Ta mpa Etectnc' o
n

g1nal conce m  that
t

r ma y  not be protect ed  f rom int rru ptio ns in P bod y' supp ly of cceptab

Thi con m pr nt d the opportunity for T m pa  E l  
ctnc nd Pe body to

xistlng contr ct th two n , lower pn d, d r nt ource co ntract

ur nee of d hv ry
tboth
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UndefTampa Electric'• proposal, substanti a \ savmg
s 

begin immediately and cont inue

thrOUQhOU\ the remmninQ temi of the cancelled contr act  Tampa El ectric urges 
the

Commiss on to continue o encourage aggresstve administrat ion  of 
f
uel contr acts and 

creat1Ve efforts to restructure fuel contracts whi ch  r esu lt  LO lower f uel pnces for Florida 

consumers. lh8 approval of Tampa eledric' s proposal 11 provide an appropnat e

mc:entive toward this goal. Becau se the buy-out of the con tract Wi ll  achieve 1<>ng4
enn

fuel cost savings and_.. methOdO ogy 
proposed 

for reimt,ursemen\ 
of the cost

of the buy-out is lair and equ�ab e, Tampa El ectn c  requests l avorab e cons ideral • OII by 

Comrms sion
.

7 



II. BACKGROUND OF THE PEABODY CONTRACT

On July 8, 1983, Tampa Electric and Peabody entered into a twenty year contract for 

the purchase and sale of standard sulfur west Kentucky No. 9 seam coal from 

Peabody's Martwick mine. That contract was known as the Martwick Coal Supply 

Agreement It provided for Tampa Electric to take annual tonnages within the following 

ranges: 

Contract Year 

1983-1984 

1985-2004 

Minimum - Maximum Jons 

600,000-1,000,000 

750,000 -1,000,000 

The Martwick Agreement and its subsequent amendments were replaced in 1989 by a 

modified Coal Supply Agreement. The Coal Supply Agreement (CSA) also called for the 

purchase of standard sulfur west Kentucky No. 9 seam coal through 2004. However, the 

sources for that coal were expanded to include the following mines· 

Source 

Peabody Development Company 

MAPCO Coal Inc 

Pyro Mining ("Costain") 

Mine Name 

Martwick 

Dotiki 

Wheatcroft and/or William 
Station 

The CSA stipulated that add1t1onal sources could be added with prior written approval 

from Tampa Electric Company. Coal from Island Creek Coal Company's Hamilton mine 

was added as a qualified source in 1989. P abody chose to provide coal to Tampa 

Electric from the Cost in and Island Cre k ources during the next several year of the 

8 



Agreement. In 1993, coal from the Arclar Company's Big Ridge mine was added as • 

qualified source replacing the coal shipped from the Hamilton mine. 

The amual tonnage Tampa Eledric would be required to take under the CSA was fixed 

at 700,000 tons per year from 1989 through 1991, and 750,000 tons per year from 1992 

through 2004. Based upon these tonnages, the CSA would be a principal source of 

standard sulfur coal for Tampa Electric Company's Big Bend Units 1-3 through 2004 

Ttvoughout 1994, Tampa Electric became inaeasingly insecure about Peabody's ability 

to reliably ship the coal tonnages called for in the CSA Tampa Electnc's insecunty 

arose from a number of separate, but related, events 1nclud1ng (a) the closure of the 

wash plant at Peabody's Martwick mine, a historical source of supply under the contrad 

(without the wash plant, the coal mined at the Martwick mine cannot meet th Contract's 

quality requirements), (b) Peabody's advice to Tampa Electric that the wash plant was 

closed permanently, (c) interruptions in deliveries from Peabody's primary upplier of 

coal for Tampa Electnc, Costain Coal Company, and (d) Peabody's advice to Tampa 

El ctnc that if Costain was unable to dehv r coal to P abody, Peabody would be unabl 

to replace the Costain coal with coal from any other source that would m t th

contr ctual quality requirem nts 

Ther fore, on July 8, 1994 Tampa El ctnc s nt P abody I tt r dv1sing P body th t 

T mp El ctnc In cur; bout P abody' b1hty to p rf orm It long-t rm obligations 

und r the Contr d led ur n that P body would be 

bl top rform t obh t1on Ar pon r qu t d by Au u t 6, 1994. P body 

9 



dad not respond to the request in any manner. Under the tenns of the CSA. Tampa 

Electric cori idered this to be a repudiation of the Contract. Therefore on August 11, 

1994, thirty-four days after the request, Tampa Electric wrote Peabody claiming to 

accept the r repudiation of the CSA and cancelled the Contract. 

Peabody viewed the cancellat,on as a breach of the Contract and sought to arbitrate the 

matters in dispute. On August 12, 1994 Peabody sent a letter invoking the dispute 

resolution provisions of the Contract and demanded the dispute go to arbitration. 

Peabody sought and obtained a temporary restraining order from a state circuit court in 

St. Louis, Missouri. The order mandated that Tampa Electric continue perfonnance of 

the Contract pending arbitration. Tampa Electric removed the action to the United 

States District Court for the Eastern District of Missouri Tampa Electric sought to have 

the restraining order d1sitolved The Distract Court demed this motion and set a hearing 

date for a preliminary injunction to require continued performance. 

The District Court ruled on August 25, 1994, vacating the restraining order, denying the 

preliminary 'njunction, and ord nng the parties to arbitrate the disputes Paabody 

appealed to the United States Court of Appeals for the Ei hth Ctrcu t, and r uested an 

·nJUnction during the pendency of the app al proce Th Court rul d nd rev d th 

District Court's denial of Peabody' motion for an order r quinng T mpa El ctnc to 

begin rec.eiving coal from P abody. Tampa El ctnc pet,t,on d for R he r ng and 

Reh anng En B nc fore the United States Court of App als for th E, hth C1rcu1t 

To d t th Court ha not rul d on this r qu st 

10 



During October 1994, the partie s each sel ected their r espectiv e  arbitra tors and

negotiations began on the procedur e  to s el ect  a neutral arb itra tor. Sett l
ement

discu ssion s  were al so  initiated a t  th is time. 

1 1
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V. PROPOSED BEGUL\JORY TREATMENT OF BVY·OVJ AGREEMENT

Tampa Electric proposes that the amortized costs associated with the Peabody 

Coatsales contract buy-out be recovered through the Commission's Fuel and Purchased 

Power Cost Recovery Clause mechanism Recovery wou1d be in a manner similar to 

the Pyramid Mining contract buy-<>ut approved by the Commission in Order No.18670 of 

Docket No. 880001-EI issued January 8, 1988 Tampa Electric's agreement to buy out 

the existing Peabody contract provides an immediate fuel cost reduction for Tampa 

Electric's Customers This benefit wi!I continue throughout the remaining ten year

period of the cancelled contract. Exhibit 3 computes the projected annual net reduction 

in fuel costs for 1994 ttvough 2004. 

Since the cancelled contract has been replaced with two contracts at significantly lower 

coal prices, fuel savings in excess of buy-out cost are guaranteed Fuel cost savings

begin mmed1ately with the reduced take for 1994 from the cancelled contract. The 

proJ cted nominal savings in fuel cost total $88.0 million, which has a net present vatu 

of n arly $62.0 million, rnor than twice the buy-out cost The two new replacement 

coal contr cts guarantee cumulativ n t present value fu I savings m the fir t fi y ar 

of $34.5 m1lhon, which by it If, is great r than the S25 5 million cost of the buy-out 

T mpa El ctnc propo s that the 25 5 million dollar buy-out co t be mortIz d ov r 

remaining y ar of th contr ct. Th buy-out would b str 1ght.:l1ne mortiz d ov r th 

rtod from April 1995 through De m r 2004. R cov ry of th mortIz d buy-out 

co t, plu carrying co t , would n ditto I co t in Fu I nd Purch ed P r 

14 



Cost Recovery Clause beginning with the summer 1995 fuel adjustment period. The 

total annual cost recovery is summarized below : 

Year 

1995 (9 months) 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 

Annual Cost Recovery 
liOOQl 
4,591 
5,802 
5,438 
5,073 
4.709 
4,345 
3,980 
3,616 
3,251 
2 887 

$43,688 

Tampa Electric only proposes to recover from its retail customers that portion of the 

above amounts properly attributable to retail sales. This would be accomplished by 

allocating the buy-out amortization and carrying cost for each fuel adjustment period 

according to the energy sales associated with that fuel period for all retail customers 

paying system average fuel and all wholesale customers paying an average fuel rate. It 

Is Tampa Electric's intention to petition FERC to recover the allocated wholesale buy

out and carrying cost in the fuel adjustment clause. 

So that Tampa Electric can obtain i'ssurance for its financial statements as to recovery 

of the S25.5 million, plus carrying costs, the company is petitioning the Commission for 

an order approving this methodology in January 1995. 

15 



V
I. BE N EE ! JS J

O BE ACHIEVED BY THE PROPOSED REGULATORY TREATMENT 

As previ ously des cri bed
, 

the effects of the buy-o ut ag reement will hav a s1g nificanUy

favorab l
e impact on 

the ra te s  ch arg ed to Ta m pa Ele ctric Customers because coal will

be purchased at lower cost for the re mai n ng term of the cancelled contract. The 

expenditure of $ 25.5 mIl ho n  d ollars now to buy-out the existi ng Peabody contract yields 

a fuel sav ng
s of $88.0 million do llar s  o v er t he ne xt ten years with a net present value of

$62
.0 mil hon

. 
Th 

f
uel savings

beg in im media tel y with th cancellation of the existing

P 
abody contract nd the 

lowe r price d r e p lace men t contracts giMin g Janua, y 1,

1995.

Th fu I savi
ngs will fi r  t 

be r efl e cted in t h fue l d
J
u stm nt ctau factor for the Apr il -

S p m r 199 5  cost r co
ry 

pen od Th lower n originall y proj d d fu l co ts f or

D cember 1994 thr ough March 1995 wi ll how up i n the ummer fu I penod through the

tru -up provi ion Ad diti on  lly, th pro j d ed fue l co t for April 1995 throug S pt mber

199 5  II r d reducti on 1n th cos t o f coal 

1
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TAMPA El..ECTRJ C  COMP ANY
EXHlBITNO I 

T AMP A ELE CTRI
C C OMP ANY

MARKET PRI C E  HI STOR Y



CURfiENr 

OJ 

S El.LJNG
PRJCE 

� 

o , � 

PR1ce 
CfiANGE 

P RICE 

IQ� 

ID� 

$3J.3S() 

'2 1.760
$9-590 

'31.720 
$0,370 

S21.760
S9.SSO 

S32.04e 
S0.326 

'21. 760 
$10-286 

'31,947 
($0.099) 

$21.7 60

$10.187

'32.◄52 
$0.505 

S2t. 1 10
$10.7◄2

S32.668 
S0215 

$21.1 10 
$10.958

$32.857 
S0.189 

S2J.7 JO 
S11.1◄7

S33.0t7 
so.1eo 

S2i. 110 
SU.307

$33649 
$0632 

$21. ◄50 
s,2.,99

S337◄1
S0.092 

S2t.◄ so
$12.291 

S33.ss, 

($0,090) 
$2J.◄50 

s 12 ..201 

S33.873 
S0222 

$21.450

$ 12.◄23

S33
9e9 

$0096 

'21.110 
12. 799 

'34.os,
S0,082

'2 1.110 
s12.aa,

$34.214
S0.163 

.121. 110 
$13. 044 

$34. 502
S0.288

$21.110 
13 .332 

S34.7f9 
S0.217 

$21.000
1 3.7 19 

S34.s 12
S0. 093 

$21.000
13.81 2

S3s.013 
S0. 261 

$21.000 
14 073 

$..15.114
$0, 041 

$21.000 
14.U4

$35 .204 

$0.090
1.000 

1 4.204 

S3s .329  
$0.1 25  $2 1.000 

14.32g 

SJs.541 S0.212 $21. 000

1 1 

$35.719 S0. 178

1000 

1 7 19 
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TAMPA ELECTRIC COMPANY 

'EABODY COAL CONTRACT BUY.OUT 
NET REDUCTION TO FUEL ,cos1s COMPUTATION 

1994 THROUGH 2004 
U.No 

1Sl84 
-

Or1gnl IPabodJ Coal COIII 134_ 470,101 132,87◄.- SJJ.15◄,m "4.tll54,3ni ,'34..2◄1,481 $35,2t'ie;7'35 $38, 

2. n.,t •·•• eo. eo. 32,857,818 25,532.925 215,013,512 215,W,932 26,7-M,044 27.398,147 

:,, Arrutl'UII� $1,112,981 $1,1◄1,573 $7,1◄1,222 ,$8,081 1.wl 
(Uni 1 • 'ln 2) 

• Currdalve FUii � 1;112,991 1,75◄.5&4 '8,395,785 2◄,◄77,.229 31 

5 AmiJi tlzaliu I Of lluy 0\A 0 ,2.a:zuee 2,70◄,◄II 2.704.411 

•• Canylno COIII O I 3◄7' 0 2,SQ,511 3.011,-1 .2,733,Q.7 2,368,874 2,oo.1;515 1,640,058 1,2/5Jj03 1811,143

7. l_, COIII Of 8',v 0\A to '4.590.154 15102,375 15,437,1115 SS,073,◄el S-4.109.003 
(lhS • lnl) 

······-···· ·-··--·- 1-----•--1 

N«FUIISM,ge 1,812,981 '2.550J51t 1,138,1◄7 
(LNJ-Ln7) 

I, Curnu!IIMNII� 1,112,•1 4,113,810 1,002.8 1,145.1194 ,,,__ 14,231� 11!,340,◄17 

10, ,,..,.v...,2n 1,748,541 2.fiS),811 1,•,233 2,254,SS 1.a.M 2,2Sll,91& 2;1e0,6' 3,0efl,141 3,513,21 

,,. Cumullll\l9,.,..,.V.. 1,741,541 ◄.297,185 s.-s.- l.,2S0,1»1 10;1&1,G 12,459,355 15.21;,eae 18,295,Mil 21,l'il9,1e7 'Z5Pfl.m 29.u,.m

Noa: 1) FUIION..W,.....,lnUIMlllltlthl�!lnltlelomlge�

2) TcallTUebUrnld .. eQlalforh .... c:11Nandlhl,,;;pw.annttlllc:w 

3) Tcalpou,darAS02are..-,Jortt1ei.ecaeandtw 

4} 11115 ,,_,,_.,.._Ill I·�.._,_ Cl09t ,_

5) can-...Ctwv-�FromJNury1,1 
Thlel�ft__,IOIN ..... blll 


