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INTRODUCTION 1 

Q.  WHAT IS YOUR NAME, OCCUPATION AND BUSINESS ADDRESS? 2 

A.  My name is Seth Schwartz.  I am the President of Energy Ventures 3 

Analysis, Inc. (“EVA”), which is located at 1901 North Moore Street, 4 

Arlington, VA 22209. 5 

 6 

Q.  HAVE YOU PREVIOUSLY FILED TESTIMONY IN THIS CASE? 7 

A.  Yes.  I filed direct testimony regarding the Company’s fuel supply and coal 8 

inventory strategy and recommended a reduction in the amount of coal 9 

inventory which should be included in the rate base for the test year. 10 

 11 

Q. PLEASE DESCRIBE THE PURPOSE OF YOUR SURREBUTTAL 12 

TESTIMONY. 13 

A.  My surrebuttal testimony is filed in response to the rebuttal testimony of 14 

Company witness Ms. Cindy Crane, addressing the following areas: 15 

1) The appropriate long-term inventory targets adopted by the 16 

Company for the Utah coal plants. 17 

2) The amount of short-term inventory which the Company requires to 18 

manage potential risks and should be included in the rate base for 19 

the test year.  My surrebuttal testimony responds to the specific 20 

risks and issues identified by Ms. Crane in her rebuttal testimony. 21 

 22 

 23 
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LONG-TERM INVENTORY TARGETS FOR THE UTAH PLANTS 24 

Q.  WHAT WAS THE RECOMMENDATION BY THE COMPANY’S 25 

CONSULTING FIRM, PINCOCK, ALLEN AND HOLT (“PAH”), FOR THE 26 

LONG-TERM INVENTORY TARGETS FOR THE UTAH PLANTS? 27 

A.  For the Utah plants, PAH recommended that the Company adopt long-28 

term inventory targets of 72 – 114 days of average burn.1 29 

 30 

Q.  DID THE COMPANY ADOPT THE LONG-TERM INVENTORY TARGETS 31 

FOR THE UTAH PLANTS RECOMMENDED BY ITS CONSULTANT? 32 

A.  No. 33 

 34 

Q.  WHAT LONG-TERM INVENTORY TARGETS DID THE COMPANY 35 

ADOPT FOR THE UTAH PLANTS? 36 

A.  The Company adopted long-term inventory targets of 90 – 126 days of 37 

average burn.  The Company’s targets are 12 – 18 days of average burn 38 

above the levels recommended by its consultant. 39 

 40 

Q.  HAS THE COMPANY EVER PROVIDED A BASIS FOR ADOPTING AN 41 

INVENTORY TARGET FOR THE UTAH PLANTS ABOVE THE LEVEL 42 

RECOMMENDED BY ITS OWN CONSULTANT? 43 

A.  No. 44 

                                            

1 The average burn at the Utah plants is 22,466 tons per day and the maximum burn is 
26,968 tons per day.  PAH recommended 60 – 95 days of maximum burn, which is equal 
to 72 – 114 days of average burn. 
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 45 

 46 

Q.  WHAT LONG-TERM INVENTORY TARGETS DO YOU RECOMMEND 47 

FOR THE UTAH PLANTS? 48 

A.  My recommendation for long-term inventory targets for the Utah plants is 49 

84 – 96 days of average burn. 50 

 51 

Q.  MS. CRANE TESTIFIED THAT YOUR RECOMMENDED RANGE IS 52 

CONSIDERABLY LESS THAN PAH’S RECOMMENDATIONS.  IS THAT 53 

ACCURATE? 54 

A.  No.  The range which I recommended is squarely within the minimum and 55 

maximum range recommended by PAH.  The midpoint of the range which 56 

I recommended is 90 days of average burn, while the midpoint of the 57 

range recommended by PAH is 93 days of average burn.  The midpoint of 58 

the range adopted by the Company is 108 days of average burn, far 59 

above the level recommended by its consultant. 60 

 61 

Q.  MS. CRANE TESTIFIED THAT THE RANGE WHICH YOU 62 

RECOMMENDED IS TOO NARROW AND DOES NOT REFLECT THE 63 

VARIABILITY IN THE COMPANY’S COAL DELIVERIES.  WHY DO YOU 64 

RECOMMEND A NARROWER RANGE THAN ADOPTED THE 65 

COMPANY? 66 
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A.  The narrower range of target inventories has the effect of triggering more 67 

prompt action by the Company to avoid having too little or too much 68 

inventory.  A narrow range reduces the potential for interruption of 69 

supplies and increases the level of security.  The very wide range adopted 70 

by the Company (36 days of burn, which is 808,776 tons) would allow the 71 

Company to let its inventory fall by a large amount before it took action.  It 72 

would also allow the Company to build excessive inventory, which has 73 

adverse financial impacts.  The narrower range would spur action by the 74 

Company to replace delivery shortfalls or to reduce purchases sooner, 75 

once it was outside the target range. 76 

 77 

Q.  WHAT IS THE FINANCIAL IMPACT OF THE HIGHER LEVEL OF 78 

INVENTORY ADOPTED BY THE COMPANY FOR ITS LONG-TERM 79 

TARGET? 80 

A.  At an average burn of 22,466 tons per day, the impact of 18 days of 81 

average burn (the difference between the midpoints of my 82 

recommendation and the Company’s target) is 404,388 tons of coal.  This 83 

difference is equal to about $14 million dollars at the Company’s average 84 

cost of inventory. 85 

 86 

 87 

 88 

 89 
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SHORT-TERM INVENTORY TARGETS FOR THE UTAH PLANTS 90 

Q. HAS THE COMPANY ADOPTED NEW SHORT-TERM COAL 91 

INVENTORY TARGETS WHICH DIFFER FROM THE LONG-TERM 92 

TARGETS FOR THE UTAH PLANTS? 93 

A.  Yes.  For only the Utah plants, the Company has adopted a new short-94 

term inventory target of 190 – 226 days of average burn, which is double 95 

the long-term inventory target. 96 

 97 

Q.  DID THE COMPANY’S CONSULTANT PAH RECOMMEND A SHORT-98 

TERM INVENTORY TARGET? 99 

A.  No. 100 

 101 

Q. WHAT WAS THE COMPANY’S JUSTIFICATION FOR ADOPTING A 102 

SEPARATE SHORT-TERM INVENTORY TARGET FOR THE UTAH 103 

PLANTS? 104 

A.  As stated by Ms. Crane in her rebuttal testimony, the short-term inventory 105 

target is necessary “to assure adequate coal supplies for the Utah plants 106 

prior to the expiration of the Deer Creek labor agreement on January 2, 107 

2013.” (Crane Direct, page 5, lines 108 – 110) 108 

 109 

Q.  DID THE COMPANY PROVIDE ANY QUANTITATIVE ANALYSIS 110 

SUPPORTING THE LEVEL OF THE SHORT-TERM INVENTORY 111 

TARGETS WHICH IT ADOPTED? 112 
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A.  No.  The Company has provided no basis for selecting the numbers which 113 

it adopted. 114 

 115 

Q. DID YOU PROVIDE AN ANALYSIS IN SUPPORT OF AN 116 

APPROPRIATE SHORT-TERM INVENTORY TARGET TO PREPARE 117 

FOR A POTENTIAL INTERRUPTION OF SUPPLY FROM THE DEER 118 

CREEK MINE IN 2013? 119 

A.  Yes.  My analysis included the following factors: 120 

• The coal burn projected by the Company for the Utah plants; 121 

• The amount of coal which the Company has contracted from 122 

other suppliers for the Utah plants; 123 

• The minimum amount of inventory needed to operate the Utah 124 

plants; and, 125 

• The longest reasonable duration for a strike which would 126 

interrupt supply from the Deer Creek mine. 127 

 128 

Q. BASED ON YOUR ANALYSIS, WHAT DID YOU CONCLUDE TO BE AN 129 

APPROPRIATE AMOUNT OF SHORT-TERM INVENTORY NEEDED 130 

FOR THE TEST YEAR TO PREPARE FOR A POTENTIAL DISRUPTION 131 

IN 2013? 132 

A. Based upon the Company’s projected coal burn, the contracted quantities 133 

already in place, a minimum operating inventory of 10 days of average 134 

burn, and a strike lasting 12 months, which is longer than the longest 135 
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UMWA strike on record (10 and one-half months), I concluded that the 136 

Company would require 136 days of average burn at the end of the Test 137 

Year. 138 

 139 

Q. HOW DOES YOUR RECOMMENDED 136 DAYS OF AVERAGE BURN 140 

COMPARE TO THE AMOUNT OF INVENTORY WHICH THE COMPANY 141 

IS REQUESTING TO INCLUDE IN THE RATE BASE FOR THE TEST 142 

YEAR? 143 

A.  The Company has requested 208 days of average coal burn at the end of 144 

the Test Year for inclusion in the rate base. 145 

 146 

Q.  ALTHOUGH THE COMPANY DID NOT PROVIDE ITS OWN METHOD 147 

FOR CALCULATING THE AMOUNT OF SHORT-TERM INVENTORY 148 

WHICH IT REQUIRES, DID THE COMPANY CRITICIZE YOUR 149 

APPROACH? 150 

A.  Yes.  Ms. Crane has two criticisms of the approach which I used to 151 

calculate the appropriate level of inventory: 152 

• An inventory level of 10 days of average burn is too low, as the 153 

Company will be reclaiming rock which is part of the stockpile base 154 

which will result in “marginal” coal quality; and, 155 

• While the Company has coal contracted from other Utah suppliers 156 

in the amounts which I assumed, there is a risk that these 157 

companies will not supply all of their contracted tonnage. 158 
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 159 

Q. HOW DO YOU RESPOND TO THE COMPANY’S CRITICISMS OF 160 

YOUR APPROACH? 161 

A.  The Company makes the mistake of compounding the worst-case 162 

scenarios to derive a result that is unreasonable.  The approach used by 163 

PAH to calculate normal inventory targets was to consider the probability 164 

of each potential disruption.  To consider the specific risk of a strike at the 165 

Deer Creek mine, I assume that the event actually occurs (not the lower 166 

probability that it might occur) and I assume the absolute worst-case 167 

event.  After making these worst-case assumptions, it is not reasonable to 168 

then consider other possible events, which are not likely to occur at the 169 

same time.  It is reasonable to assume that the other contract suppliers 170 

will deliver their contracted coal.  It is not reasonable to assume the worst-171 

case contract shortfall that has occurred (the Sufco shortfall of 817,000 172 

tons) will happen again at the same time as the worst-case strike.  173 

Further, it is reasonable to use the minimum 10-day inventory level for the 174 

last day of the worst-case strike as adequate to operate the plants, when 175 

the inventory would be above this level for every day of 2013 and only 176 

reach this minimum after the worst-case event occurred. 177 

 178 

Q.  ARE THER ANY OTHER FACTORS WHICH THE COMPANY DID NOT 179 

CONSIDER? 180 
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A.  Yes.  My analysis assumes that the Company will take no action to 181 

purchase coal from other sources beyond the amount already under 182 

contract for 2013 at this time.  I assume that the Company would take 183 

appropriate action to purchase coal from other sources if a long disruption 184 

occurs.  If there is additional coal available in the market, this would mean 185 

that I have over-stated the amount of inventory needed by the Company. 186 

 187 

RECOMMENDATIONS 188 

Q. IN RESPONSE TO THE COMPANY’S REBUTTAL TESTIMONY, DO 189 

YOU HAVE ANY CHANGES TO YOUR RECOMMENDATIONS 190 

REGARDING THE LONG-TERM AND SHORT-TERM INVENTORY 191 

TARGETS AND THE AMOUNT OF INVENTORY WHICH SHOULD BE 192 

INCLUDED IN THE RATE BASE FOR THE TEST YEAR? 193 

A.  No.  My recommendations remain as set forth in my direct testimony.  194 

 195 

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY? 196 

A. Yes. 197 
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