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ANALYSIS OF BROKERAGE FEASIBILITY
FOR UNIT COAL TRAIN SHIPMENTS
' “TO THE MIDWEST

RitalKnorﬁ, Stephen Vézeris » Kurt Wilkie l
ABSTRACT

The purposé of this study is to detérmine the feasibilify of éggregat—
. ing industry and ufiiity demand for coal and serving fhe aemand through a
llocal brokerage operatidn to reauce transportation cost. This cost saving‘is" 
associated with'the economy of scale of unit train shipments. The déiivered
price of’WéSférﬁ coal is calculated for local users in a given midwest sub-
region based'on preseﬁt utility aqd ipdustrial coal déménd; The‘brokef opera-
'tion would coﬁsiét of unit train hauls frqm &esfern minés, a Feceiving”and
storage terminal,.local truck Or.rail tranéﬁortatioﬁ from ;he terminél té'
‘-each user, and possible transshipment to distant waterfront pseré.‘ The re-~
* search focuseé‘on thg Green Bay, Wisconsin area. Aﬁplicability.of this bré—
'.kerage coﬁcept to other areas feceiving'western coal shipmeﬁts is glso &is—

cussed.
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1 INTRODUCTiON

In order to ﬂéérease the country's dependence on foreign enérgy pfoducts
by utiiity and industrial users; the Carter~Admiﬁiétra£ion'has mandéted iﬁ-
Creasing Ehe share of coél—fired indgstrial.and ﬁtility boiiers; Thié will
create the:need for more coal that is capaBle of meeting clean éir standards.
Western mines are the obvious source due to the plentiful amount of lbw sulfur':
coals. Western mines have entereﬁ long term‘contracts with many 1afge utili-
ties (I). These long term é:ommitmeht';,s_'allbwf'for reducb:ed'delive.re'd cos‘t‘:‘
of the coal due largely to the use of unifitraihs. Small users are unable td
capture these réducgd costs. by virtue of theif'low volume_;hipﬁgnt sizesf As f
Vutilities incfeasingly desire to convert to weétern coal, and industrial coalf
fired boilers betoﬁe more pre?aleﬁt, alternative distribugioﬁ methodsvﬁay be 
required to make coal a more éost.efféctive energy altefnative'for thése ﬁéers.‘

fhe objectiQe oflthis report is fo,ﬁfésent ; concept-céiled'avcoéli.

: brokérage, whereby ‘the coal dema;d of an area is aggregated and served phréugh
a single facility in order to achieve the high volumes necessary to justify
unit train service. Once such a system is initiated, it isAconjectured'that
théselusers too small to individﬁally receive unit trains can begin.to.caﬁfufes'

the cost savings associated with unit train.service. .

In order go examine the coal brokérégé conceét cléseiy; the Greeﬁ‘Ban
Kewaunee, Wisconsin region was chosen as the site for analysis becauﬁe: 1)
. there hgd been speculation by lower peninsula Michigan htilitieé'concerning’a
Wisconéiﬁ transshipment site fqr'western cogl, 2) the area's paper industry
is a large coal user, 3) the ﬁisconsin Eﬁergy Office'haé researched coal -con-
sumption in depth, and has an available data base for induétrial boile?s and

their fuel type, 4) line haul rail routes allow for adequate access from
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_weshn mines to utility and industrial coal users, and 5) there is no single

user @r facility currently large enough to handle unit train shipments.

In this paper, the existing geographical traits of the éreen Bay-
Kewammere region, iﬁcluding'the local transportation netwqu,.are‘detaiied.
;Alternative brokerage set—upsland oﬁefational sfrategies are discugsed. _Total
. coal d@mnand necesséry toiéubstantiate a brokerage ana transshipment site is .
‘espimamed. A.detailed descfiption.of the line hagl réil, terminal/traﬁsship—
ment, and 1§ca1 distribution prices now-being paid is given in‘order to calcu-
. late tﬁg{tétal costs of coal to the';ubscriberé of a brokeragg'operétidn,.and 
<these'£%gﬁres are compared wifh current local coal prices. Finally, the -
édvanmmgeﬁland disadvéntages of thé brokérége concept are outlined'and ;ﬁeir

application to other sites and bulk commodities is summarized.



Knorr, Vezeris, & Wilkie , , K A T B

2 SITE DESCRIPTION

The Greeﬁ Bay-Kewaunee region is in nofﬁheastern Wisconsin and includés‘
Outagamie, Brown and Kewaunée couﬂties.‘ The area is delimited by take Micﬁigan,
‘ Gréen Bay,‘and the Fox Ri§er aé shown in Figufe'l. The Fox River is naQigabie
" only six ﬁiles ﬁpfiver from the bay whefe the port fééilitiés and major in-
dustries are located. The industryiin Green Bay priﬁarily revolves éround
paper products. The paper and pdlﬁ mills are located along tﬁe fiﬁerfront due
to their needs for coal shipments anq fof water. No sigﬁificant indusfry is

located in Kewaunee.

The iﬁdustry of the éréa is rélativeiy étable with no major gfowth"
:‘;réndsAevident; No riverfront laﬁd is readily available for new industries,_
and.the na§igation Qspects of thelriver channel restrict the use of largéf ’
'vessels‘now under conétructioh. However, g vacant industriél area along fhe
ba&'hot far'from'the'river; called'Bayport,:is available for new iﬁdustri,andv!_ ;;Z
is the mqst'iikely location for'é coal broker terﬁinal. " The preseﬁt induétrial.
area has béen dgclared as an environmental nonattainment aréa,'meaﬁing that

- air pollution-levels may force any new industries to ;ocate furthér away from

the present industrial core.

Northeastern Wisconsin's transportation systém consists of three rail;<“
foad companies, adequate highways and éﬁfeets,_éﬁd port facilities(for Great"
Lakes shipping. The Chicago and ﬁorth Western Railway (cyw) and the Milwéu—‘
kee'Rééd are major'railroadé serving Green Bay. The Greén Bay and Western
.'Railroad (GBW) serves points west to the Miséissippi River, where it connects
with the Burlington Northerm, and a transshipment point at Kewaunee to the
east. Figufé 1'sHows £he rail lines which would play a roie in iﬁcreased

coal traffic. Potential problems of increased coal traffic are: 1) greater
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use of an old GBW bridge over the Fox River which is regularly out of service,
2) the need for heavier rail on the GBW main line, and 3) increased rail traf—
fic in certain residential areas. These problems can be resolved by rerouting

and investment.

Green Bay is served by highways 1inking it with Fox River Vailey cities,
points along tne Lake Michigan shorellne 1nc1ud1ng Kewaunee, ‘and the upper- |
'nenlnsula of Mlchlgan. Three hlghways form a d1v1ded highway belt around the
.city. The street eystem is a basic grid adapted to the Fox River, with ade—

quate arterials through main corridors which serve industrial areas well. .

. Kewaunee and Creen Béy botnnserve_as Great Lekes ports andveaeh-offer v
,potential'advantagee'es coal trensshipping points; ‘The port ofEKeweunee_ieA'iﬁ
capaﬁie of'yeer;ronnd‘operations and offerS'ajnore direct rodte'to”Michigan :
'utilitiesAthan Green'Bay. The port and surrounding area has an aereaée<con-
stralnt affectlng coal storage and track 1ayout due to the Kenaunee Rlver wet—
lands whlch are protected by the State Department of Natural-kesources;‘and
_-steep bluffs which rise to fifty feet. The Green Bey area has an adequate .
‘transehipment site (Bayport) which has plenty of'evailable-land for a coel
terminal. -The Port'of Green Bay-is~p1anning to build an L—ehaped peninsula '
fintoAthe bay to serve larger ships'presently unable'to navigate the Fox River;
but environmental questions about impacts upon. the bay and nearby wetlands d"
have been ralsed.. A disadvantage of a Green Bay site is that the port 1s

closed for three to four months of the year due to ice conditions.




3 THE COAL BROKERAGE

Tne coal brokerage concept focuses on aggregating_user demands and:
utilizing high volume<trensportation and handling to meet those demands.‘ The
concept of cpnsolidating bulk commodity shipping is not new, but its applica-
tion to coal'delivery is uncommon. In agriculture, terminals collect grain
from rarﬁs for.transfer onto rail or barge. In the eastern coal induétry,
individnal carloads of coal from erea mines are collected to form nnit trains;.
The coalAbrokeraoe concept is different in that coal from<one source is dis-
trlbuted to several end users, as opnosed to commodltles from several p01ntst
‘ whlch-are collected and transported to one user. The hlgh output of western

coal imines allows for the use of one source.

The coal brokerage operation centers. on a bulk'hendling facrlity.;-A -
terminal is»neceseary for receiving high volume line haul shiﬁments, for
storing these ehipments, and for distributinn to 1oeal users. Storage is
necessary to smooth out the diéparity between Batch arrival and continous;
use of coal.  Therefore the operation consists of: 1) high nolune trensporta—‘
tion from the nine, 2) a receiving and.storage terminai, and 3) tnensportation

from the terminal to the user.

The terminal can have a variety of set-ups dependent on site adventages

and constraints. A train unloading system is necessary, and can involve bot- .

‘tom dumping, in which hopper cars are emptied from the bottom into a coal pit'
beneath the track, or involve rotary dumping, in which cars areAindividually
turned oner andAthe coal eumped into a bin. A track layout which minimizes
_switching and uncoupling is most efficient, but land.constraints may require
~a less favorable layout. A track loon is preferred to parallel holding traeks
because of ite continuous operating capabilities. A stackrng and reclaiming

system is needed to move coal from the dumping area onto a stockpile. (stacking)

(SN



and for removal frop the stockpile (reclaiming).‘ These tasks can be accom-
plished by a single stacker/reclaimer, which both dumps and removes coal from.
‘the top of tﬁé stockpile, or by a systeﬁ which dumps coal from the top aﬁd
reclaims from tunnels ﬁéneath the stéckpile;. Lastly,'eéuipment is needéd '

for transfervto other ﬁodes, such as stétionary.shovelers or mobile front-end
loaders for truéks and rail éars, and déck—mounted shiploaderé for transship—.
ing. ConVeydr belts typically connect the unloading, stacking[reclaiming; and

loading syétems.

"3.1 . BROKERAGE ALTERNATIVES

- The relative‘adﬁantages and disadvéntages of broker sites at Kewaunee
- and Gréen'BAy,’as.well as their‘pbténtial as tréﬁsshipping sites, created tHe“ ::
need for various brokerage alternatives. Each alternative is a type.of opera;-.
tion and terminal set-up Wﬁich could conceivably serve coal demand using'the E

‘brokerage concept.

The first alternative consists of a m?jor bulk'terminai at the Bayport

- site in Green'Bay.’ Unit train coal would be stockﬁiled;.distributed 16ca11y"
by rail or truck, and élso be loaded onfoiiake vesselé for deliverf'to 1§werA

_ peninsula utilifies. Advantages of a‘Gfeen.ﬁéy site include nearness to users,
(manyAwithin al3 mile fadius),land plentiful land for effiéient train unloa&ing
énd‘stockpiling. A disadvantage includes the suspensiop of transshipbing in

winter months, thereby requiring stockpiling by the Michigan users.

Another alternative is to send a proportion of unit trains to a Kewaunee
facility. ' This would exploit the advantages of year round shipping from .
. Kewaunee. For example, unit train deliveries might alternate between Kewaunee

and Green Bay. Therefore the second alternative would include building two
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gﬁé&ler'tefminéls. _The Green an site would receive, store, and'distribute
co?l as before, but without transshipping. The Kewaunee'sité wouid receive,‘
stcmg,nand transship the coal to Michigan utilities. Disadvantages iﬁclude

the loss of scgle eéoﬁomies from using two smaller terminals, and.limited iand-

for storage at- the Kewaunee site.

"A third alternative is.a'modificétion of tbé second, and addresses the
stomage problem at Kewaﬁneé., The need for storage can be eliminated‘if.céal
is loaded directly onto é vessel from the unit train. 'Less‘eduipmenk'aﬁd less -
ianﬂ.are‘meedgd in this set-up. A disadvantage-is.thé requiremeﬁt of addura?e
timing ﬁemmeen rail-and vessel arrivals. |

Other élternatives ﬁere considered buf réjécted~fbf‘various reaSons.;»Ai
" single central facility in Kewaunee was rejécfed because of the storage préblem
and_bécause of the 35 mile westward "backtrack" from. Kewaunee fb the Greeﬁ‘Bay
users.ilThé‘distance‘ié not economically wise-for allarge yolume trugking
operéticn and could have serious'local rdadway méintenaﬁce.and environmehtal_'A
impacts. Another idea ianlvéd the unit train dropping off a specified nunber
of full‘hopper cars inAGreen Bay on,ité way t§ Kewaunee. .The caré would be 
‘locally distributed without the need for a ﬁerminél faciiity‘ip'Gréen Bay, -
wﬁilé thé rest of the train was unloaded at 5 Kewaunee facility. 'The major
‘problem here is ;hgt unit train rates would nét'apply due to the Breaking of

. the train.
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4 UTILITY AND INDUSTRIAL COAL USE

The'ﬁtilities in Wisconsin and Michigan_that'will be mosf.likely to
benefit from any new western}coél distribution from the'Greeh Bay-Kewaunee
area are Pulliém in Wisconsin and Mugkegon, Wést.OIiVe;_Holland, ;ﬁd a new:

‘ fower plant to be sited in Grand Haven, on Michigaﬁ'sblowér peninsula.' Demand

" data for 1972-1978 utility.coal use along with new power plant coal utiliza-

tion data from a telephone survey was used to get base year and projected coal

utilization for each utility site (l?. The data consists of a.list—“’
 ing ofrall coal using utilities, their source of coal, the type of haul, heat

content, -sulphur emissions, and price.

. Wisconsin utility coal demand studied was at the Pulliam plant in Green
Bay. ' Coal demand was relatively constant throughout the 1972-1978 period.
No new boilers have come on line, .and it is expected that this will'be the

. case in the future due to the stable nature of the area economy. Table 1

shows the present demand at the Pulliam plant and the projection demand based' A

on no new boilers or increase in coal demand.

The present and projected coal tonnage fequirements for the Michigan
plants are shown in Table 1. The table shows that there is growth only in

the Muskegon site where additional facilities afe under construction. The

new Grand Haven power plant is scheduled to be operational by 1982.

Projected industry coal use in Green Bay is included in Table 1. The
total industrial coal use is about 810,000 tons per year based on Wisconsin
Energy Office data. The industry coal demand,klargely generated by paper and

pulp mills, is projected to remain constant.

Boiler conversions from oil and natural gas to coal may occur as ‘a result of

decontrol of prices for these fuels. Location will play a role in the extent

Iy
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TABLE 1

Prbjected Coal Demand of Industries and Utilities

10 |

(103 Tons)
Base Year
' Site Value Projection Year§~
1978 1980 1985 .. 2000 -
WISCONSIN , . o o
Green Bay industries 810 . 810 810 810. 
Pulliam utility . 767 767 767 167
MICHIGAN . , - -
Muskegan utility - 1366 3308 . 3308 3308
. West Olive utility 1416 1416 1416 ‘1416 -
‘Holland utility 146 146 146 146
Grand Haven utility 0 0 C212 212
Total 4505 6447 6659 6659

Source: Ref 1, and Wisconsin Energy Office data. -
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of conversions due to the designation of the industriél core as a nonattain-
ment area. Users that are'potentially~the strongest candidates for conversions

will not alter the aggregate indﬁstrial demand subétantialiy.
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5 COST ANALYSIS

5.1 BROKERAGE OPERATION COST COMPONENTS

‘An important aspect of brdkgtage-feasibility is its éést competitive¥
ness with present goél delivefy operations. If the delivered ﬁrice of western
coal to users via a broker is not competitive-ﬁith present'pripes, the brokerage
will nof.be economically feasible. A way of deriving the deliVereé priee is
" to identify the cost of each component for a mine=-to-user journey;'.Suchwcom;'A
pqnents include FOB mine costs, unit- train rates, brékerage facility cééts,
local distriﬁution cosfs, and Great Lakesléhifping costs for Michigadn users.
Estimates of these costs by the'alternafiQes'are shown‘in Table 2 aﬁd Qere :

obtained by surveying similar present day operations.

FOB»(freight—pn—board) pine cost is the price charged for miniﬁg.coal
and loading it onto a railcar. This price is primarily dependent upoﬁ theA;
vtypé of mine and the gmdunt'pf COallpurchased;“ Sinég our interest centers
on western coal,.the FOB mineAcoét shown is for the Deckef Mines of Hoﬁtané
and assumes the purchase of 4 million tons per‘yeaf'(zz). The:total of.
Gréep Bay utility and industry demands and.easiern Lake‘Miéhigan utility de-

mands is likely to exceed this amount.

Unit train rates are dependent on distance‘traveled and annual,toﬁnagél“
It is difficult to obtain a point estimate for a given distance and tomnnage,
so rate ranges are shown in Table 2. This data appliés to a 1031 milé_Decker—
Superior route, and is used due to geogréphical similarities with a Decker-
Green Bay route (II). The latter route is roughly 100 miles longer, and

is not likely to significantly affect this rate range.

Handling costs at the brokerage faciiity depend on the capacity-and

capabilities of the terminal. The transshipping cost of $1.50/ton shown in ‘
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TABLE 2

Estimated Costs o f Western Coal for o

 Three Alternative Locations ($/ton)

13

Western Coal for Terminal Locatiom -

-Alternatives
 'Greeh‘Bay/.:
Green Ba&/ ' j;_Kewaunee
"fricé Componept' ' Green Bay ' Kewaunee (ﬁo storage):“ -
FOB Mine* 11.00 11.00 11.00
Unit Train 10-14.00 10-14.00 10-14.00 °
Broker Facility .
a. Green Bay 1.50- 2.25  1.50- 2.25 1.50- 2.25
b. Kewaunee . . . - 1.50- 2.25 - «50- -;85.
Great Lake Vessel |
a. ‘Green Bay'to Mich. ' R - | 1.11
o b.‘.Kewauneelto Mich. | .63 .;63
LQcal.Distribution | ' |
a. Rail’ 1.68- 2.84 1.68- 2.84 - 1.68- 2.84
b, Truck 1.00- 1.50  1.00- 2.50 . 1.00- 2.50
Délivered Price:
Wisconsin, by local rail 24.18-30.09 24,18-30.09°

24.18-30.09
Wisconsin, by local truck
‘Pulliam

Michigan 123.61-28.36

23.50-28.75

22.50-27.25

23.50-28.75

22.50-27.25

23.13-27.88

23.50-28.75

22.50-27.25

22.13-26.48

*Freight-on-board mine Costs
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theAtable has been eonfirmed by a coal terminal engineering firm as an industry
- standard for a facilit& of medium to high capaeity (lQ'million tons per year
or more) ﬁith rail dumping; etorage, and shiploading capability:(EL,Azll),,::
Such a facility:would be required in the first alternative if theAbrokerage
-operation is 1pcated in Green Bay. Ihevsecond.alternative requiree.tno emaller:”
terminals, and the throughnut cost rises as expectedr The $1.95/ton price is
interpolated from estlmates of $1. 50 for a 10 m11110n ton per year fac111ty
and $2. 25/ton for a 2 m11110n ton per year fac111ty; assumlng the need for a
five million ‘tons per year facility at each site (III) "A-range of $. 50/ ‘
ton to $. 85/ton for d1rect rail-to-water transfer w1thout storage capab111ty is’ .
'shown under the third alternatlve. The price of $.85 has been quoted by an‘:i"

Illlnois nining company and by a New York utility (v, v).

. Transshipping coal.to Micnigan utilities'involves'a Great Lakes ship-
ment from the brokerage eite} The figures in the table assume 6 mills‘per
d ton—mlle w1th an average tr1p length of 105 m11es from Kewaunee td Mlcnlgan
and 185 m11es from Green Bay to M1ch1°an (II VI). The Mlchlgan‘utllltles
considered are on lakefront sites, and the assumption is made thatlthere'is
' nn need‘fer local truck or rail transfer. The cost‘of'unIoading'is aseumed to

be included in the Great Lakes vessel shipping cost.

Local rail and trucking‘figures were obtained from conversations with‘
1oca1 ra11roads and paper companies, since such'rates are very site spec1f1c.
. The tarlff ranges from $1.68/ton for a local sw1tch by the Green Bay and Western
Railroad to $2.84 for a 20 mile movement between Green Bay and Kimberly,
ﬁisconsin by the Chicago and North Western Railway (VII, VIII).. The two

rates thus set a range for local rail distribution. The logcal truck haul rate

paid is $1.00/ton for a 2 to 3 mile truck haul (IX),



5.2 COST COMPARISON

’The delivered prices for the various deli?ery nodes and desfinations
are obtained by adding appropriate price components. Ferexampie, delivered
price ﬁo Gréen Bay by rail (shown in Table 2 as "Wisconsin by local rail)

.is the sum of FOB mine, unit traih, Green'Bay broker fécility; and local réil
éosts, while.delivered pficeAto Michigan ﬁtilities-ié the sum éf FOB.mine,.A
unit frain, Kewauneevor Green Bay facility, a;d lake shipéing cpsts. The.'
Pulliam price is a‘spegial case in that the utility's location next to the

brokerage site decreases or eliminates local distribution costs.

‘Before'a comparison oprfesent prices and estimated broker priéés éénrA
' be made a conVersioﬁ is'necessary. Eastern and weétern coals'diffef in. their
. heat content; so that examining prices paid per ton of coal is not an accurate
method of comparing prices paidAfor energy. The estimated deliveféd priceé of
Table 2 have been converfed to dollars per million Btus, assuming é heat content

of 9600 Btu/lb. for Decker Coali(zl), and are shown in Tables 3 and 4.

Current prices paid'by Green Bay and Michigan utilities and Wisconsin industries

are also shown and were obtained by assuming 12000 Btu/lb for the eastern and

midwestern coal presently used.

In éémparing cprrgnt prices with'eStimated broker pfices, several ob-.
-servations cén be made.. Broker prices to thé ?ulliam generating ﬁlanf in Green
Bay are‘within the same range of prices presently paid'(seehTable 3). ThisA
means' that western coal prices via a broker do not offer gpbstantiﬁl-cost
savings for the plant but are_coﬁpetitive. Wesﬁern,goal through a Wisconsin
términal costs ﬁore than current prices for thé Michigan utilitiés, however

(see Table 3).

It is understandable that broker coalrdoes not offer substantial cost

savings.to utilities because the volumes of coal used are relatively high and
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TABLE 3

16

Price of Coal Delivered to Pulliam Green

Bay and Lower Michigan Utilities ($/MBtu)

Western Cpal for Terminal Location

Altefnatives

Eastern and Green Bay

Midwestemn ' Green Bay/ . Kewaunee - -

Utility Sites Coals Green Bay . Kewaunee: (no storage) - ..
" Pulliam (Wisc.) l.22f1.33 1.17-1.42 1.17-1.42  1.17—1.42
Muskegon (Mich.) .98-1.35  1.23-1.48  1.20-1.45 - - 1.15-1.38.
West O0live (Mich.) 1.15-1.64 1.23-1.48 1.20-1.45 1.15-1.38

1.69  1.23-1.48

Holland (Mich.)

1.20-1.45 1.15-1.38

*Assumes 12,000 Btu/1b

Ref I



TABLE 4

Delivered Coal Prices to Industrial Users ($/MBtu)

Western Coal for Terminal Location

Alternafives
Eastern and Green Bay/
AvAnnual Amount Used . - Midwestern Green BaY/  Kewaunee
"..'(1_03 Tons) - ' Coals* Green Bay Kewépnee ~ (mo stqrage)_
0-50 - :  1.87-2.08  ° 1.22-1.56  1.22-1.56 . 1.22-1.56 " -
1.22-1.56  1.22-1.56 . 1.22-1.56 - -

51 -100 .  1.66-1.87

R B
Assumes 12,000 Btu/1b.

Ref 1
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'have already enabled high'volume ﬁurchases and forms of delivery. Industfial_
users, however, are more likely to reélize cost savingé from a broker dué to
:the higher purchase and tfanspo%tatipn prices paid for(léwer volumes of coal;ﬂ
For example; the Pulliam plant pays $30 td $35 per ton of eastern cqal,'wﬁéreas.'“
Green Bay indﬂstries using léss than 50,000 tons per year.pay $45-50 pe;’toﬁ.'
'Tablé'4 shows that a coal brokerage would indeed provide subsﬁantial cost saviﬁg;
to.Green Bay industries. The magnituae of poésible:éavings caﬁ be illﬁspf;te&i;. ”"
by ﬁhe fact fhat a saving of $.50/MBtu for a plant'preéenflfvbﬁrﬁing SO,OOOIL;:
1tons of eastern céal ﬁer‘yeaf will résult in a total saving of.$600,000'per '

year.
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6 FINDINGS

A cost analysis of brokerage_aiternatives sheﬁs that‘western eoal'yia'
a broker can offer'significant savings for the Green Bay industrral esers. |
‘Prices of broker coal are competltlve with prlces presently paid at thei
Pulllam plant in Green Bay, however, the brokerage coal does not seem to be

cost competltlve'for Michigan utilities.

-The ﬁichigan utility'dehands eomprise a sigﬁificanﬁ portion of the total
‘demend (Table 1)-and.are impertant in supperting the volume assumednin'the‘A

cost anel&sis.' Therefore;“the feasibiiit& of a brokerage in this‘area appears
to be contingent upon the Michigan utilities' decisiob to use‘western coal .

despite>the price disadvantage.

.Air queliry standards play a lerge role in the decision and will,'
" favor western coal if they are not relaxed. It is likely that Michigan
utilities may favor western coal due to its s;ower price escalation; since
‘ Eastern eoalibrices'have risen faster than western coei-brices, dbe to labor_‘;'
) ~demands.andAminin.g techniques. These factors suggest that western coal use on.
.the lower penlnsula of Mlchlgan may well become w1despread enough to Justlfy

the volumes assumed in this. study.

Other issues and assumptions enderlie the above eonclusions’of this- :
study, such asf' 1) demand projections have'been based upon present stringent-
Vair euality standards, 2) it'has been assumed that all coal users are cepable
of using western coal, 3) infrasrructure issues affect the feasibility of a
brokerage and have not been addressed, a.g., the owner or operetor of a brekerage

could be a utility, coal company, shipping company, or rallroad company, which
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could affect the type of operation, location, and prices charged, and 4)
"pricing policies, such as pricing based on quantity purchased, have not been

examined.



Knorr, Vezeris, & Wilkie ' - T 21

7 FURTHER CONSIDERATIONS OF A COAL BROKERAGE

The criteria for evaluating the feasibility of a coal delivery system,
such as the brokerage operation, include more. than the delivered prices per
‘unit of coal. Environmental, eéonomic, land-use, and ﬁegﬁlatory considera- _

tions:need also be explofed.

' By allowing for unit train movement, western Yow-sulphur coal can be

made availéble to. small useré. Depending on federal poliéy, the use’of low-

- sulphur coal can be an alternative to large investments in high¥cost scrubbing

Aequipﬁent. By .burning the low-sulphur .coal, government—imposed air qﬁality

standards are more easily met, possibly resulting in increased coal use even -

in non-attainment areas.

The broker/terminal operation simplifies the process of contracting for

. coal suppliés for certain indiyidual firms (parficularly utilities). Rafher
than ééntracfiﬁg &oluﬁes and ratesiseparately‘with the mine, railroad'br liné
haul‘ﬁode, and intermbdal facilities, the firm need'only deal with the brékef
_représentative who will have made these separate conﬁracts as part'of.his/her_

operation and include them in the single rate negotiated andAégreed upon.

Siﬁce all cqal.users, large and small;'wiil be serQed by a local
‘ﬁigh—voluﬁe bfoker, there is less need for individual firms to stockpile'
cdal at'tﬁeir respective plant sites. The single local storage location éf
-coal woﬁld.allow local plants to more productively utilize land currently
set aside for on-site coal storage. .1In those‘regipns where land rents are
high, or the availability of vacant~1and’is>;ight, this can allow a fifmlto

expand its plant without being restricted by local land constraints.

-



" * Knorr, Vezeris, & Wilkie | ' 22

"Aggfegating the demands of a number of relati?ely small c§a1 ﬁsers.and
serving them'through a single broker presents“somé possible disadvantages,
also. In order to justify ﬁnit train.service andifor theiterminal to receive
and locally distribute the coai, some commitments must be made b& iarge users
in-o;der fo insure.that miniﬁum volumes céﬁ be achiéved.' Wifﬁqut such}suppoft,

the establishment of a broker operation is too risky an investment. Small -

usefs,.on the other hand, may not be willing to commit themselves to one source

of coal, preferring instead to buy céal on the spot market in hopes of-purchas—

ing coal at the lowest current rates.

To achiéve the necessary volumes for cost savihgs, a single'coal b?okef;

Qill be the éole distributor“to a region.. The local supﬁly of coal to thé
region's indusfriesland utilities is tied closel& to the operation qf ;he'
Abroker‘syétem.A If any component fails or closes down for any number of'reasoﬁs
(equipmént bfeakdowns, weather, strikes, etc.), the local economy may ﬁe‘
affected.. The laqk.of any individﬁal firm étoring coal, though it means that
the land can be put to more productive uses, also means tﬁét coal supply 151
tied directly to fhe’smooth operation of the broker. Interrupted servicg fér
even a day can conceivably lead to disruption of plant operation. ”MEasures
must be:takenAto insure that such a relatidnship.does not exist and tﬁatbthe

local economy will be protected from short-term interruptions.

Depending on the organizational infrastructure of the broker, a monopoly

or cartel on coal for the subregion results. Though the economies of scale and

their resulting cost savings are achieved, smaller local users may not be able

_to achieve a corresponding price reduction if the broker decides to price as

a monopolist and maximize his profits.

L4
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The bfokerage concept is appiicable to othef regions and commodites
ias well. An area_witﬁ total coél demand high énqugh to justify unit train
delivery can be considered a,éaﬁdidate'for a bfokerage operation. Other
Anéceésary attributes iqclude adequaté rail access to weste£n coai ﬁines,.moderateA
céncentration ofvcoal users'to'ﬁinimize distributioniébsts, adequaté ;oadwéy 6r
.rail access to local useré, adeqﬁate laﬁd for coal storage, énd minimal en&ifon;
mental imbacts.of site develoément. Access to waterborne ;ranSportatibn is
desirable because fhe ability to serve distant coal users on wéteffron# éifes

-

 will increase the volume handled and enable further cost reductions associated '
with such higher volumes. A bfokerage can serve other commodities as well
so long as an area's transportation, location, and demand attributes are

. siﬁilar‘to those mentioned above.

A #reﬁd is developing in'pew terminais which indiéates.potential growth
of the bquerage concept. . New terminals are being désigned for severai usersA"
and/or commodities. . For example, thg Hall Street Coal Tefﬁinal iﬁ St. Lbuis
ﬁas designedito use excess handling capacity for customers other than its.
primary customer, and is capable of storing several types of céal séparateiy.
Also, Detroit Edison is seeking coal customers to buy-excess cépaciﬁy at iﬁs.
new Suéeriof terminal. The emergence of such mﬁltifuser bulk terminal
'facilifies indiéates a growing'interést in'exploitiﬁg thg séale advaﬁcages

‘of large shipments and terminals.
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