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From Board President

Market conditions continue to plague the coal industry. Over 16,000 megawatts
(MW) of retirements of coal fired electric generating units (EGU) were announced in
2017, most of which will be shut down between 2018-2022. In many cases, there
is a concern that too many coal fired EGU’s will be shut down prematurely, resulting
in the loss of reliable, resilient and affordable electricity to consumers over the next
several years.
The American Coalition for Clean Coal Electricity prepared a white paper on the
subject for both PJM and MISO during the “Bomb Cyclone” event on the east coast
in early 2018 showing the percentage of forced outages and electricity provided
by fuel source in PJM and MISO. Together, the two ISO/RTO’s collectively include
127,000 MW of coal-fueled generation capacity, roughly half the nation’s coal fleet.
Overall, coal was responsible for 37% of PJM’s electricity over the four-day period,
compared to nuclear at 27%, natural gas at 22%, and wind at 2%. The balance was
provided by smaller sources of generation. During the same period, MISO reported
up to 42% of the electricity was provided by coal. Forced outages during extreme
weather events are common due to disruptions in fuel supply. During the “Bomb

Forced Outages Due to
Fuel Supply Problems

Source — ACCCE MISO, PJM and the Bomb Cyclone, Two Case Studies for Why We Need a Coal Fleet, Jan. 31, 2018
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Report from the Board President & CEO (continued)
Cyclone” of 2018, the following forced outages due to interruption of fuel supply
were reported by PJM and MISO:
The study was conducted by ACCCE not to favor one fuel source over another, but
to document that a reliable and resilient supply of electricity includes a healthy mix
of fuel sources that include coal. Our members of Western Fuels Association agree
with this logic, coal is a necessary, reliable and affordable fuel source in our service
regions and our Members have significant investments in coal fired EGU’s to supply
affordable electricity to consumers 24 hours a day, 7 days a week. WFA Members
maintain a healthy supply of inventory to generate electricity for consumers for
several weeks to prevent forced outages due to fuel supply disruptions.
It is no surprise that coal fired EGU’s have difficulty competing with subsidized
renewable energy and current low natural gas prices. However, resiliency concerns
still exist, resulting in proposals to provide temporary measures to provide financial
incentives to remaining coal fired EGU’s. On March 7, 2018, Representative Larry
Bucshon (R-Indiana) proposed a bill, “The Electricity Reliability and Fuel Security
Act” which would provide a tax credit to plant operators designed to recover the
lesser of 30% of the cost of operations and maintenance expenses or $13 per
kilowatt of nameplate generation capacity for five years. For an average sized coal
fired EGU, the allowable annual tax credit would be approximately $5 million. The
tax credit would be transferrable, which enables rural electric power cooperatives
and municipal utilities that own or lease coal fired power plants to benefit from the
tax credit. The tax credit is designed to prevent the early retirement of as much as
24,000 MW of coal fired EGU capacity.

Source - National Mining Association
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Report from the Board President & CEO (continued)
The Trump administration has taken measures to slow down the retirements and
closures of mines across the country by taking a second look at how regulations
have impacted the industry and contributed to the loss of jobs. On March 28,
President Donald Trump signed the Executive Order on Energy Independence (E.O.
13783), which calls for a review of the Clean Power Plan. The event signaled
a commitment to the rule of law, cooperative federalism, and sound scientific
rulemaking at EPA. The Clean Power Plan, as originally written, has a direct impact
on the future of existing coal plants, many of which have many years of depreciable
economic life remaining, which would result in higher energy costs to consumers in
the future. The EPA is currently reviewing the rule and may propose a replacement
in 2018. We hope that any replacement to the rule provides for a healthy mix of
electricity generation that takes reliability, resiliency and future affordability into
consideration.
The executive order also resulted in the repeal of the Stream Protection Rule, the
Coal Leasing Moratorium, the withdrawal of 10 million acres of federal land for
mining, and others that posed significant burdens to the United States mining
industry. We applaud the efforts of our industry associations including ACCCE,
National Mining Association, Wyoming Mining Association, Freight Rail Customer
Alliance, and others that helped the industry combat regulations that were often
regulatory overreach, based on unrealistic assumptions and unfair to the industry.

✦ 4 ✦

2017 | 2018 Western Fuels Association Annual Report

Report from the Board President & CEO (continued)
In the United States, coal mining matters...in states that have provided coal to
Western Fuels Association Members in 2017, coal mining provided over 55,000
jobs, over $3 billion in labor income and over $9 billion to the United States
economy.* This contribution to the country has also resulted in lower costs to
consumers while providing reliable electricity.
Western Fuels Association has provided fuel procurement, transportation logistics,
fleet management and other related services to our members since 1974. To date,
we have shipped over 567 million tons.
Coal continues to be an important fuel for the generation of electricity for the
foreseeable future. Coal is an abundant, reliable and affordable solution for
generation while providing stability in pricing and resiliency of the electric grid.
In all current cases, coal is an important component of the Energy Information
Administration’s (EIA) Annual Energy Outlook 2018, comprising nearly a third of the
projected generation in the reference case produced by EIA.

Thank you for taking
the time to review
our annual report.
We appreciate our
relationships with our
stakeholders and look
forward to providing
coal related services for
our Members for years
to come.
Mark Mitchell
President

Meri Sandlin
CEO

*Source - National Mining Association
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Environmental
Permitting for the Future
Mining is heavily regulated by state and federal agencies, including the Office of
Surface Mining, Bureau of Land Management, Environmental Protection Agency,
and U.S. Army Corps of Engineers, as well as the appropriate state and local entities.
Typically, it takes several years to obtain all the necessary permits to mine coal in
the U.S. Western Fuels Association has been obtaining the necessary permits to
mine the 32 million tons of coal reserves under the tract known as the Amendment
2 area. This 306.4 acre federal coal tract was approved for mining in late 2017.
During 2017, Western Fuels Association also began permitting the Amendment 3
area. The 656 acre Amendment 3 area will add about 60 million tons of previously
leased coal to the permit area. The air and archeological permits have been
obtained and the remaining permits are in process.

Reclamation Financial Assurance
Herds of mule deer and pronghorn antelope thrive on previously mined lands.
These herds benefit from more plentiful water sources and vegetative cover. Within
a few years after being reclaimed, these lands become virtually indistinguishable
from the surrounding terrain.
Federal and state regulations require the Dry Fork Mine to have financial assurance
mechanisms in place to guarantee performance or payment of certain long-term
obligations, including mine closure and reclamation costs, federal and state worker’s
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Environmental (continued)
compensation benefits, coal leases and other miscellaneous obligations. The
reclamation of the Dry Fork Mine is currently guaranteed by self bonding. The state
is in the process of revising the financial assurance rules, and may soon require
a portion of the mine’s reclamation be guaranteed with other mechanisms. Dry
Fork Mine’s focus has been to control costs which ultimately are passed on to our
member owners.

Regulatory Outlook
The new Administration has resulted in the elimination of many pending anti-coal
regulations and policies implemented during the prior Administration. While
recent actions to reduce the impacts of the
last eight years of regulatory hurdles have
Twenty-eight states challenged the Clean
helped, we must continue to advocate for
actions that will help utilities continue to
Power Plan, and the U.S. Supreme Court
be able to operate their plants for many
subsequently stayed implementation
years to come. Western Fuels Association
pending judicial review.
will continue to push for a true “all-of-theabove” energy policy that balances the
The Clean Power Plan would cost as much
benefits of reliable, low-cost electricity with
as $4 billion in 2020, rising to $30 billion in
environmental goals. A key part of this is
advocating for federal support to further
2030, according to the EPA.
the development and commercialization
At the same time, it would reduce global
of carbon capture, utilization, and storage
technology (CCUS).
temperature increase by only 0.02 degrees F
We believe technology has proven to be
the best path to reduce emissions. It will
be a challenge to maintain the partnership
between private and government resources
to continue emission reduction progress
in the future. Proposed regulations should
provide industry with sufficient lead time to
invest in new technologies that can achieve
further progress without jeopardizing our
nation’s reliable and low-cost energy.
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(1/50th of a degree F) by 2100, and reduce
sea level rise by only the thickness of two
sheets of paper (0.2 millimeter).
We support repeal and replacement of this
overly-burdensome rule.

✦ 7 ✦

Dry Fork Mine
Safety continues to be a major focus for all Dry Fork Mine (DFM) employees and
contractors. Everything done at DFM must have safety as the first consideration. If
it is not safe, the expectation is that it will not be done until steps are taken to make
it safe.
The journey to safety excellence is a long one, but all employees are becoming
more committed to helping themselves and their co-workers get there. One of the
most obvious signs of this commitment is the number of employees who are willing
to step up and help make things better.
Employee engagement has improved quite drastically from the day just two years
ago when this journey began. Back then, many employees were reluctant to be part
of any team that discussed any issues related to improving the safety culture. That is
not the case now.
This is not to say that employees are ecstatic when they first join one of these
teams because there is still a degree of apprehension for first time team members.
However, once they go through the process to come up with a solution to make
something better, they have a high degree of satisfaction. There is no better way to
make improvements than to have the employees who actually do the work come up
with the solutions.

Continuous Improvement Team #3
In 2017, coal shipments out of DFM exceeded six million tons for the third year in
a row. Although one of the smallest coal mines out of 12 in the Powder River Basin
(PRB), DFM continues to be one of the top three most productive coal mines in the
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Dry Fork Mine (continued)
PRB for the third year in a row when measured on a tons per man-hour basis.
There are several variables that are in DFM’s favor when making this comparison,
but it is impressive for the 82 DFM employees to move the amount of material that
they do with large front-end loaders. The other coal mines in the PRB use the more
productive electric shovels and/or draglines to move most of their material.
As with the rest of the coal industry, DFM saw lower coal prices in 2017. In
addition, like the rest of the industry, DFM cut back on major expenditures because
of those lower prices. However, at DFM, there were three major projects that
commenced in 2016 that needed at least another year to complete.
Because of the economic viability of these projects, and/or the fact that one of the
projects protects an existing asset, these three projects will continue as planned.
These projects include replacing the siding throughout the Plant, updating the
electrical equipment for the train load-out belt that includes the installation of
a variable frequency drive (VFD)
into the system, and replacing
conventional lighting with lightemitting diodes (LEDs).

Plant Siding
The siding replacement project in the
Plant commenced in 2016, continued
into 2017, and will continue over the
next five years. The existing siding
has rusted through in many locations.
The original single, uninsulated
panels will be replaced with sealed,
insulated double-walled siding.
The new siding will provide better
heating efficiency, which in turn
provides a cost savings in lower
propane consumption.
An auto-wash system to clean the
Plant can be used with the new
siding. Auto-wash is faster than
manual wash.
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Loadout — Contrast of West side (new) and
North side (old)
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Dry Fork Mine (continued)
More importantly though, the new siding will make for a safer work environment
for employees. There will be less exposure to potential hazards including a reduced
likelihood of the ice buildup which creates a slipping hazard.

Conveyor Belt System
Another project, one that started in 2016 and finished in 2017, was the update of
the electrical system on CV04, the inclined conveyor belt that is used to convey
coal from the silos to the load-out facility which loads the unit trains.
The 27-year-old system was becoming obsolete. The risk for failure was higher and
the failure would interrupt coal train shipments.
With the update, the electrical system of the
inclined conveyor will be similar to the other
drives located throughout the Plant. The main part
of the upgrade is converting the drive system to a
VFD.
There are many advantages to this. It improves
system redundancy and eliminates the need for
additional spare parts. It is more energy efficient.
A loaded belt can be gradually started with a VFD.
The old system had a slam start and required more
power to get the belt moving to full speed.
Over a two-month test period; there was a 35
percent increase in coal production, but a reduction of
100,000 kilowatt hours in electricity usage. Although
this drive system was completed over a two-year period, conversion to VFDs
throughout the Plant has been occurring since 2013. The remainder of the drive
system conversions will be completed in 2018.

CV04 Variable Frequency Drive

LED System
The last project---converting lighting systems throughout the operation to LED
systems---started in 2017. The planned completion date is 2019. This is a
conversion that is occurring all over the country. There is not much that needs to be
said about this except that it will save money and light better than the old systems.
The value of this conversion is a no-brainer.
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Dry Fork Mine (continued)
Forward-looking

Continuous improvement is a central theme at DFM — from driving the safety
culture to a higher level of excellence to protecting existing assets while minimizing
the financial impact.
In 2018, with the anticipated increase in the strip ratio towards the end of the year
and slowly increasing strip ratios in the upcoming years, a team of employees
will be looking at ways to improve operational efficiency. Previous teams have
developed excellent processes to improve the safety culture. Just like those teams,
it is anticipated that this team will come up with great ideas to improve efficiency.
Everyone is anxious to see their proposals because, at DFM, all employees help
drive all of the processes that are used. There just isn’t a better way to do it.
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MEMBER BENEFITS
Coal Acquisitions and Contract Administration
• Prepare requests for proposals, evaluate bids, and recommend coal suppliers
• Monitor the over-the-counter market for purchase opportunities
• Conduct coal market and transportation research
• Negotiate and administer coal contracts
• Attend scale tests and verify scale results
• Invoice reconciliations
• Compliance management

Coal Transportation
• Bid solicitation
• Train Scheduling
• Fleet management
• Railroad construction / build-out / cost analysis

• Contract administration
• Railcar ownership and leasing evaluations
• Accounting for rail property taxes and insurance

Advocacy and Participation and Support of the Following Trade Associations:
• National Rural Electric Cooperative Association
• American Coalition for Clean Coal Electricity
• National Mining Association
• National Coal Transportation Association
• Mid-West Electric Consumers Association

• American Public Power Association
• Wyoming Mining Association
• Rocky Mountain Coal Mining Institute
• Western Coal Traffic League
• Freight Rail Customer Alliance

Other Services
• Geologic investigation (drilling, mapping, and reserve assessment)
• Land acquisition (leasing or purchasing from private parties; leasing of federal land)
• Permitting (liaison with federal, state, and local government agencies)
• Mine engineering services (mine planning, mining cost estimates, feasibilty studies,
reserve verification)
• Cost estimates for railroad build-out
• Site evaluation and location for new generation facilities
• Contact with local, state, and federal governments
• Contact with Surface Transportation Board
• Legal services
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MEMBERSHIP LOCATIONS
Class A Members

Class B Member

Basin Electric Power Cooperative
Bismarck, ND
Kansas City Board of Public Utilities
Kansas City, KS
Southern Minnesota
Municipal Power Association
Rochester, MN
Sunflower Electric Power Corporation
Hays, KS
Tri-State Generation &
Transmission Association, Inc.
Denver, CO

Sikeston Board of Municipal Utilities
Sikeston, MO
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Class C Members
Arizona Electric Power Cooperative
Benson, AZ
Associated Electric Cooperative, Inc.
Springfield, MO
City of Grand Island
Grand Island, NE
City Utilities
Springfield, MO
Colorado Springs Utilities
Colorado Springs, CO
Dairyland Power Cooperative
LaCrosse, WI
Grand River Dam Authority
Chouteau, OK
Hastings Utilities
Hastings, NE
Heartland Consumers Power District
Madison, SD
Lincoln Electric System
Lincoln, NE
Lower Colorado River Authority
Austin, TX
Missouri River Energy Services
Sioux Falls, SD
Nebraska Public Power District
Columbus, NE
Wyoming Municipal Power Agency
Lusk, WY
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WESTERN FUELS ASSOCIATION DIRECTORS AND ALTERNATES

Back Row: Rex Johnson, Paul Baker, Rick Landers, Mike McInnes, Rick Gordon. Middle Row: Troy
Presser, Mike McQuistion, Stuart Lowry, Dean Bray, Dave Geschwind, Mark Mitchell, Barry Ingold. Front
Row: Joe Leingang, Paul Sukut, Dong Quach, Mike Sorensen.

✦ 14 ✦

2017 | 2018 Western Fuels Association Annual Report

WESTERN FUELS ASSOCIATION OFFICERS

Mark Mitchell
President

Stuart Lowry

Secretary / Treasurer
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Paul Baker

Vice President

Rick Landers

Vice Secretary / Treasurer
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WESTERN FUELS ASSOCIATION TEAM

Back Row: Kim Roach, Manager, Fuel Resources, Beth Goodnough, Manager, Regulatory Affairs & Lands, Jerry Barnaby, Railcar Fleet Manager, Supervisor Escalante Western Railroad. Middle Row: Kenn Gray, Manager, Fuel, Transportation, &
Technical Services, Meri Sandlin, Chief Executive Officer, Kurt Mickelson, Manager, Finance & Admin. Front Row: Susie
Boland, Accounting / Admin. Asst., Laura Vick, Senior Accountant, Sherry Gray, Executive Assistant.
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ESCALANTE RAIL OPERATIONS
From top right:
Micah Carolus, Escalante
Western Railway General Foreman;
Jeremy Malett, Engineer /
Conductor / Signal Maintenance;

Wayne Meador,

Engineer / Conductor /
Maintenance Specialist
Daniel Urioste, Engineer /
Conductor / Maintenance Specialist

Rex Johnson

Western Fuels Association Legal Counsel
Sherard, Sherard, Artery & Johnson

DRY FORK MINE

WESTERN FUELS - WYO.

Dave Gauntner

General Manager, Dry Fork Mine
Western Fuels - Wyoming
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Consolidated balance sheet
(In thousands)

As of December 31, 2017

Assets
Current assets:
Cash and cash equivalents
Investments available for sale
Accounts receivable:
Members
Affiliated companies
Prepaid expenses and other assets
Total current assets

$ 7,866
$
2
$ 9,819
$
59
$ 437
$18,183

Investments in other organizations:
Affiliated
Nonaffiliated
Investment in Western Fuels-Wyoming, Inc. - restricted

$
3
$ 535
$33,824

Equipment and railroad properties
Less accumulated depreciation and amortization
Equipment and railroad properties - net
Furniture, office equipment and leasehold improvements
Less accumulated depreciation and amortization
Furniture, office equipment and leasehold improvements - net

$ 2,995
$(1,784)
$ 1,211
$ 705
$ (697)
$
8

Total assets

$53,764

Liabilities and members’ equity
Current liabilities:
Accounts payable and accrued liabilities:
Coal suppliers, transportation and delivery
Members
Other
Advance collections for transportation costs
Advances from members
Total current liabilities
Other non-current liabilities:
Advances from members
Total other liabilities
Commitments and contingencies (Note 6)

$ 708
$ 9,404
$ 699
$ 1,516
$ 127
$12,454
$
$

Members’ equity:
Patronage capital certificates
Per-unit retain certificates
Capital contributed by member specifically for investment
in Western Fuels-Wyoming, Inc
Accumulated margin (deficit) from investment in
Western Fuels-Wyoming, Inc - designated
Accumulated margin (deficit)
Total members’ equity
Total liabilities and members’ equity
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733
733

$ 5,433
$ 2,564
$34,034
$ (210)
$(1,244)
$40,577
$53,764
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Consolidated statement of operations
(In thousands)

Year ended December 31, 2017

Operating revenues:
Coal sales to members
Transportation revenue from members
Management fees
Other income

$ 143,022
$ 78,588
$
2,003
$
2,473

Total operating revenues

$ 226,086

Operating costs and expenses:
Purchases
Transportation and delivery
General and administrative expense
Depreciation and amortization
Other expense

$ 143,022
$ 78,588
$
3,765
$
64
$
361

Total operating costs and expenses

$ 225,800

Other non-operating income (expenses) net

$

25

Net income from operations before equity method investment

$

311

Equity method investment loss from Western Fuels-Wyoming, Inc designated to specific members
$

(1,738)

Net Loss

(1,427)
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CORPORATE HEADQUARTERS
12050 N. Pecos St., Suite 310
Westminster, CO 80234
Phone (720) 697-6956
Fax (720) 697-6957
www.westernfuels.org

2017 | 2018 Annual Report

WYOMING OPERATIONS
1901 Energy Court, Suite 328
Gillette, WY 82718
Phone (307) 682-8051

ESCALANTE WESTERN RAILWAY
P.O. Box 552
Prewitt, NM 87045
Phone (505) 972-2270
Fax (505) 972-2279

DRY FORK MINE
3629 N. Garner Lake Rd.
Gillette, WY 82716
Phone (307) 682-2839
Fax (307) 682-6468

CORPORATE COUNSEL
Sherard, Sherard, Artery, & Johnson
P.O. Box 69
Wheatland, WY 82201
Phone (307) 322-5555

