
CORPORATE OVERVIEW 
 
An award-winning multidisciplinary consulting firm, Skelly and Loy 
develops cost-effective, practical, and innovative solutions to suc-
cessfully address the issues facing our clients today. 
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Portal 
To The Mining Industry 

Many issues are af-
fecting coal supplies 
to electric utilities. 
These include the 
utility’s need to meet 
air quality standards 
which, in many cases, 
impact the quality of 
coal needed to be 
burned by the utility; 
coal company bank-
ruptcies and consoli-
dations resulting in a 
fewer number of re-
gional and national 
suppliers; the regula-
tory and permitting 
issues confronting 
the mining industry; transportation issues for 
both the trucking and rail industries; competi-
tion in power sales and the need for competi-
tively priced coal; current demand for coal from 
both within and outside the electric utility sec-
tor, and the impact that such demand has had 
on the price of coal; and the depletion of lower 
sulfur coal reserves in the East. As a result of 
many of these factors, Skelly and Loy has been 
called on by several electric utility clients to 
complete due diligence investigations of poten-
tial coal suppliers to provide the utility with in-
formation needed to complete a sound coal 
acquisition strategy. 
 
Skelly and Loy has been providing fuel supply 
due diligence/fatal flaw analyses to the electric 
utility industry since the 1980's. We have wit-
nessed an increase in these services over the 
past several years due to the many issues that 
are impacting the purchase of coal. These in-
vestigations have included the evaluation of 
active surface and underground coal mining 

operations, coal resource (greenfield) sites, and 
proposed or expanding mining sites. Of late, 
and in concert with the fuel planning strategy, 
we have been engaged by electric utilities to 
complete due diligence investigations into lime-
stone supplies needed by some power generat-
ing facilities. 
 
Several components of coal (and limestone) 
supply dynamics are investigated when com-
pleting due diligence investigations. Critical 
areas may include determination of the mineral 
origin (supplying mine or mines); assessment 
of mineral property control (lease versus fee 
ownership); permit status and regulatory/
environmental compliance; reserve confirma-
tion (quantity and quality); mine plan review; 
supplier commitment to other contracts; and a 
financial analysis of the operation to determine 
an acceptable sales price for the coal that will 
allow the mining company to make a reason-
able profit/rate of return on its investment. 
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ELECTRIC UTILITY FUEL SUPPLY  
DUE DILIGENCE INVESTIGATIONS 

    



The time required to 
complete due diligence inves-

tigations is dependent on the util-
ity’s areas of interest/concern, the 

amount of information made available from the 
potential supplier, and the amount of informa-
tion that needs to be generated by Skelly and 
Loy to complete the investigations. Cooperation 
from the supplier generally benefits all parties 
involved. 

 
Several tasks are completed in a logical se-
quence while performing due diligence investi-
gations. Often, as an initial step, a detailed 
data request is prepared and provided to both 
the utility client and mineral supplier. The list is 
discussed with both parties to determine the 
availability and quality of the needed informa-
tion and also to determine what data may need 
to be assembled or prepared to complete the 
investigations. The following represents typi-
cally requested information from the mine op-
erator. 
 
• Property control maps 
• Property deeds and/or lease agreements 
• Detailed geologic information 
• Laboratory results - coal quality and washa-

bility tests 
• Mining permits 
• Equipment inventories 
• Manning tables 

• Operating schedules 
• Production and sales forecasts 
• Cost information 
 
Ideally, Skelly and Loy’s receipt of data re-
quested occurs prior to the next task, a site 
visit. Advanced review of the mine data allows 
us to become familiar with the information and 
to determine deficiencies, if any, early in the 
due diligence process; identifies areas needing 
attention during the site visit; and affords us an 

opportunity to obtain clarifications 
on the data received during the 
site visit. While the receipt of rele-
vant information is fundamental to 
the study, a site visit is equally 
important to gain an understand-
ing of the operation and condi-
tions under which it is operating. 
 
Following collection of informa-
tion, both in advance of and dur-
ing the site visit, Skelly and Loy 
will then begin to analyze the data 
to determine how reasonably and 
consistently they reflect the pro-
posed or actual operations, to as-
sess the dynamics of the opera-

tion and how those dynamics may impact fu-
ture production and costs, and to determine 
the likelihood for the operation to consistently 
meet the terms of the coal/limestone supply 
agreement. During the analytical process, open 
channels of communication should exist 
among the client, consultant, and mineral sup-
plier. The fewer assumptions that need to be 
made by the consultant result in a greater con-
fidence in the results of the investigations. If 
assumptions are made, it is important that 
such assumptions are fully documented in a 
due diligence report, the development of which 
is the next task of the project. 
 
The intended purpose of completing coal and 
limestone supply due diligence is to provide 
assurance to the electric utility that it can rely 
on a specified portion of its fuel needs over a 
defined period. It is important to obtain suffi-
cient information through data collection and 
site visits to allow a thorough analysis of the 
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targeted supplier. The final task in the due dili-
gence process is preparation of a complete and 
concise report. The document should contain 
the scope of the project, identify the objectives 
of the utility, identify assumptions made to 
reach the conclusions presented, and identify 
potential fatal flaws, if any, in the mine opera-
tor’s ability to meet the terms of a fuel supply 
agreement. 
 
The pressing issues and/or reoccurring prob-
lems often encountered during the contract  
period are targeted to be addressed and re-
solved prior to entering a supply agreement. A 
basis of the utility’s expectations and supplier’s 
capabilities should also be established. In order 
to reach these objectives, an effective due dili-
gence investigation should, among other speci-
fied topics, answer the following questions. 
 
1. Does the mine operator have control of 

adequate mineral reserves to fulfill the con-
tract period? 

2. Does the reserve provide the potential to 
supply the quality of coal and/or limestone 
needed to meet the criteria established by 
the contract? 

3. Have adequate geological investigations 
been completed to accurately evaluate the 
reserve? 

4. Have adequate material samples been col-
lected and analyzed to determine run-of-
mine and clean quality characteristics? 

5. If proposed, can beneficiation be per-
formed at an economical 
price to enhance the 
quality of the product to 
standards required? 

6. Is the mine adequately 
and logically planned? 

7. Have the necessary per-
mits, licenses, and regu-
latory approvals been 
obtained to execute the 
proposed mine plan? 

8. Is the operation in com-
pliance with safety and 
environmental regula-
tions? 

9. What other 
sales obligations 
does the operation have 
that could impact the opera-
tor’s ability to fulfill the terms of the 
agreement under consideration? 

10. Is the mine adequately and appropriately 
staffed to meet current production levels? 

11. If the mine is proposing increased produc-
tion to meet sales commitments, can addi-
tional staffing requirements be achieved? 

12. Is adequate equipment assigned to the 
mining operations? 

13. Is the equipment properly maintained? 
14. Is the mine adequately capitalized and 

does the operator have the necessary fi-
nancial resources to be commercially vi-
able? 

15. If any, what is the nature of the producer’s 
historical non-performance issues? 

 
Such investigations are not needed for every 
fuel supply agreement entered into; however, 
when the utility has the need or concern to be 
prudent in fuel acquisitions, a due diligence in-
vestigation can fulfill that need. The need for 
and level of due diligence investigations are 
driven by a number of factors including the util-
ity’s prior experience with the fuel supplier, the 
length of the contract, and the number of tons 
to be delivered. While the list above outlines the 
general questions to be answered, a utility’s 
specific objectives will ultimately drive the scope 
of due diligence investigations. 
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