





Thus, this matter presents a choice among two alternatives. FPC can
continue to purchase capacity and snergy under the OCL contract or
pay the early termination fee, and obtain capacity and energy from
another source during the last ten years of the contract.

;. The Commission’s Rules Reguire that OF Contract

Modifications be Bvaluated Against the Utility’s Avoided
Coat and Avoided Coet is Defined by the Commission’s

Rules.

Commission Rule 25-17.0836 addresses modifications to
approved QF contracts. Rule 25-17.0836(6) provides:

“The modifications and concessions of the utility and

developer shall bs evaluated against both the existing

contract and the current value of the purchssing utility’s
avoided cost.”

The ™“purchasing utility’s avoided cost” is defined under
Commission Rule 25-17.0832(3). In approving the original contract
between FPC and OCL, the Commission set out the standards for
approval required by Rule 25-17.0832(3).? The Commission stated

that Rule 25-17.0832(2) requires “that in reviewing a negotiated

Attachment A to FPC’s Petition.
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Eirn _Capacity and Ensrgy hy Klorida Poser Corporation. Docket No.
910401-EQ, Order No. 24734 91 FPSC 7:296, 303 (July 1, 1991}, The
Commission renumbered Rule 25-17.0032 in 1997.Thus, the citation in
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firm capacity and energy contract for purposes of cost recovery,
the Commission shall consider the following factors” relevant here:

First, “Whether the present worth of the utility’'s
payments for firm capacity and energy to the
QF over the life of the contract is projected
to be no greater than the present worth of the
vear-by-year deferral’ of the construction and
operation of a generating facility by the
purchasing utility over the life of the
contract, or the present worth of other
capacity and energy costs thet the contract is
designed to avoid;” and

Second, “Whether, to the extent that annual firm
capacity and energy payments made to the QF in
any year exceed that year’s annual value of
deferring the construction and operation of a
gensrating facility, or other capacity and
energy related costs, tha contract contains
provisions to ensure repayment of the amounts
that exceed that ysar’s value of deferring the
capacity if ths QF fails to deliver firm
capacity and energy under the terms of the
contract.”

The Commission concluded that the OCL contract satisfied the cost-
effectiveness requirement of Rule 25-27.0832(2), since the NPV of
FPC’s contract payments “will be no greater than the present worth
of the value of a year-by-year deferral of FPC’s avoided costs.”’

Thus, Rule 25-17.0832(3) sets out the Commission’s choice of
the value of deferral method in calculating the utility’s avoided
cost for the purposes of calculating capacity payments under QF
contracts. The mandate that utility’s pay QFs full avoided cost is
imposed by the federal Public Utility Requ.latory Policies Act
("PURPA") . Sgs :

Docket No. 020406-!:0, Order No. 12634,
83 FPSC 10:150, 168 (September 2, 19013).

‘91 FPSC 7:296, 305.



The FPC avoided unit used to set the payments under the OCL
contract was a coal-fired unit.' Page 18 of the Order approving
the OCL contract compares the contract’s annual costs with FPC’s
avoided costs.* This comparison shows, among other things, a
steadily escalating stream of capacity pnyn-nts to OCL and reflects
that the OCL payments are nearly identical to FPC’s then annual
value of deferral. The contract capacity payments escalate
steadily until, in the final year of the contract, a payment of
more than $51 million is due to OCL. During the last ten years of
the contract term, the years proposed to bs terminated here, the
annual capacity payments escalate from about $31 million to more
than $51 million. Page 18 of the Order also shows that the OCL
payments never exceed FPC’'s annual “value of deferral,” the second
applicable standard. Thus, the OCL contract satisfied the
Commission’s standard for cost-sffectiveness.’

As mandated by Commission Rules 25-17.0836(6) and 25-17.0832,
during the hearing on the proposed modification, FPC presented a
comparison of the projected cost under the original OCL contract
and the projected cost under the early termination modification.
Hearing Ex. 3 at LGS-7. FPC’s analysis compared the cost of the

capacity and energy provided by the OCL contract with the cost of

*Id. at 91 FPSC 7:296, 298.

‘Id. at 91 FPSC 7:296, 313.

Id. at 91 FPSC 7:296, 304-05.
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capacity and energy to be provided by a gas fired, combined cycle
unit during the years terminated by tho_lﬂdiﬂcation. Ex. 1 at
LGS-6. Thus, as required by Rule 25-17.0036(6), FPC evaluated the
modification against “both the existing contract and the current
value of the purchasing utility’s avoided cost.” FPC’s analysis
also demonstrates that the OCL modification satisfies the
Commission’s standards for approval of QF contracts.

FPC’s comparison shows that the proposed modification is
expected to provide consistent and substantial savings in each

year. The savings sxpected by FPC in each year are:

Isax

2014 $36,123,000
2015 38,275,000
2016 40,575,000
2017 42,087,000
2018 45,365,000
2019 47,965,000
2020 50,824,000
2021 53,645,000
2022 56,652,000
2023 59,847,000

Iotal Customar Savings: $472,179,000
Ex. 1 at LGS-7. :

The contract modification provides these savings in future
years. Therefore, to perform a valid comparison of costs incurred
in earlier years with savings realized later, it is necessary to
reduce the savings to a net present value ("NPV®) basis and compare
the NPV of the savings of the modification to the NPV of the costs

under the OCL contract. If this comparison produces a positive



NPV, after applying the appropriate discount rate, then the
modification provides a net benefit and should be approved. Tr.
Vol. 3, p. 356." Rule 25-17.0832(6) (a) defines the discount rate
to be used when determining the purchasing utility’s avoided cost.
Among other things, Rule 25-17.0832(6) (a) specifically defines the
annual discount rate to be used in calculating avoided cost as “the
utility’s after tax cost of capital.”

FPC calculated the NPV of the savings using FPC’s after tax
cost of capital as the discount rate as required by Rules 25-
17.0836(6) and 25-17.0032. FPC’s analysis shows an expected
positive net present valus benefit to customers of $34,647,000.
Ex. 1 at LGS-7. Thus, FPC’s analysis demonstrates that the OCL
contract modification is beneficial to customers when evaluated
against both the existing OCL contract and FPC’s avoided cost.
Therefore, the modification must be approved because it satisfies
the standards set by the Commission’s Rules.

It is crucial to any comparison of revenue or payment streams
over time to use an appropriate discount rate in calculating NPV,
The Commission’s Rule 25-17.0032(6) specifies the proper discount
rate to be the utility’s after tax cost of capital. The importance

of using the discount rate with which the utility’s avoided cost is

“Throughout OCL’s Brief, citations to the hearing transcript
are in the following form Tr. Vol. v P. ¢ Tr. meaning
“Hearing Transcript,” Vol meaning “volume” and p. meaning “page
number.”




determined pursuant to Commission rule is 1illustrated by the
Commission’s consideration and approval of the original OCL
contract. As was described above, the capacity payments to OCL are
based on a coal unit and escalate over the life of the contract.’
This general shape of the OCL contract payment stream is created by
the Commission’s approval of the value of deferral method for
calculating payments for firm capacity and energy contracts.!° The
value of deferral method is not the exclusive method for
calculating payments under firm capacity and energy contracts., As
is apparent from the second express standard for approval of
negotiated capacity contract payments set out above, any other
contract paymsnt structure is accsptable, a0 long as the NPV of the
total contract payments does not exceed the NPV of the total
payments calculated using the value of deferral method. Rule 25-
17.0832(3) (¢} .

For example, FPC provided a calculation of the annual revenue
requirements for the 1991 coal-fired generating unit used to set
the OCL payments. Composite Ex. 7 at LGS-5 entitled “Comparison of
OCL Contract Buyout to Coal-fired Generation.” The shape of the

revenue requirements stream shown by FPC for this coal-fired unit

9 »
Eimm Capacity and Enargy by Flaorida Posmar Corporation, Docket No.
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relation to cogansaration, Docket Mo. 820406-EU, Order No. 12634, 83
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is the opposite of the payment stream shown calculated by the value
of deferral method in that the revenus requirement stream declines
over the life of the unit while the value of deferral stream
escalates. However, the NPV of the two revenue streams are
precisely the same.

Moreover, the NPV of the revenue requirements stream shown by
FPC for the coal-fired unit fis virtually identical to the NPV of
the OCL contract capacity payments approved by the Commission.'!
This equivalence of the NPV of the value of deferral and revenue
requirements is the result required by the Commission’s value of
deferral pricing methodology =-- the value of deferral payment
stream must be equivalent to the revenus requirements stream on an
NPV basis over the life of the contract. As the Commission
recognized in adopting the value of deferral method:

“the value of deferral method will, over the thirty-year

depreciation life of the avoided unit, pay a QF the same

amount it would have received if its capacity payments had
been based on deferred revenus requirements. That is, at the
end of thirty years, a QF would have received the same total
amount on a present value basis, under either methodology: the
difference betwesn the two methods lies in the level of
payment in any given year in that thirty-year period.”!

However, the calculation of NPVs will result in an equivalent NPV

for both the value of deferral and revenue requirements streams

icompare Id., 91 FPSC 7:296, 313 gith Composite Exhibit 7 at
LGS-S‘

lzm . - s
. Docket No. 820406-BU, Order No. 12634, &3
FPSC 10:150, 168 (September 2, 1983).



only if the discount rate used is the same discount rate used to
produce avoided cost (i.e. the utility’s after tax cost of
capital). 1If a different discount rate is arbitrarily substituted,
the calculation will erroneously yield different NPVs for the two
streams, but the calculation is meaningless (except to illustrate
the principle that use of the avoided cost discount rate is
critical to a valid comparison). Revenue streams used to determine
avoided cost cannot be meaningfully compared without consistently
applying the avoided cost discount rate -- the utility’s after tax
cost of capital -- as mandated by Rule 25-17.0832(6) (a).

Rule 25-17,0832 provides numerous examples of the requirement
for the use of the avoided cost discount rate in calculating the
NPV of the utility’s avoided cost. As already stated, the value of
deferral method is not the only method for calculating payments
under firm capacity and energy contracts that will satisfy the
criteria of te Commission’s Rules. In cases in which payments are
structured so that a payment in a given year exceeds that year’s
value of deferral, the contract must provide adequate assurances of
repayment, over the life of the contract, of amounts exceeding the
value of deferral for that year. Payments could, therefore, be
structured using the revenue requirements as the basis for the
payment. However, the repayment must be calculated based on the
avoided cost discount rate. Once again, if an arbitrarily

different discount rate were subltitutod in calculating the



“repayment” then the “repayment” would not result in avoided cost
being paid or, stated differently, that the excess over value of
deferral would be repaid.

Rule 25-17.0832 provides additional illystrations of the
principle that no valid evaluation against avoided cost can be made
without the use of the avoided cost discount rate. Rule 25-
17.0832(6) (b) provides for early capacity payments in advance of
the in service date of the unit. The Commission’s Rule provides
for a consistent comparison with the utility’s avoided cost and
thus defines discount rate, oncs aga;in. to mean the utility’s after
tax cost of capital. Rule 25-17.0032(6) (b). Rule 25-17.0832(6) (c)
similarly permits the use of levelized and early levelized capacity
payments and, consistently with every other calculation of the NPV
of avoided cost, defines the discount rate to mean the utility’s
after tax cost of capital.

Moreover, use of the avoided cost discount rate is crucial in
considering any least-cost generating alternative. For example,
in considering the original OCL contract, the Commission was
required to determine the type of generating facility to be used as
FPC’s avoided unit for the purpose of setting capacity and energy
payments. Importantly for issues involved now, the Commission

noted that the total costs of a coal unit were higher than the
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total costs of a gas fired combustion turbine until the year 2008.'’
However, the Commission approved use of the coal unit because it
was expected to be cheaper over the entire life of these units.
The calculation would have come out differently if the Commission
had used a discount rate other than the avoided cost discount rate,
but such a comparison would be mesaningless and would not reflect
the utility’s avoided cost.

The Commission’s Rules ensure a valid comparison with the
utility’s avoided cost by requiring the use of the utility’s after
tax cost of capital as the discount rate for evaluating generating
alternatives, such as the OCL contract. Generating alternatives
are not investment opportunities for utility customers. Utilities
in Florida operate under a duty to serve and thus aust plan for,
finance, construct and operate such generating plant as is
necessary to provide service.!* Thus, a utility’s retail customers
are inevitably confronted, economically, with the costs of the
utility’s generation regardless of whether the power purchased by
the customer was generated by the utility or purchased by the
utility from a QF. For the purpose of evaluating generating
alternatives, the utility’s cost of cabital, therefore, is the

customer’s cost of capital. Utilities are required by Commission

13 .

Firm Capacity and Ensrgy by Florida Posar Corp., Docket No. 910401-
EQ, Order No. 24734, 91 FPSC 7:296,298 (July 1, 1997).

“Ela. Stat. § 366.02 (1997).
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Rule 25-17.082 to purchase power from QFs at the utility’s avoided
cost. The obligation to purchasse from QF's at full avoided cost was
intended to preserve the utility’s relationship with its customers.
As the Commission observed:

“*Part of the implementation scheme set out by FERC!* for

developing cogeneration is to pay cogenerators “avoided cost”
for their power. Those costs are defined as the cost which

would be incurred had the facilities been constructed and
operated by utilities. The concept is designed to keep the

ratepayers ‘neutral’ since they would pay cogenerators what

they would otherwise have paid the utilities.”!¢

This case presents a classic, routine, standard analysis. The
question presented here is whether it is cheaper for FPC to obtain
capacity and energy under the OCL contract or pay the costs
necessary to obtain capacity and energy from another source during
the last ten years of the contract. This case presents the same
analysis used by the Commission every time it evaluates “least cost
generating alternatives” in any context. The analysis is the same
every time the Commission evaluates “least cost generating
alternatives” under the Power Plant Siting Act in determination of

need proceedings.”’ T™he analysis is the same in setting

1°Seg Public Utilities Regulatory Policies Act, 16 U.S.C. §
824:’ Rule 25-110002- l'll- mno cm-

1€ .

af_cogsneration agrasment sith AES Cadar Bay. lInc., Docket No.
881570-EQ, Order No. 20954 89 FPSC 4:60, 62 (April 7, 1989).

"Fla, Stat. § 403.519 (1997) (the Commissjion shall consider
“whether the proposed plant is the most cost-effective alternative
available.”).
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conservation goals.! The analysis is the same in setting avoided

cost for standard offer comntracts or negotiated QF contracts.!” The

analysis is the same in setting early capacity payments under

negotiated QF contracts.® There is simply no basis to use a

different discount rate when considering the OCL modification as an

alternative to the last ten ysars of the original contract and to
do so would directly contradict the mandate to compaie the
modification to “the utility’s avoided cost.” Rule 25-17.0836(6),

Fla. Admin. Code.

I3. The Commission should reject the Invitation to Ignore the
Commission’s Rules and Agply & Discount Rate Different than
FPC’s After Tax Cost of Capital.

Mr. Larkin and Mr. Stallcup invite the Commission to violate
its own Rule by ignoring FPC’s avoided cost in evaluating the
contract modification. The analyses performed by Mr. Stallcup and
Mr. Larkin are each radically inconsistent with the determination
of the utility’s avoided cost as mandated by the Commission’s
Rules. In Mr. Stallcup’s words, his analysis “views the proposed
buy out as a potential investment opportunity being offered to FPC
ratepayers and is evaluated on the basis of whether or not the

investment will provide a reasonable return.” Tr. Vol. 3, p. 347.

%Rule 25-17.0021(S)(n), Fla. Admin. Code.

Rule 25-17.0832, Fla. Admin. Code..

2’Rule 25-17.0832(6) (b), Fla. Admin. Cods.
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Mr. Larkin similarly argues that “the discount rate should reflect
the risk being taken by the ratepaysr and not the cost of capital
that the Company receives based on its monopoly enterprise.” Tr.
Vol. 2, p. 233. The concept of a generating alternative as an
1nves.tment opportunity to investors is mentioned nowhere in the
Commission’s rules. To the contrary, the Commission’s Rule 25-
17.0836(6) requires the Commission to evaluate the modification

against “both the existing contract and the current value of the

purchasing utility’s M cost.” The discount rate required by
Rule is the utility’s after tax cost of capital, on which that
avoided cost is necessarily based.

The approaches of MNr. Stallcup and Mr. Larkin vioclate the
Commission’s Rules. MNeither Mr. Larkin nor Mr. Stallcup made any
attempt whatsoever to ensure that their respective analyses were
consistent with the Commission’s Rules. Saa, £.g. Tr. Vol, 2, p.
302. Mr. sStallcup was aware that his approach conflicted with that
used by the Commission in approving the initial OCL contract. Tr.
Vol. 1II, p. 405. Mr. Larkin conceded that he knows next to
nothing about the Commission’s Rules governing QF contracts and
modifications. Tr. Vol. II, p. 302. Mr. Stallcup was aware of
no other proceeding in vhich the Commission had attempted to employ
a “risk adjusted discount rate” methodology in any context. Tr.
Vol. III, p. 389. Mr. Larkin likewise could cite no proceeding in

which the Commission used a hypothetical credit card rate, as he
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proposed, to set a discount rate for utility full avoided cost. Tr.
Vol. 2, p. 259.

Both Mr. Stallcup and Mr. Larkin assert that a discount rate
other than the utility’s after tax cost of capital should be used
here because the payments under the modification are recovered
directly from customers through the fuel adjustment clause. Tr.
Vol. 2, p. 259; Vol. 3, p. 352 - p. 353. 7This is no distinction at
ali. All approved QF payments are recovered directly from
customers through the adjustment clauses.?®? As the Commission
stated, approved QF payments may always be “recovered through a
utility’s Fuel and Purchased Power Cost Recovery Clause without
further ado.”* '

Most fundamentally, though, the Commission’s Rules dictate the
discount rate to be used when establishing full avoided cost and
when comparing payments to that avoided cost. The Commission’s
Rules require use of Florida Power Corporation’s after tax cost of
capital as the discount rate. Rules 25-17.0836(6) and 25-
17.0832(6) (c), Fla. Admin. Code.

The Commission’S Rules cannot be ignored. Section
120.68(7) (e) (3), providing for judicial review of agency decisions,

requires that agency action cannot be ®“inconsistent with agency

“'Rule 25-17.0032(8) (a), Fla. Admin. Code.

“gee :
relation to cogensration, Docket No. azocoa-w, Order No. 12634, 83
FPSC 10:150, 168 (September 2, 1983).

15



rule.” An agency’s action that is inconsistent with the agency’s
rules is invalid.?®* Even if the Commission were presented with a
good, equitable reason to do so -- and it has not been presented
with such a reason here -- the Commission is bound to abide by its
Rules.? It is “well established that courts have the right to
review and grant relief from administrative action which is
arbitrary, capricious, unreasonable, discriminatory, or oppressive,
or which constitutes an abuse of discretion.*?* Moreover, “agency
action which yields inconsistent results based upon similar facts
without reasonable explanation, is improper.”* Florida
Administrative Law provides that an agency should and must decline
invitations to change the rules in the middle of the game.

Use of any discount rate other than the utility’s after tax
cost of capital means that there is no consistent standard for
comparing a contract modification to the utility’s avoided cost.
In fact, changing the discount rate for contract modifications
would mean that a contract signed on day 1 would be judged on a

completely contradictory standard when a modification is proposed

2In xe: Hearings on load forscasts. stc,, Docket No. 890004-
EU-A, Order No. 22271 89 FPSC 12:58, 61-62 (December 7, 1989),

“See, £.0., Marzaro w. Dep’t of Bua. & Brof. Reg., 622 So.2d
1189 (Fla. lst DCA 1993),

s

Rehabjlitative Services, 584 So.2d 39, 40 (Fla. 4th DCA 1991).
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provide a total, positive NPV benefit of ‘100,260.000 to FPC’'s
customers. JId, A copy of Exhibit 15, modified to show the results
of the replacement case under a gas contract for prices equal to
Mr. Stallcup’s worst case scenario and with results agreed to by
Mr. Stallcup is attached as Attachment “A.” This conclusion
illustrates two important points. First, the savings under the
modification are truly enormous and easily withstand all reasonable
inquiry. Second, Mr. Stallcup's risk adjustments are inherently
irrational and untrustworthy since his analysis leads to an NPV
increase of more than $100 million by contracting for the worst
expected gas prices and thereby removing the “risk” of obtaining
better, cheaper gas prices. Put another way, a methodology that
encourages pursuit of the worst expected alternative makes no
sense.

The suggestions of discount rates other than FPC’'s after tax
cost of capital accomplish nothing s0 much as to illustrate the
enormous savings offered by the contract modification. The savings
provided by the OCL modification are s0 large that the nodl.ﬁcation
easily withstands any credible economic analysis. Even were the
Commission’s Rules to permit use of a discount rate other than
FPC’s after tax cost of capital, the conclusion would be the same.
The modification offers tresendous savings that should be secured

for the benefit of FPC’'s customers.
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payments exceeding the value of deferral in any particular year so
long as the total valus of deferral over the life of the contract
is not exceeded and the QF contract provides adequate assurance of
repayment of amounts in excess of the valus of deferral. In other
words it is irrelevant, under the Rule, that payments are
relatively higher or lower than the value of deferral in any
particular year so long as the total payments over the life of the
contract do not exceed the cumilative NPV of the value of deferral
and the contract assures repayment. Indeed, capacity payments made
even in advance of the in service date of the QF are permissible,
so long as the contract contains adequate provisions to ensure
repayment of amounts in excess of the value of deferral in the
event the QF fails to perform.™

“Intergenerational equity” cannot be used as a basis to ignore
the economics of generation. ™Intergenerational equity” cannot be
used to justify an arbitrary selection of a portion of a contract
and an elevation of that portion to preeminent importance
regardless of the economics of the entire contract or other
generating alternative. The Commission should reject attempts to
ignore its Rules and the economics of electricity generation based

on nebulous concepts such as “intergenerational inequity.”

“Seg, Rule 25-17.0832(6) (b), Fla. Admin. Code., Sge alsq, Jo

Re. _Florida Possr £ _lLight Company’s Pstitioco. for Approval of

4

» Docket No, 861461-EI, Order No. 17355 at p. 2 (April 1,
1987).
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v. No Credible Evidenos wes Presentsd to Support Rajection of
FRC’'s Tual Price Foreocast.

FPC's analysis was based on its standard fuel price forecast
used in all its generation planning. chposite-Bx. 1 at LGS-3.
The methodology used in preparing FPSC's forecast was unchallenged.
Likewise, the economic assumptions underlying FPC's forecast were
unattacked by any witness.

Still, Mr. Stallcup asserted that FPC’s gas price forecast was
too low and offered his own set of fuel forecasts, even though he
admitted he has no expertise in gas price forecasting (Tr. Vol, 3,
p. 398), was uncertain of the economic assumptions underlying his
forecasts he sponsored (Tr. Vol. 3, p. 391) and admitted that the
forecasts he sponsored did not take into account factors unique to
Florida or FPC. Tr. Vol. 3, p. 397-398,

The only action Mr. Stallcup performed personally to attempt
to verify the forecast he sponsored was to compare it to another
set of forecasts he created and mischaracterized as a “consensus
forecast” of all Florida utility ten year site plan forecasts. Tr.
Vel. 3, p. 390. During the hearing, Mr. Stallcup admitted that
this so-called “consensus” forecast was not the composite of
utility ten year site plan forecasts, since none of the utilities’
ten year site plan forecasts projected fuel prices through the term
of the OCL contract. Tr. Vol. 3, p. 391. Instead, Mr. Stallcup
admitted that he actually created the supposed “consensus” forecast

by carrying the utilities®' forecasts forward at whatever escalation



rate existed during the last year of each individual utility’s
forecast. Jd.

Mr. Stallcup admitted that none of the utilities agreed with
his “forecasting” methodology. Tr. Vol. 3, p. 391-392,

Moreover, because of his conceded lack of forecasting
expertise, Mr. Stallcup was unaware of this Commission’s stated
skepticism with forecasts, such as Mr. Stallcup’s, that- predict an
ever-widening divergence between the price of coal and the price of
natural gas. Tr. Vol. 3, p. 411 - 413.* A forecast that predicts
an ever-widening divergence of the price of gas above the price of
coal creates an inherent bias in favor of coal generation. For
example, in considering a pstition by ‘l'aﬁa Electric Company for a
determination of need for a generating facility, the Commission
observed:

“The type of generating unit chosen is not necessarily
driven by fuel cost per se; rather, it is the difference in
cost among competing fuels. TECO’s fuel forecast projects a
widening differential between coal and natural gas or oil,
when in fact for many years the cost differential between the

cost of coal and the cost of natural gas has remained
relatively constant.””

The divergence hetween tha price of coal and gas predicted
by Mr. Stallcup is shown on Ex. 1 at LGS-2 which shows Mr.
Stallcup’s fuel price forecasts (“Trendlong,” “Pessilong,” and
“Optilong” forecaats}. ’

7 .

Electrical Powar Plant and Bslated Facilitiss, Docket No. 910883~
EI, Order No. PSC-92-0002-FOF-EI 92 FPSC 3:19, 24 (March 2, 1992).
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Similarly, the Commission cited an unsubstantiated prediction of a
divergence between the price of coal and the price of gas as a
significant factor in rejecting a petition for determination of
need to build a coal~fired generating facility. The Commission
stated, “We have been concerned for some time now with fuel price
forecasts that project increasingly divergent prices between the
prices of coal and natural gas or oil. Actual price comparisons do
not support these forecasts.”” The Commission concluded “No
witness offered a convincing explanation as to why there will be a
major divergence betwesn coal and natural gas when this has not
occurred in tha past.*” Thus, the Commission determined that the
evidence did not support the cost-effectiveness of a coal-fired
unit,

Mr. Stallcup’s forecasts, and especially his pessimistic
forecast predict an ovor-uiduniuq divergence between coal and gas
prices. Previously the Commission found this trend to be
unsupported and contrary to historic trends. Mr. Stallcup’s
pessimistic forecast predicts thet the differential between gas and
coal prices will increase 9.4 times over the life of the OCL
contract. Indeed, Mr. Stallcup's pessimistic gas forecast is so
high that is it “off the chart” of his “consensus forecast.” Tr.

"III Ie: I”It El:l:’ll to !'“ l : || 4 I | I
plant, Docket No. 920520-EQ, Order No. PSC-92-1355-FOF-EQ 92 FPSC
11:363, 373 (November 23, 1992).

®ld. 92 FPSC 11:363 at 376.
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