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UNITED STATES OF AMERICA
BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Grid Reliability and Resilience Pricing ) Docket No. RM18-1-000

COMMENTS OF THE OHIO COAL ASSOCIATION
IN SUPPORT OF PROPOSED RULE

Pursuant to the October 2, 2017 notice issued by the Federal Energy Regulatory

Commission (“FERC” or “Commission) in the above-captioned docket, the Ohio Coal

Association hereby files these initial comments in support of the rule proposed by the Secretary

of Energy on September 28, 2017 (“Proposed Rule”). The Ohio Coal Association believes that

the Commission must act expeditiously to approve the Proposed Rule and require each

Commission-approved regional transmission organization and independent system operator

(collectively, “RTO”) to revise their tariffs to ensure that eligible grid reliability and resiliency

resources (as defined in the Proposed Rule) receive payments for electric energy and capacity

that ensure their recovery of costs and a fair return on equity. Adoption of this rule will sustain

the long-term viability of critical coal-fired power plants while preserving jobs and economic

enhancements of the coal mining industry in Ohio and elsewhere, whose production provides for

the continued operation of those generating stations.

The Proposed Rule correctly and reasonably concludes that the “resiliency of the nation’s

electric grid is threatened by the premature retirements of power plants that can withstand major

fuel supply disruptions” and that “[t]hese fuel-secure resources are indispensable for our

economic and national security.” Fuel-secure generating resources, capable of generating

electricity when external fuel supplies are interrupted or unavailable, are critical to the ability of
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the Commission to fulfill its Congressionally mandated responsibility to protect consumers and

promote the orderly production of electric energy at reasonable rates.

Currently effective RTO electric market rules approved by FERC largely ignore the

attributes and benefits provided by existing baseload coal generating plants, which play a critical

role in ensuring that a diverse generating resource mix is maintained; reducing the risk of major

power supply outages; maintaining power quality; minimizing the risk of severe price spikes;

and, perhaps most importantly - keeping long-term wholesale electricity prices at reasonable

levels.

The failure of FERC to require that RTO market rules take these factors into account and

properly compensate these critical baseload resources is in direct conflict with FERC’s core

responsibilities under the Federal Power Act, which now require FERC to modify its rules to

compensate existing baseload plants for these benefits.

II. BACKGROUND

The Ohio Coal Association is a trade association dedicated to representing Ohio’s coal

industry. As a united front, the Association is committed to advancing the development and

utilization of Ohio coal as an abundant, economic and environmentally sound energy source. In

2016 our 17 members representing 95% of the industry in Ohio mined 13 million tons of coal for

baseload generation. Over 60% of electrical energy generated in Ohio is produced by burning

coal. A failure of FERC to adopt the Proposed Rule would adversely affect rate payers and

cause substantial increases in consumer electricity bills in Ohio, and have serious economic

consequences for our members and their customers, vendors, and employees.
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III. COMMENTS

Current FERC policy and RTO market rules do not properly reflect the benefits provided

by baseload coal generation, and must be modified for FERC to meet its responsibility under the

Federal Power Act. The Commission has a core responsibility under the Federal Power Act to

ensure that sufficient generating resources are available to keep wholesale electricity costs at

reasonable levels.

The Commission’s authority is sufficiently broad to include every one of the elements of

“resilience” identified in the Proposed Rule and the DOE Staff Report issued in August. While

the Commission’s current wholesale market rules have achieved many benefits, they do not take

into account the value of resource diversity in reducing the future risk of outages; they have

repeatedly resulted in premature retirement of generating units that are less expensive to operate

than the marginal cost of new generation; and, finally – and perhaps most significantly – FERC’s

regulations do not take into account the importance of maintaining generation resource diversity

in meeting the Commission’s core responsibility under the Federal Power Act of ensuring that

electricity costs remain at reasonable levels on a long-term basis.

There is an immediate and critical need for adoption of the Proposed Rule. Since 2011,

many coal (as well as nuclear) power plants have prematurely retired as a result of cheap natural

gas prices. Since 2012 to 2017 nearly 60,000 MW of coal capacity has been retired. Through

2020, an incremental 22,159 MW is already scheduled for retirement—with projections

constantly increasing. In Ohio alone, some 6,533 MW of coal capacity has already retired, and

an additional 4,958 MW are scheduled for retirement.

With lower wholesale price of electricity due to falling natural gas prices and increasing

low marginal cost renewables, coal plants make less money and become increasingly financially



4

distressed. Eventually, dismal revenue projections and falling profits lead to a management

decision to shed unprofitable assets. While other issues—including increasing environmental

burdens for coal—were contributing factors, the core issue boils down to economics. If

wholesale electricity prices were higher, for example, it would be profitable for a coal plant to

install new emission scrubbers and the magnitude of coal retirements would be significantly

lower.

The many closures of coal plant have resulted in the reduced use of coal. Coal

production has dropped 17 million tons in 2015 to 9 to 10 million tons predicted through the end

of 2017.

In addition, future retirements of coal generation will only continue to increase demand

for natural gas generation. The number of such retirements is likely heavily dependent on

actions that FERC will or will not take to modify its market rules. Absent such modifications, it

is entirely plausible that within the next decade significant additional coal capacity may be

retired, leading to additional employment losses and further increasing the vulnerability of the

grid to natural gas price shocks, and further increasing the potential for such shocks by placing

increased demand on natural gas supplies. In fact, 4,958 MW of coal capacity in Ohio is

scheduled for retirement between now and 2030.

Maintaining existing baseload generation is necessary to ensure low, long-term

reasonable wholesale power prices. The DOE Grid Study shows how a diverse bulk power

supply system is necessary to provide reliability and resilience in terms of keeping the lights on.

But wholly in addition to keeping the lights on, recent studies show that a diverse power supply

that includes currently operating baseload resources is the most cost-effective means to ensure

reasonable wholesale power costs on a long-term basis.



5

In addition, coal generation avoids potential spikes in electricity prices due to a sudden

shortage of natural gas supplies, such as what occurred during the Polar Vortex and which could

also occur as the LNG market increases dramatically. Moreover, shortages in natural gas can

cause long periods of needlessly high electricity costs with far reaching impacts on the U.S.

economy and jobs.

As explained above, while reliability always has been an important issue, the

Commission’s core responsibility under the Federal Power Act is to ensure that wholesale

electricity costs remain at reasonable levels. This requires, among other things, minimizing the

frequency, severity and duration of price spikes in the electricity and natural gas markets and

avoiding sustained periods of needlessly high prices.

Baseload resources, which are capable of operating at high capacity factors and having

stable costs, play a vital role in achieving these goals. The Commission has made no effort,

however, to compensate stable-cost baseload plants for the benefits they provide craft its rules in

a manner that ensures that these plants continue to operate.

Instead, the Commission has based its market rules entirely on short-term marginal costs

(i.e. day-ahead and same-day for energy, typically three years out for capacity), without any

effort to take into account the potential benefits of stable-cost baseload resources in reducing the

risk of price spikes and ensuring that electricity costs remain at reasonable levels on a long-term

basis.

It is essential for the Commission to focus on issues associated with the consequences of

retiring stably-priced baseload generation in depth. There are substantial reasons to conclude

that exposure to price spikes could increase dramatically over the next few years, due to the

combined effect of baseload plant retirements, excessive dependence upon a single highly-price-
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volatile fuel and the linkage that is occurring between the US and global natural gas markets. It

is imperative, therefore, that the Commission not allow existing stably-priced baseload plants to

be retired until it thoroughly assesses these issues.

In addition to the market and supply resiliency risks resulting from the premature

retirements of baseload generation resources, the Commission must also consider the impact of

those retirements on the people and businesses involved in the coal-fired generation and

associated industries. The livelihoods, pensions, and retirement medical benefits of hundreds of

thousands of employees of companies involved in the production and transportation of coal and

related businesses are dependent on the continued operation of coal-fired electric generation

plants and the dozens of coal mines that produce the thermal coal consumed in the electric

generation process. The State of Ohio has more than 40,000 people whose financial dependency

is contingent upon the continued operation of coal fired electric generation plants

The thermal coal industry is facing the rapid loss of domestic coal markets as announced

coal-fired generating plant closures continue unabated. With announced coal-fired generation

plant closures for the next 14 months alone, the coal industry will see a precipitous decline in

thermal coal demand of over 100 million tons annually. With coal supplies already in excess of

coal demand, there will be no option other than the immediate closure of dozens of thermal coal

producing mines resulting in the elimination of thousands of jobs.

Proper valuation of coal baseload generation does not mean abandonment of competitive

market based rules. But such rules must be revised so as to fairly compensate the benefits of

baseload generation, which are the most cost-effective for meeting constant electrical demand so

as to provide for just and reasonable rates to consumers and generators. Here FERC must take
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steps to properly compensate the benefits provided by baseload generation to providing cost-

effective just and reasonable rates.

Alternatively, grid operators, to continue to meet grid operating requirements, might be

forced to incur costs that significantly exceed the additional near-term revenues needed to justify

continued operation of existing baseload plants. It is not clear, however, that the Commission

has ever undertaken a comprehensive review of this issue. Further, the IHS Study cited in the

Proposed Rule, from one of the premier global economic consulting firms, concluded that on a

“going forward” basis, the cost of continuing to operate many existing units that have been

retired is significantly lower than the expected cost of building new generation.

System planners and state regulatory commissions have recognized for decades that

resource diversity is essential in order to reduce the risks of large-scale outages, minimize the

risk of price spikes in the magnitude of the spikes when they occur and keep long-term electricity

costs at reasonable levels, and, yet, FERC does not appear to have ever systematically assessed

the potential long-term impact on electricity costs of failing to maintain resource diversity.

IV. CONCLUSION

For all of the reasons set forth in these initial comments, the Ohio Coal Association

respectfully and urgently requests that the Commission act expeditiously to approve the

Proposed Rule and require each Commission-approved RTO to revise their tariffs to ensure that

eligible grid reliability and resiliency resources (as defined in the Proposed Rule) receive

payments for electric energy and capacity that ensure their recovery of costs and a fair return on

equity. Failure to take such important and urgent action will create significant risk for
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consumers of electricity throughout the United States and will threaten the livelihoods of

hundreds of thousands of people who rely on the baseload coal generation and related industries.

Respectfully submitted.

Michael D. Cope

Interim President the Ohio Coal Association


