TESTIMONY ON THE PROPOSED AMP-OHIO GENERATING STATION

Ordinance 1653-07

Cleveland City Council Public Utilities Committee

October 24, 2007

Sandy Buchanan, Executive Director, Ohio Citizen Action

Good afternoon, Chairman Zone and members of the committee.  My name is Sandy Buchanan, and I am executive director of Ohio Citizen Action, the state’s largest environmental organization, with 80,000 members.  Our organization is headquartered in Cleveland, and I am a long-time city resident.   

Ohio Citizen Action has worked on issues involving electric rates and generation for most of its 32-year history, including long-standing support for municipal utilities and many challenges to FirstEnergy’s excessive utility rates.  We were also a plaintiff in the major lawsuit against American Electric Power, known as Ohio Citizen Action v. AEP,  which resulted this month in the biggest environmental settlement in American history and forced AEP to upgrade and add pollution controls to its coal-fired power plants.  We were represented in that case by the Environmental Law and Policy Center and Natural Resources Defense Council, both of whom are present here today.

The question before the Public Utilities Committee today is not whether AMP-Ohio has provided a valuable service for the City of Cleveland over the years – of course it has.  AMP and the City have had a close relationship, including the recent position of Commissioner Henderson as chair of AMP’s Baseload Generation Committee. 

The question is whether this particular deal – as outlined in Ordinance 1653-07-- is a good deal for Cleveland Public Power and its customers.  Fortunately, there is no need for you to rush a vote here today.  AMP-Ohio’s contract clearly states that the city can sign with no penalty up until March 1, 2008.   Due to the statewide and national interest in this proposal, Cleveland will have access to several new resources and studies about this plant in the coming few months.  We urge you not to take any precipitous action before you have all the information you need.

AMP-Ohio is asking the City of Cleveland not just to buy power from a new coal plant, but to buy the coal plant itself.  Cleveland would own shares in the plant, and would be stuck with whatever the plant ends up costing.  The price of the shares is not fixed, but would change with the costs of building and running the coal plant.  Cleveland would be 
the single largest municipal owner of this facility, and would even be responsible for a portion of the costs of other municipalities if they default on their shares. 

In fact, this deal is eerily similar to another financial instrument with which Clevelanders have become all too familiar:  the variable rate mortgage.  As you know, these mortgages stick the homeowners with rapidly escalating costs over which they have no control.

Here are the factors that make the cost of the shares of the AMP-Ohio plant so unpredictable and so risky for Cleveland: 
1) This is a take-or-pay contract.  
This means that Cleveland would be obligated to pay for the shares of the plant no matter what the plant ends up costing, or even if it is never ends up producing electricity.  And the take-or-pay contract lasts for fifty years.  The reason this is a take-or-pay contract is because no financial institution is willing to take the risks of building a coal-fired power plant in today’s market – they want the residents of Cleveland to take that risk for them.  Rather than stabilizing Cleveland Public Power’s financial position, this plant could jeopardize it, as the city will be stuck with escalating costs of power for half a century. 
2)   Construction costs for coal-fired power plants are skyrocketing, which is one reason these plants are being canceled around the country. 
In fact, just a year ago, when Council passed an authorizing ordinance to hire a consultant to study this proposal, the cost of the plant was cited as $1.5 billion.   Today, AMP says the cost is $2.5 billion, plus another $400,000,000 for financing.  According to Burns and Roe, the consultant hired by the City, a key factor in the construction costs would be whether the major contractor will agree to fix the costs of the plant, which Burns and Roe says is very unlikely: 
“Recent experience on large U.S. coal projects indicates that the major EPC Contractors are not willing to fix price the entire project cost.  This is a result of volatile costs for materials (alloy pipe, steel, copper, concrete) as well as a very tight construction labor market.  When asked to fix the price, several EPC Contractors have commented that they are willing to do so, but the amount of money to be added to cover potential risks of a cost overrun would make the project uneconomical.” (P. 11-1, BREI report)

In its own application to the Power Siting Board, AMP says, “Price increases currently being experienced in the expected construction costs of coal based electric generation are staggering.  Price increases of 10% in a single six month period are being reported.”  (AMP Ohio Power Siting Board App., Section OAC 4906-13-05 at 4).
3)  The expenses of installing pollution control technologies at this plant will also be significant and escalating.

AMP is claiming it will use Powerspan pollution control technology.  The Burns and Roe “key findings are that there are risks associated with the use of the subcritical steam cycle and the use of the Powerspan SO2 technology.” (p. 2-1) They point out that the Powerspan technology has never been used at the proposed scale, may not work, and might have to be replaced with a different type of scrubber – all leading to more expense. 
AMP has based its financial projections for the plant on the idea that it will be able to make money by selling the fertilizer that will be produced by the Powerspan technology.  Burns and Roe cast serious doubt over this scheme (beginning on page 2-12 of their report)  They say this one plant will produce so much fertilizer --   13 to 27% of all fertilizer used in the U.S. – that it could very well overwhelm the market and drive the price down.  They also point out that the fertilizer coming out of a coal-fired power plant could be contaminated with mercury and heavy metals.  They say there is no indication that vendors would provide a “full wrap-around guarantee” for the risks associated with this technology, which would “impact the ability to finance the plant.”
As Burns and Roe points out, AMP’s air pollution permits are very likely to be challenged in court because the proposal does not utilize the best available technology.  Litigation will not only drive up the costs of the plant, but will cause significant delays that are likely to result in increased construction costs.
There are also many risk factors in the potential costs of carbon capture and sequestration. Over the next fifty years, it is highly likely that operating coal plants will become increasingly expensive as new regulations to capture carbon dioxide go into affect.  

I have attached to my testimony our fact sheet entitled “Five questions you don’t want to be asked after you’ve voted for the proposed AMP-Ohio coal plant,” as well as today’s Columbus Dispatch article about Westerville’s rejection of this same proposal last night.
Finally, Elisa Young,  a resident of Racine, Ohio, where the AMP plant would be built, had planned to come here today to make a personal plea to you not to be a part of siting a major new source of pollution in her community, which is already overburdened by coal-fired power plants.  She was not able to leave her job today to make the ten hour round trip to Cleveland.  I will provide you with information from her, and urge you to realize that if you support this plant you are voting to saddle your fellow Ohioans with a terrible threat to public health and the environment.   
Thank you.
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