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Thousands of barrels of oil a day could be
saved by converting oil-fired utility boilers to
coal.!| A total of 26 utilities in the northeast
United States are now listed in the proposed
“oil backout legislation’’ and by providing l
grants to these utilities the Federal Govern- ‘|

ment! could help assure that the potential oil ’ ”“”l”,"’m
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In an{ industrial fuels conversion case, the An-
heuser Busch Company obtained an exemption
under the Powerplant and Industrial Fuel Use
Act to use oil or gas-fired boilers in its Los
Angeles brewery. The Company cited ex-
pensés over $1 million in obtaining the ex-
emption. GAO considers that regulatory bur-
den excessive. No other companies will face
the same changing regulatory conditions be-
cause| the Anheuser Busch case occurred while
regulations were being developed. Further
case experience will be necessary before an
evaluation of the Act’'s burden can be com-
pleted.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20548
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The Honorable Henry M. Jackson

Chairman, Committee on Energy and
Natural Resources

United States Senate

Dear Mr. Chairman:

As requested in your letter of March 26, 1980, this
report (1) explains the reasons for inconsistency among
the various lists of powerplants which could be reconverted
from oil to coal; (2) discusses the financial constraints
to conversion; (3) indicates if the proposed Federal grant
program would overcome these problems; and (4) reviews the
Anheuser Busch Company's experience obtaining an exemption
from the Powerplant and Industrial Fuel Use Act.

Written comments were requested from the Department
of Energy and the Anheuser Busch Company. The Department
had no substantive objections to the report and therefore
decided not to provide us with official comments. The
Anheuser Busch Company's technical comments were
considered in finalizing the report.

As arranged with your office, unless you publicly

' announce its contents earlier, we will not release this

report for 7 days from the date of the report.

‘ Since y yours,
vl 4 .

Comptroller General
of the United States






COMPTROLLER GENERAL'S FINANCIAL AND REGULATORY

REPORT TO THE COMMITTEE ON ASPECTS OF CONVERTING
ENERGY AND NATURAL RESOURCES OIL-FIRED UTILITY BOILERS
UNITED STATES SENATE TO COAL

To encourage utilities to convert their oil
fired boilers to coal and to overcome their
financial difficulties in the process, the
President has proposed "oil backout" legisla-
tion which would provide the utilities

with §3.6 billion in Federal grants. The:
Department of Energy estimated that about
400,000 barrels of oil a day could be saved
and oil imports reduced. ,
The Senate revised the funding formula in
its bill and reduced the list of targeted
boilers from 107 to 80 because (1) some
units were considered too small or old to
merit inclusion, (2) other conversions could
have delayed construction of new coal fired
boiler units, or (3) there was substan-

tial local opposition to the conver-

sions.

LISTS OF POWERPLANT
CONVERSION CANDIDATES DIFFER

GAO identified eight lists of power-

plant conversion candidates; four of these
were produced by the Economic Regulatory .
Administration. When compared, these lists
show numerous differences. However, these
differences are not a cause for concern since
each list was compiled for a different

purpose.

UTILITY FINANCIAL CONDITIONS VARY

GAO reviewed 14 of the 26 utilities targeted
for grants by the Senate and found that
Federal funding would have varying effects

on their plans to convert oil fired boilers
to coal. Six of the 14 utilities are now
planning to convert 25 boilers from o0il to
coal regardless of Federal funding. Together
with other utilities which have notified

Iear Sh?t. Upon removal, the report -
cover date should be noted hereon. i EMD-81-31



the Economic Regulatory Administration of
their plans to convert 5 additional units,
about 190,000 barrels of oil per day will
be saved.

Five of the utilities remain opposed to
the conversion of 13 boiler units because
they contend that conversion would not be
cost-effective or practical, or because
the costs of conversion may adversely
affect the companies financial condition.
Three utilities were completing studies to
determine the feasibility of converting
eight other units.

GAO's review showed that there are a number
of advantages in converting the 25 boiler
units. Most units have an estimated life
after conversion of 20 years or more while
the projected fuel savings are substantial.
Ratepayers should benefit from the fuel
cost reductions for long periods. Also,
1.8 billion barrels of o0il could be saved
over the life of these units.

(See pp. 17 to 19.)

GAO believes that many of the 13 conversions
which are opposed for financial or economic
reasons may be cost effective to convert

if Federal grants are offered.

(See pp. 20 to 22.) -

However, the time required for reaching
agreement upon the method to attain
acceptable air emission levels, and for
design and installation of air pollution
control equipment, is likely to cause some
delays in completing these conversions.

GAO's review also shows that about 350,000
barrels of oil per day could be saved if all
80 units on the Senate list converts. The

"estimated cost of converting these units was

$4.7 billion as of June 1980. Based on the
Senate's financing formula, the grant costs
for these units would be between $1.2 and
$2.4 billion. (See pp. 24 to 26.)
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OBSERVATIONS

The financial conditions of the utilities
with powerplants which can be converted
from oil to coal varies as well as the
cost of converting individual powerplants.
Those utilities with sufficient financial
resources are proceeding to convert power-
plants without Federal assistance due to
the financial benefits resulting from the
use of coal. For other utilities, the
costs of conversion or the financial
conditions of the companies may delay or
preclude action unless Federal assistance
is offered. Delays in converting to coal
can also be expected for environmental
reasons.

By providing Federal grants to finance
portions of the costs of conversion, the
Federal Government can help to assure that
conversions are not delayed by the financial
conditions of individual companies. However,
some utilities with sufficient financial
resources have already converted to coal

or are in the process of converting and
would not require grants. Yet, attaining
the maximum level of residual oil savings
appears to be dependent on Federal funding
which would overcome the economic and
financial hurdles to conversion,

THE ANHEUSER BUSCH COMPANY OBTAINED
AN EXEMPTION AT GREAT EXPENSE

GAO also reviewed a separate regulatory

case concerning the potential for converting
an industrial source to alternative fuels.
In this 1979 case, the Anheuser Busch Company
petitioned for an exemption from the Fuel
Use Act to expand their Los Angeles brewery
using o0il and natural gas fired boilers.
This was the first major petition for an
exemption under the Act, and the Company

was required to document their contention
that reasonable alternatives to oil and
natural gas were not available.
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The regulatory process took 1 year to
complete and the Company estimated that its
expenses were over $1 million. The Company
was required to perform an extensive analysis
of alternative fuels and supply environmental
impact information. (See pp. 34 to 36.)

GAO found that the costs and time required
to obtain the exemption were excessive.
However, a portion of the Company's costs
were attributable to changes in the regula-
tions which occurred while the Company was
preparing its petition for exemption and
supporting documents. Additional costs were
attributed by the Company, their legal
representatives and energy consultants,

and Economic Regulatory Administration
officials to the learning experience which
accompanied this first major exemption
petition. (See p. 30.)

The Anheuser Busch Company's experience,
however, is not representative of the
effort now required to obtain a similar
exemption. Because the regulatory
program has been changed and final regu-
lations published, petitioners will face
fewer uncertainties and less cumbersome
and costly research and documentation
than that performed by the Busch Company.

Yet, it is clear that those who apply for
a similar exemption can be required to
perform an extensive study of alternative
fuels. The Fuel Use Act authorized a
regulatory process which, to be effective,
appears to require substantive analysis
of alternative technologies. The legal
and regulatory issues raised by the
Anheuser Busch Company require further
analysis to determine if more information
is required than intended by the Act and
if changes in the law are appropriate.
Further case experience will be necessary
before an evaluation of the Powerplant
and Industrial Fuel Use Act regulatory
burden can be completed.
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Tear Sheet

AGENCY AND COMPANY COMMENTS

Copies of this report were sent to the De-
partment of Energy and the Anheuser Busch
Company for their comments. The Department
had no substantive objections to the report
and therefore decided not to provide GAO
with official comments. The Anheuser Busch
Company's technical comments were considered
in finalizing the report.
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CHAPTER 1

INTRODUCTION

In a March 26, 1980, letter, the Chairman, Senate
Committee on Energy and Natural Resources asked us for
assistance on three matters related to the Federal efforts
to convert oil and gas fired boilers to coal. Specifically,
we were asked to (1) explain the reasons for inconsistency
among the various lists of powerplants which could be
converted from oil to coal; (2) determine if reconversion
candidates have been hampered by financial constraints,
and if the proposed Federal grant program would overcome
such problems; and (3) review the Anheuser Busch Company's
experience in obtaining an exemption from the Powerplant
and Industrial Fuel Use Act to determine if this experience
indicates any regulatory problems. This report contains
the results of our work in these three areas.

We are also performing an overall review of Federal
efforts to convert oil and gas fired boilers to coal. This
review is focused on the implementation of the Powerplant
and Industrial Fuel Use Act of 1978 and scheduled for
completion in early 1981.

BACKGROUND

Since 1974, an aim of Federal policy has been to expand
coal use to replace oil imports and declining production of
domestic o0il and gas. Two key Federal statutes implement
this policy: the Energy Supply and Environmental Coordination
Act of 1974 (P.L. 93-319) and the Powerplant and Industrial
Fuel Use Act of 1978 (P.L. 95-620). Through these statutes,
the Department of Energy (DOE) is administering a regulatory
program which requires large-scale conversion of existing
major oil and gas using facilities to coal and alternative
fuels and prohibits the construction of new major oil and
gas fueled boilers unless specific exemptions are granted.

Under the first statute, the Energy Supply and
Environmental Coordination Act, the Federal Energy
Administration (DOE's predecessor agency) issued 107
proposed prohibition orders, but only 23 coal capable units
operated by 12 companies had been issued final orders by
August 1980. The Economic Regulatory Administration (ERA)
of DOE rescinded orders on 48 of these units, many of which
were burning coal already, and is acting to complete the
regulatory process for the 36 remaining orders. Under the
Powerplant and Industrial Fuel Use Act (FUA), ERA has issued



additional proposed prohibition orders to 36 units of 15
utility companies, but none of these conversions has been
completed. Also, three utilities have formally notified
ERA that they will voluntarily convert seven units.

To hasten the pace of conversions, the President
proposed "oil backout legislation" on March 6, 1980, which
is intended to amend the FUA. The proposal would reduce
oil imports by providing about $9.6 billion in Federal
grants to displace an estimated 1 million barrels of oil
per day by 1990. 1In transmitting this proposal to the
Senate, the President noted that the results of the current
conversion programs have not been satisfactory, and that
regulatory and financial impediments have prevented the
acceleration of oil and gas displacement.

Phase I of the proposed program is aimed at saving
400,000 barrels of oil per day by 1985, by converting 107
boilers at 50 utility powerplants. To encourage these
conversions, about $3.6 billion would be made available to
pay for portions of the capital costs to convert. Phase
II of the program is designed to save 600,000 barrels of
fuel per day by 1990 through oil and gas displacement.
Under Phase 1I, grant funds totaling about §6 billion
would be made available to assist utilities in identifying
and implementing energy conversion and conservation
projects. Variations of this proposed program are embodied
in Senate Bill 2470, and House Bills 6930 and 7341, of the

96th Congress.

OBJECTIVES, SCOPE, AND METHODOLOGY

To respond to the Committee's concerns about the
varying lists of powerplants which could be converted from
oil to coal, we (1) interviewed various officials involved
in preparing the lists, (2) determined the source of
material used as a basis for composing the recent lists,
and (3) traced the development of the lists to determine
the reasons for inconsistency. We did not attempt to
independently verify the accuracy and completeness of the
various lists, and we did not perform a detailed review
of the decisions to add or delete powerplants from the
various lists. However, this report does note the basic
considerations involved in developing each of the various
lists of powerplants.

The Committee's concerns about the effect of utility
financial conditions on reconversion to coal are related to
Phase I of the President's proposed program. We evaluated

these concerns from several perspectives. For those utilities



specifically mentioned in the President's proposal, we
reviewed earnings and credit research data of Dean Witter
Reynolds, Inc. and Salomon Brothers, and summary financial
information supplied by Edison Electric Institute. Also,
in selecting utilities for review, we considered the age,
size, and location of the 107 units targeted for reconversion
to coal in the President's proposal. Our objectives in
selecting utilities were to (1) include companies whose
financial conditions varied significantly, (2) include a
sizeable portion of the generating capacity and number of
units targeted for conversion, (3) obtain wide geographic
coverage sO varying environmental circumstances would be
encountered, and (4) include a wide range of boiler sizes
and ages.

Using the criteria described above, we selected 64
units of 14 utilities located in 6 States for our review.
These units represent more than 50 percent of the 107 listed
by the President for conversion, and of the 80 listed by the
Senate for conversion. The units range in age from the Long
Island Lighting Company's Port Jefferson Unit Number 1 which
was placed in service in 1948 to Baltimore Gas and Electric
Company's Brandon Shores Unit Number 2 which is planned for
start up in 1984. 1In size, the units selected range from
the 40 megawatt McManus Unit Number 1 of Georgia Power
Company to the 1,028 magawatt Ravenswood Unit Number 3 of
the Consolidated Edison Company. As noted on page 19, the
financial conditions of the utilities selected for review
varies widely.

At each of the selected utilities we obtained (1) the
dates of any planned conversions, (2) the costs of conversion
projected by the companies for each unit, (3) the fuel savings
which would result from conversion, and (4) company officials
positions about the feasibility of conversion based on the
utility's financial condition. We did not verify the
completeness and accuracy of the information supplied by the
utility companies.

This report also includes an analysis indicating what
could be expected depending upon the formula used in awarding
grants. The analysis is based on current utility estimates
of their conversion costs and GAO calculation of the total
Federal financing required for the program. This analysis



is intended to indicate the variation between the grant
formulas contained in the Senate and House versions of
the proposed legislation. 1/ A further description of
the methodology used in our calculations is included in

chapter 3.

The conversion cost and fuel savings data were compared
with data previously supplied to DOE and, in some cases, to
the House Subcommittee on Energy and Power. 2/ When data
differed among these sources, we discussed these with company
officials to assure the information base for our analysis
included the most accurate data available. In some cases,
utility officials pointed out that the data they supplied us
were taken directly from site specific engineering studies
of the costs of conversion. In other cases, the company
estimates were recognized as less precise since detailed
engineering studies had not been performed or were not yet
completed.

Several utility officials also revised their estimates
of conversion costs and overall positions on the feasibility
of converting certain boilers during the course of our work.
We believe that these changing positions indicate that in
certain cases, a degree of uncertainty exists. Nevertheless,
the utility positions and conversion cost information
contained in this report is the latest available as of
June 30, 1980.

We also interviewed other concerned officials about the
potential for powerplant conversions and the effect of
conversions on the financial conditions of affected companies.
These interviews included DOE and Edison Electric Institute
officials, and State public utility commission officials of
Massachusetts, Virginia, New Hampshire, Connecticut, New York,
and Georgia. In those cases where the State commissions

1/Another grant formula is contained in a revised House bill
introduced on July 23, 1980, which would provide grants of
up to 100 percent of the eligible conversion costs. The
analysis contained in this report is based on the earlier
House bills which were similar to the President's proposal.

2/See "Profiles For Title I Existing Electric Powerplants
Named in the Proposed Powerplant Petroleum and Natural
Gas Displacement Act,"” Economic Regulatory Administration,
Office of Fuels Conversion, U.S. Department of Energy,
Apr. 21, 1980. The data supplied by utility companies
to the House Subcommittee on Energy and Power was prepared
in response to a Subcommittee questionnaire of Apr. 1980.



had performed detailed studies or taken public positions
on conversions, we obtained and reviewed the available
documents.

Our work in the environmental area was limited due to
the short study time frame and the Committee's expressed
interest in the financial feasibilitv of conversion. We
did not assess the requirements for specific pollution
control equipment, the increase in emissions levels which
might result from conversions, nor discuss conversions with
State air quality regulatory officials. However, we obtained
background information on air quality from the Environmental
Protection Agency and noted the concerns of utility officials
about the costs of meeting Federal and State air quality
requirements. Any cost data and calculations contained in
this report are based on utility company estimates which
reflect compliance with Federal air quality standards. 1In
some cases, the utilities desire to obtain changes to the
State standards and their cost data correspond to these
'changes.

Our review of the Anheuser Busch case included
interviews with responsible officials of DOE's Economic
Regulatory Administration, the Anheuser Busch Company,
Holmes and Narver, Inc., and Adams, Duque and Hazeltine.
The latter two organizations provided the Anheuser Busch
Company with energy analysis and legal representation,
respectively. We also reviewed the pertinent regulations
of ERA, the report prepared by Anheuser Busch Company
in support of their request for an exemption, and the
subsequent analysis of this report prepared by ERA. We
did not perform an independent audit of the expenses
incurred by the Anheuser Busch Company.

|
|
|



CHAPTER 2

THE DEVELOPMENT OF LISTS OF

POWERPLANT CONVERSION CANDIDATES

The various lists of powerplants which could be
converted from oil to coal differ because each was compiled
for a different purpose. The recent efforts to identify
powerplants which could be converted from oil to coal
started with a 1listing of the universe of these power-
plants by ICF Inc., an energy consulting firm. ICF Inc.,
supplied this list to the President's Commission on Coal
for the Commission's March 1980 report to the President.
ERA obtained this list and refined it four times; once
to identify candidates for prohibition orders, and the
others as part of ERA's efforts to develop the o0il backout
legislation. Others, such as the Edison Electric Institute,
have produced lists of powerplants which represent their
particular knowledge and interests in the development of
the oil backout legislation.

The ICF Inc., list required substantial revision
because it was intended to identify thé universe of
powerplants with potential for conversion and contained
powerplants with marginal potential for conversion. 1In
contrast, the final list developed by ERA and included
in the President's proposed legislation was intended
to identify the candidates with a high potential for
conversion. Including the ICF Inc., list, eight major
lists of powerplants have been composed since 1977;
these are briefly described on page 7.

THE ICF INC., LIST

As a part of the various analyses developed for the
President's Commission on Coal, ICF Inc., compiled a listing
of the universe of coal capable powerplants. This list was
published as part of the Commission's March 3, 1980, report
which described how coal use could be increased. The list
included 350 boiler units at 114 generating stations with
approximately 38,000 megawatts of capacity.

This list was considered by ICF Inc., as preliminary.
According to an August 1979 memorandum describing the list,
it included powerplants which were "potentially capable of
burning coal" and reflected a "first-cut at identifying the
universe of powerplants which should be evaluated in more
detail." Even though the list was based on limited data,
ICF Inc., stated that the list provides a "useful point of



List

"PEDCo List"
"ICF, Inc.,
List”

"List of 42"

"List of 68"

"Preliminary
Backout List”

EEI's x List

"Final Backout
List"

"Senate List”

Date

Updated

April 1977

August 1979

Fall

Jan.

Jan.

Feb.

Mar.

June

1979

1980

1980

1980

1980

1980

Principal Lists of

Powerplants Which Could

Be Converted To Coal

Author

PEDCo Environmental,
for the Federal Energy
Administration

ICF, Inc. a contractor to
the President's Commission

on Coal.

ERA

ERA

ERA

Edison Electric Ingtitute

ERA

Senate Committee on
Energy and Natural

Regources

Comments

Used for identifying powerplants for
proposed prohibition orders.

Based on the PEDCo list. Most recent effort
to define the universe of coal capable
powerplants.

Based on the ICF list. Included units over
100 megawatts and used for identifying power-
plants for proposed prohibition orders.

Based on the ICF list. Included powerplants
over 25 megawatts and less than 40 years old.
Used for developing the "Preliminary Backout
List."

Refinement of the "List of 68" based on the techni-
cal and environmental viability of conversion.

Based on the "Preliminary Backout List.”
Identified powerplants which have low
conversion potential according to a survey
of utilities performed by the Institute.

Refinement of the . "Preliminary Backout List*.
Based on technical and economic considerations,
funding limits of the proposed legislation, and
all natural gas fired units were deleted.

Refinement of the "FPinal Backout List"” based
on information supplied to the Committee by
interested parties.



reference from which various interested groups can discuss
potential coal conversion possibilities."” ICF Inc., also
noted that conversion of some plants on the list posed
substantial engineering and site problems.

The ICF Inc., list was based on an earlier list of
powerplants prepared by PEDCo Environmental, Inc., as
revised and updated in April 1977. The PEDCo list had
originally been used as the initial list of powerplants
which were considered for prohibition orders under the
Energy Supply and Environmental Coordination Act by the
Federal Energy Administration. Although the PEDCo list
was available to ERA, it had not been thoroughly maintained
nor updated. Consequently, changes caused by the passage
of time, such as the economics of conversion over the useful
life of a powerplant, outdated the PEDCo list.

To further develop and refine the PEDCo list, ICF Inc.,
obtained supplemental information on the powerplants as was
available from ERA and others. Additional sources which
provided ICF, Inc., information about the universe of coal-
capable powerplants included the President's Commission on
Coal and the National Coal Association. The resulting list
was supplemented with vital statistics about each boiler
and checked to determine if any of the powerplants were
already burning coal. Vital powerplant statistics such as
unit identification numbers, the year of first commercial
operation, and net dependable capacity were obtained
from information maintained by the Energy Information
Administration. To determine if the powerplants were
already burning coal, ICF checked the utility fuel con-
sumption data reported to the Federal Energy Regulatory

Commission.

ECONOMIC REGULATORY
ADMINISTRATION LISTS

The ERA developed four lists of powerplants from
the ICF, Inc., list as part of their efforts to identify
candidates for prohibition orders and to identify units
for consideration in the proposed oil backout legislation.
When composing these lists, ERA conducted various screening
reviews which considered the feasibility of converting
individual powerplants and the potential effects of
conversion. Subsequently, ERA has developed and published
profiles describing each of the powerplants included in
the proposed legislation. ERA is continuing to update these
profiles through further contacts with utility companies.

The original list of ICF, Inc., was first refined by
ERA to develop candidates for FUA prohibition orders. This

8



“list of 42" utility generating stations was composed of
those units which are 100 megawatts or larger, and less than
40 years old, except those having outstanding prohibition
orders issued under the Energy Supply and Environmental
Coordination Act. This list was discussed with various
utility officials, and the Environmental Protection Agency
provided DOE with comments about the environmental aspects
of converting these units.

The ERA's second list, the "list of 68," was the basis
for the list of plants now incorporated in the President's
proposed legislation. To arrive at this list, ERA screened
the original ICF, Inc., list again, and included all units
which were less than 40 years old and 25 megawatts or larger.
This list of 181 units at 68 generating stations, included
those powerplants which had outstanding proposed prohibition
orders.

On January 15, 1980, a DOE work session was held to
refine the "list of 68" for inclusion in the proposed oil
backout legislation. When making choices, DOE considered
the readily available information from official files,
meetings with State and local officials, ICF transcripts
of telephone interviews with utility officials, and infor-
mation supplied by the Environmental Protection Agency.
According to DOE, the group focused on the technical and
environmental viability of conversion in composing a list
of 62 stations. The list of 62 powerplants, known as the
"preliminary backout list," accompanied the preliminary
version of the o0il backout legislation which was circulated
to congressional committees and other Federal agencies for

,comment.

| On February 12 and 13, 1980, ERA officials revised

\the preliminary list to make it conform with the funding
parameters established for the final proposed backout
‘legislation. In this session, ERA assumed that $3.6
‘billion would be made available to subsidize conversions,
and that each conversion candidate would be funded at a
50-percent subsidy rate. To match these criteria, ERA had to
reduce the list to encompass no more than about $7.2 billion
of conversions. Based on ICF estimates of conversion costs
per kilowatt of generating capacity, ERA officials dropped
enough plants off the preliminary list to bring total
estimated conversion costs in line with this figure. The
plants eliminated were those which, on the basis of site-
Bpecific environmental and technical considerations, ERA
officials believed least likely to be converted successfully.
On March 5, 1980, ERA decided to drop natural gas-burning
units from the list. The resulting "final backout list”
contains 107 units at 50 generating stations, with about

9



26,000 megawatts of capacity. This list was proposed by the
President for incorporation in the oil backout legislation
and is shown in appendix II.

Another list appears in ERA's annual report to the
Congreas and identifies candidates for future proposed
prohibition orders. 1/ It was derived from the preliminary
backout list by dropping off the stations which had
outstanding prohibition orders issued under the FUA and
the Energy Supply and Environmental Coordination Act and
included 98 units at 47 generating stations.

SUBSEQUENT LISTS

Since the publication of ERA's preliminary oil backout
list, several interested organizations have published
additional lists of powerplants. For example, the Edison
Electric Institute (EEI) prepared a list of powerplants
which critiqued the ERA's preliminary oil backout list.

The list is known as "EEI's x list" because an x was placed
next to each powerplant which EEI believed was not a proper
candidate for inclusion in the legislation. The Institute's
list was composed through contacts with the individual
utility companies who own the powerplants listed on ERA's
preliminary oil backout list. The EEI list represents

the opinions of the utility industry about appropriate
conversion candidates.

The most recent list of powerplants is included in
Senate bill 2470 as reported by the Senate Committee on
Energy and Natural Resources, 4nd passed by the Senate.
This list contains 80 units at 38 generating stations owned
by 26 utilities. Although some differences of opinion
remain about certain units listed in the Senate bill, the
list considers a wide variety of viewpoints and is a sub-
stantial refinement of powerplants which can feasibly be
converted from oil to coal. The Committee accepted the view
that some units should be dropped from the "final backout
list" proposed by the President for various reasons,
including substantial local opposition, size or age of the
units, or potential effect on planned coal fired plants. 2/

1/"Powerplant and Industrial Fuel Use Act Annual Report,"
Economic Regulatory Administration, Department of
Energy, Mar. 1, 1980.

2/This list is contained in appendix II of this report and
was published in S, Rept. No. 96-802, Report on the
“Powerplant Fuels Conservation Act of 1980, " June 16, 1980.
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CONCLUSION

The reason for the apparent inconsistencies between
the various lists of coal-capable utility powerplants is
that the lists were compiled for different purposes. The
ICF Inc., list, recent predecessor to all subsequent lists,
was compiled as an attempt to identify the universe of
coal-capable utility powerplants. Subsequent refinements
of the ICF Inc., list were produced by ERA for regulatory
purposes and as an effort to identify those which should
be included in the proposed oil backout legislation.
Other lists, such as the one prepared by EEI represent
its particular knowledge and interests in the conversion
of the individual powerplants.
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CHAPTER 3

UTILITY FINANCIAL CONDITIONS

AND THE COSTS OF CONVERSION VARY

The financial conditions of the utilities with
powerplants which can be converted from oil to coal varies
as well as the cost of converting individual powerplants.
Those utilities with sufficient financial resources are
proceeding to convert powerplants without Federal assistance
due to the financial benefits resulting from the use of coal.
For other utilities, the costs of conversion or the financial
conditions of the companies may delay or preclude action
unless Federal assistance is offered. Delays in converting
to coal can also be expected for environmental reasons.

Six of the 14 utilities contacted by us plan to
voluntarily convert 25 oil burning units to coal by 1987.
Together with the utilities that have notified ERA of their
voluntary conversion plans, about 190,000 barrels of residual
0il per day will be saved. This residual oil savings could
be increased to a maximum of 350,000 barrels of oil per day
if all 80 units on the Senate list of powerplants converts
to coal. However, attaining the maximum level of residual
oil savings appears to be dependent on Federal funding which
could overcome financial hurdles to conversion.

FINANCIAL CONDITIONS
OF UTILITIES VARY

The financial conditions-of the 14 utilities we
contacted vary considerably. DOE has linked the previous
lack of conversion actions, in part, to the poor financial
conditions of some utilities. The stock and bond ratings
of the utilities included in our review lend support to the
view that financial conditions may delay or preclude certain
conversions. '

DOE officials noted in April 1980 that many of the
utilities owning oil fired powerplants which could be
converted to coal were legally constrained from issuing
additional debt and discouraged from marketing new equity
issues due to market conditions. For example, 13 of 32 such
companies had interest coverage ratios at or below 2.0, a
level below which they were generally precluded from issuing
new debt. DOE thought that some of these utilities were
discouraged from issuing new common equity since the average
ratio of market value to book value for these utilities was
64 percent compared to an average of 71 percent for the 100
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largest utilities. DOE believes these factors contributed
to some utility companies' inability to finance the costs

of conversion.

While recognizing these potential financial constraints,
ERA officials noted that formal objections on financial
ground have not generally been raised to prohibition orders.
However, the regulatory process has not reached the point
where a company which was opposed to conversion on financial
grounds was forced to obtain an exemption or finance a
conversion they did not deem acceptable.

As an indicator of the financial position of the 14

- utilities included in our analysis, we obtained the Standard

and Poor's quality ratings of utility securities as shown
below. The Standard and Poor's ratings can be used as an
indicator of a utility's earnings capability and as a means

. for investors in utility stocks and bonds to assess the
| relative risks of owning one company's securities versus

' those of similar companies.

Standard And Poor's Quality
Ratings For Selected Utilities (note a)

1979 1980
quality quality
Utility rating rating
Virginia Electric and Power Co.
Bonds A A
Preferred Stock BBB+ BBB to BBB+
%avannah Electric and Power Co.
Bonds BBB- BB to BBB-
Preferred Stock B . B
Consolidated Edison Co. of New
York Inc. .
Bonds A A to AAA
Preferred Stock A- A-
Baltimore Gas and Electric (o.
Bonds AA- AA-
Preferred Stock AA- A-
New England Power (o.
Bonds A to At . A+
Preferred Stock A A
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Utility

Public Service Electric and Gas Co.

Bonds
Preferred Stock

Long Islard Lighting Co.
Bonds
Preferred Stock

Public Service Co. of New Hampshire

Bonds
Preferred Stock

Georgia Power Co.
Bords
Preferred Stock

Canal Electric Co.
Bonds
Preferred Stock

Hartford Electric Light Co.
Bonds
Preferred Stock

Connecticut Light and Power Co.
Bonds
Preferred Stock

Boston Edison (o.
Bornds
Preferred Stock

United Illuminating Co.
Bords
Preferred Stock

-

1979
quality
nmgg

None listed

A_
None listed

A...
None listed

BBB .
BB to BBB

None listed
BEBB

1980

quality
rating

A+

A~

BB+ to BBB

None listed

None listed

None listed

None listed
B to BB~

a/If a rating is not shown, this indicated that no rating
was provided or there are no outstanding issues in

the category.

differently, the range of ratings is presented.
ratings are further explained in appendix I.
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These ratings show that while most of the utilities
enjoy good bond and preferred stock ratings ("AAA"-"BBB"),
four have lower rated securities. For example, Savannah
Electric and Power Company, Public Service Company of New
Hampshire, Boston Edison Company, and United Illuminating
Company have preferred stock rated "B" to "BB". This means
that each company's capacity to pay the preferred stock
obligations is predominately speculative and is subject
to large uncertainties or major risk exposures to adverse
conditions.

SUPPORT FOR CONVERSIONS GROWING
BUT OPPOSITION REMAINS

While some utilities are now making plans to convert
from oil to coal with the support of their State public
utility commissions, other companies remain opposed to
conversion. The planned conversions will be completed
unless unforeseen circumstances cause delay or preclude
action. In addition, delays can be expected when major
environmental questions exigt. Other companies stated
that they are opposed to certain conversions, but some
may reconsider favorably if substantial assistance were
provided. The utilities included in our review reported
the following viewpoints on conversion.

Utility viewpoints Number of
on conversion units
Favorable, voluntary conversions
are planned 30
Opposed to conversion on economic,
financial, or feasibility grounds 13
Undecided while awaiting study results 8
Total 51

These units are included in the Senate's list of 80
units, and 46 of the 51 received detailed attention in our
review. The utility companies which own the five other units
have notified ERA that they plan voluntary conversions. 1/

1/These include two units of the Atlantic City Electric Company
(Deepwater station) and three units of the Central Maine
Power Company (Mason station).
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In addition to the 51 units mentioned above, we included
18 other units in our review which were originally proposed
for conversion by the President, but subsequently eliminated
from consideration by the Senate. In these cases, our review
supported the Senate decisions to eliminate the units from
consideration because the units were too o0ld or too small to
merit consideration, some did not appear economically bene-
ficial to convert, or there was substantial local opposition
to the conversions. l/ The Department of Energy has also
endorsed the Senate list for legislative purposes. The list
originally proposed by the President and the Senate's list
of 80 units is included as appendix II.

Data analysis and qualifications

Our review was intended to provide an indication of
the costs and financial viability of conversion. 1In addition
to the financial information discussed earlier, we obtained
utility officials' viewpoints on the costs of conversion
and as detailed information about the costs and feasibility
of conversion as were available. In this chapter, the
information is used to (1) provide a record of the utility
viewpoints on conversion and (2) calculate and compare the
costs of the proposed program based on the grant funding
allocation formulas proposed by the President and the Senate.

The quality of the conversion cost and fuel savings
data supplied by the utility companies varied. In some
cases, the information was based on detailed engineering
and feasibility studies while other utiliti