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PUBLIC SERVICE COMMISSION OF WISCONSIN 

Application of Wisconsin Public Power Inc. for a Certificate of Authority 
and Any Other Authorization to Purchase Up to a 6.32% Undivided 
Ownership Interest Not to Exceed 99 Megawatts, in Prairie State Energy 
Campus Units 1 and 2 and Any Related New Common Facilities 

FINAL DECISION 

This is the final decision regarding the application of Wisconsin Public Power Inc. 

(WPPI) for authority to purchase an ownership share of the Prairie State Energy Campus 

(PSEC). The PSEC is a mine-mouth coal-fired electric generation facility currently under 

development in southern Illinois. WPPI's application is APPROVED, subject to conditions and 

as modified by this order 

Introduction 

On August 11,2005, WPPI requested authorization under Wis. Stat. 5 196.49 and Wis. 

Admin. Code 5 PSC 112.05 and 112.06 to exercise its option to own up to a 6.32 percent 

undivided interest, not to exceed 99 megawatts (MW), in the proposed PSEC. 

PSEC is a supercritical pulverized coal-fired (SCPC) power plant under development by 

Peabody Energy (Peabody) at a site located in the state of Illinois, about 40 miles southeast of 

St. Louis, Missouri. PSEC would consist of two generating units, each sized at a net capacity of 

approximately 800 MW. Commercial operation of the units is planned to begin in January and 

June 201 0. Fuel for the PSEC will be supplied from an underground coal mine located adjacent 

to the proposed generating units. 
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WPPI has executed a letter of intent to purchase a 50 MW undivided interest (divided 

pro rata between the two units) with an option to increase its ownership share up to 99 MW if 

PSEC's operating partner determines to take less than a 25 percent ownership share in the 

facility. WPPI's ownership interest will include the mineral rights to enough coal to fire WPPI's 

share of the plant capacity for approximately 30 years. 

The PSEC plant and mine will be jointly owned by multiple parties, including several 

rural electric cooperatives and municipal utilities from Illinois, Indiana, Kentucky, Michigan, 

Missouri, and Wisconsin. Peabody's development of the PSEC is not dependent on WPPI 

participating in ownership or purchasing power from the facility. In addition, the timing of 

construction and commercial operation of the plant is driven by the schedule of the majority 

owners and developer, not by WPPI. 

WPPI states in its application that it has the need to own additional generating capacity. 

WPPI forecasts its peak demand to grow at 1.6 percent annually and its energy requirements to 

grow at 1.9 percent annually through 2014. In addition, WPPI states that the ownership of PSEC 

will replace existing purchased power contracts, and will also contribute toward WPPI's internal 

strategic objective of 50 percent ownership of generating resources. 

WPPI's estimated in-service year capital cost is $262,350,000 for 99 MW (6.32 percent 

share), or $2,650 per kW. Should WPPI purchase a less than 99 MW, the per kW capital cost 

will be the same. 

On September 2,2005, the Commission issued a Notice of Investigation and Request for 

Comments on the application for construction authorization. No comments were received in 

response to the Request for Comments. On February 2,2006, the Commission issued a notice 

extending the public comment period in this docket until February 17,2006. During the 
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extended comment period, comments were received from three organizations: The United Mine 

Workers of America (UMWA); Valley Watch, Inc., an Indiana non-profit public interest group; 

and, the Sierra Club. On February 24,2006, Wisconsin Public Power Inc. (WPPI) responded to 

those comments. 

The UMWA, while supporting mining and economic development in southern Illinois, 

raised concerns that the variable cost of mining the coal for the facility is not completely 

analyzed and that the combustion waste mining permit is being challenged through the Illinois 

permitting process. Valley Watch raised several environmental concerns about air and waste 

permits, and also raised concerns about the inherent safety of coal mining. Sierra Club raised 

legal concerns about the administrative process in Wisconsin, including environmental concerns 

about the air permits in Illinois. The Sierra Club noted that the U.S. Environmental Protection 

Agency (EPA) is currently reviewing an appeal of the air permit. 

After considering the issues brought forward in comments filed in this docket, the 

Commission finds that none of the issues raised merit expansion of the Commission's review and 

analysis of the PSEC. 

Findings of Fact 

1. WPPI is a municipal electric utility company providing wholesale electric service 

to its member municipal utilities in Wisconsin. 

2. WPPI is proposing to exercise its option to own up to a 6.32 percent undivided 

interest, not to exceed 99 MW, in the proposed PSEC. 

3. The proposed purchase is necessary for WPPI to provide adequate and reliable 

present and future service. 
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4. The proposed purchase is necessary for WPPI to meet capacity and energy sale 

obligations to its members. 

5 .  Alternative electric supply options to the proposed purchase have been 

considered, but no other reasonable alternatives to the proposed project were identified that 

would provide adequate supply in a more reliable, timely, cost effective, and environmentally 

acceptable manner. 

6. Neither energy conservation, nor renewable resources, nor other energy priorities 

listed in Wis. Stat. 5 5  1.12 and 196.025 would be a cost-effective alternative to the proposed 

project. 

7. When this project is placed in operation, the addition to WPPI's cost of service 

associated with the project will be proportionate to the increase in value or available quantity of 

WPPI's service. 

8. The general public interest and public convenience and necessity require the 

completion of the proposed purchase. 

9. This is a Type I11 action under Wis. Admin. Code fj PSC 4.10(3). No unusual 

circumstances suggesting the likelihood of significant environmental effects on the human 

environment have come to the Commission's attention. Neither an environmental impact 

statement under Wis. Stat. 5 1.11 nor an environmental assessment is required. 

Conclusions of Law 

1. The Commission has authority to issue a Certificate of Authority pursuant to Wis. 

Stat. $ 5  1.1 1, 1.12, 196.025, 196.49, and Wis. Admin. Code chs. PSC 4 and 112 authorizing 

WPPI's proposed purchase of an ownership interest in PSEC. 
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2. WPPI is a public utility engaged in rendering wholesale electric utility service in 

the state of Wisconsin pursuant to Wis. Stat. ch. 196. 

Opinion 

The needs analysis for this proposed purchase differs from that done in dockets 

6685-CE-106 and 6685-CE-107, which authorized WPPI to purchase interests in the Elm Road 

Generation Station (ERGS). In the ERGS dockets, the purchase was made to meet WPPI's load 

growth needs. In this docket, WPPI proposes to purchase an ownership share in the PSEC that 

would replace at least part of its current baseload capacity purchases. WPPI has traditionally 

relied rather heavily on purchased power contracts for its supply needs. As noted in its 

application, WPPI owns only 30 percent of the resources in its generation portfolio. The WPPI 

Board of Directors has implemented a goal to increase owned generation resources to 50 percent 

of total generation needs. This proposed purchase will replace a portion of baseload purchased 

power contracts that are currently used to meet WPPI's needs. In addition, this purchase will 

improve WPPI's balance between baseload generation and natural gas-fired intermediate and 

peaking generation. 

WPPI has purchased power contracts for 75 MW of baseload power that will expire in 

2008. In addition, WPPI has additional purchased power contracts for 187 MW that will expire 

by 201 1. Finally, there are all-requirements (peak demand and energy) purchased power 

contracts for approximately 1 12 MW of peak demand for new WPPI members that will expire 

between now and 2007. This proposed purchase will replace some of the purchases that will 

expire, rather than add additional generation capacity to WPPI's existing portfolio. 
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WPPI states that this purchase is the least cost alternative to serve its load in Wisconsin, 

even when including estimated marginal transmission losses and marginal congestion charges 

associated with generation in southern Illinois. The primary driver for this conclusion is that the 

coal price at the PSEC mine-mouth facility will have a significant cost advantage over the 

expected cost of fuel delivered to a facility in Wisconsin. WPPI estimates that the extraction 

price for coal in the PSEC proposal is $0.86 per million British thermal units (Btu), compared to 

an anticipated delivered price of coal for a SCPC facility in Wisconsin of $1.79 per million Btu 

in 2010. The U.S. Department of Energy - Energy Information Administration database for coal 

prices shows that coal prices, and in particular Powder River Basin prices, have substantially 

increased since WPPI completed its analysis. WPPI states that the coal contract to be executed 

in conjunction with this proposed ownership purchase will fix the price of coal for 30 years. 

While the 30-year fixed price for fuel does have some risk if energy prices were to fall, it 

will reduce risk if energy prices increase in real (inflation adjusted) terms over the period. The 

overall impact of the fixed price for fuel in this proposed purchase very likely will reduce overall 

risk to WPPI and will benefit ratepayers of the WPPI members. 

WPPI does not have Electric Generation Expansion Analysis System (EGEAS) 

capabilities, but several inputs and sensitivities typically evaluated in EGEAS modeling are 

included in its August 1 1,2005, application. WPPI provided a comparison of the levelized 

power cost per megawatt hour (MWh) for the PSEC purchase and for several alternatives. WPPI 

estimates that the PSEC levelized power cost is $48.44 per MWh. By comparison, a generic 

SCPC plant in Wisconsin is estimated by WPPI to have a levelized power cost of $64.82 (based 

on an escalated August 2005 coal price of $1.50 per million Btu); a natural gas-fired 

combined-cycle unit with off-peak energy substitution is estimated to have a levelized power 
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cost of $76.37 per MWh (based on an escalated August 2005 natural gas price of $8.23 per 

million Btu); and, a natural gas-fired combined-cycle unit without off-peak energy substitution is 

estimated to have a levelized power cost of $107.42 per MWh. WPPI's energy conservation and 

efficiency projections and its other assumptions used in its load forecast are reasonable. 

Under the Midwest Independent Transmission System Operator (MISO) Day 2 energy 

market, WPPI would be paid by MIS0 for the energy output of the plant based on the hourly 

locational marginal pricing (LMP) at the plant location. In turn, WPPI would pay MIS0 the 

LMP prices calculated at its member communities. The difference in these LMPs reflects 

congestion costs and marginal losses. These congestion costs and losses must be added to the 

production cost of the PSEC in order to calculate the "delivered" cost of energy from the PSEC 

to Wisconsin. 

WPPI has analyzed the expected transmission losses and MIS0 congestion charges based 

on the first eight months of the MIS0 Day 2 market, through November 2005. WPPI's analysis 

shows that the eastern Wisconsin LMP averaged $8.43 per MWh higher than LMPs in southern 

Illinois. Some of the LMP differential between Wisconsin and Illinois may be due to current 

congestion within Wisconsin and/or the capability to import energy into Wisconsin. This LMP 

price differential, which is expected to decrease in the future, must be added to the WPPI cost of 

generation in southern Illinois to calculate the cost of power delivered to its load. Even at $8.43 

per MWh, the LMP price differential is still much less than the $16.20 per MWh price advantage 

for PSEC that WPPI has identified in its application. The import capability into Wisconsin is not 

expected to change significantly as a result of the proposed purchase, because the proposed 50 to 

99 MW purchase is small compared to the first contingency total transfer capability from 

northern Illinois. Should WPPI be awarded Financial Transmission Rights (FTR) between PSEC 
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and its load by MIS0 in future years, the differential in LMP would be further hedged against the 

congestion portion of the LMP node price differential. 

WPPI's purchase of a portion of the PSEC will be a cost effective alternative compared 

to the purchase of a share of a generic SCPC unit in Wisconsin or to natural gas-fired 

combustion turbine generation in Wisconsin. Partial ownership of a mine-mouth facility in 

Illinois will also diversify WPPI's fuel supply for electric generation. In addition, WPPI's fuel 

price exposure will be limited to increases in costs incurred to extract coal from the mine and 

will be insulated from transportation costs. 

Environmental Review 

The proposed action is a Type I11 action under Wis. Admin. Code 5 4.10(3). Type I11 

actions are proposed actions involving requests for Commission approval that normally do not 

have the potential to significantly affect the quality of the human environment. The Commission 

investigated the potential for significant environmental effects that would occur as a result of 

WPPI's acquisition of a portion of the PSEC facilities or as a result of implementing WPPI's 

alternative supply plans as proposed in its application. Neither the preparation of an 

environmental impact statement nor an environmental assessment are required under Wis. 

Stat. 5 1.11. 

WPPI's participation in the PSEC may not require an application of Wis. Stat. 5 1.12, the 

Energy Priorities Law (EPL) because the PSEC will not be located in Wisconsin. However, it is 

not necessary to decide this question because the project satisfies the EPL. 

In making this determination to issue a certificate of authority, the question is: Given the 

requirements of Wis. Stat. 196.49, what is the highest priority energy option that is also cost 

effective and technically feasible? See Clean Wisconsin, Inc. v. Public Service Commission, 
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2005 WI 93, para. 122 (harmonizing the EPL with the power plant siting law). The Commission 

concludes that the EPL is satisfied. In the application and its supplementary materials, WPPI 

demonstrated that the EPL was considered and that the requirements were met. 

WPPI's identified need is for baseload capacity. WPPI reviewed energy efficiency and 

conservation. It determined that while energy conservation and efficiency may result in some 

load reduction, these efforts cannot displace WPPI's need for baseload capacity in the time frame 

under consideration in this application. WPPI reviewed its use of renewables. WPPI recently 

entered into a contract to obtain 40 MW of additional wind capacity from a newly approved wind 

project, but given their cost and uncertain nature, renewables such as wind cannot reliably meet 

baseload capacity need. Natural gas was considered, but because of cost volatility, reliability, a 

need for a diversified fuel mix and other economic considerations, natural gas is not a cost 

effective means of satisfying WPPI's baseload capacity need. Low sulfur coal was also 

considered. Because the PSEC is sited and designed to specifically use the adjacent mine as the 

coal source, transportation costs are saved. In addition, the PSEC will use advanced emission 

controls to achieve air emissions comparable to other new coal plants that burn coal with a lower 

sulfur content than Illinois coal. 

In summary, WPPI has demonstrated that this application complies with the Energy 

Priorities Law. 

The Commission reviewed the various environmental documents that were prepared by 

the respective agencies responsible for permitting and other environmental reviews and analyses 

covering the construction and operation of the PSEC facilities. Whether WPPI or some other 

entity purchases portions of the PSEC units will have no impact on whether the units will be 

built or operated or how the units will operate. WPPI's application to acquire up to a 99 MW 
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share of the PSEC will not result in any change in the physical or biological effects of the PSEC. 

Any economic effects that occur will not be cause for preparation of an environmental impact 

statement. 

Summary 

The proposed purchase by WPPI of a portion of the PSEC represents a cost effective and 

technically feasible plan for meeting WPPI's generation capacity needs. WPPI needs supply 

resources for baseload operation and WPPI wishes to reduce its reliance on purchased power 

contracts for baseload generation needs. 

The amount of energy and capacity imported into Wisconsin will increase if this 

application by WPPI for ownership of at least 50 MW of baseload capacity is approved. 

However, by 20 10 new generation sited in Wisconsin by other utilities is expected to reduce 

energy and capacity currently being imported by more than the amount identified in this 

application even if WPPI's share is expanded to 99 MW. 

Certificate of Authority 

WPPI is authorized to exercise its option to own up to a 6.32 percent undivided interest, 

not to exceed 99 MW, in the proposed PSEC, subject to the conditions stated in the order below. 

Order 

1. Authorization is for the specific project as described in the application, at the 

stated in-service year capital cost of $262,350,000 for 99 MW, or $2,650 per kW. Should WPPI 

purchase less than 99 MW, this authorization is for the same per unit cost. 
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2. Should the scope, design, or location of the project change significantly, or if the 

expected cost per kW exceeds that stated by more than 10 percent, WPPI shall promptly notify 

the Commission. 

3. WPPI shall submit to the Commission quarterly reports of the status of the 

environmental permitting process for the PSEC. The first report is due 90 days after the issuance 

of this decision and reports shall continue through commencement of operation of the PSEC. 

4. The date the PSEC units are placed in service shall be submitted to the 

Commission within 60 days of being placed in service. 

5 .  Beginning 90 days after commencement of operation of the plant, and continuing 

for the first two years of operation, WPPI shall submit to the Commission quarterly reports of the 

actual transmission congestion costs. 

6. If WPPI elects not to enter into the proposed purchase, WPPI shall promptly 

notify the Commission. 

7. Jurisdiction is retained. 

Dated at Madison, Wisconsin, 

By the Commission: 

Secretary to the Commission 

CLZ:JAL:mem:g:\order\pending\6685-CE-108 Final.doc 

See attached Notice of Appeal Rights 
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Notice of Appeal R i ~ h t s  

Notice is hereby given that a person aggrieved by the foregoing 
decision has the right to file a petition for judicial review as 
provided in Wis. Stat. 5 227.53. The petition must be filed within 
30 days after the date of mailing of this decision. That date is 
shown on the first page. If there is no date on the first page, the 
date of mailing is shown immediately above the signature line. 
The Public Service Commission of Wisconsin must be named as 
respondent in the petition for judicial review. 

Notice is further given that, if the foregoing decision is an order 
following a proceeding which is a contested case as defined in 
Wis. Stat. 5 227.01(3), a person aggrieved by the order has the 
further right to file one petition for rehearing as provided in Wis. 
Stat. 5 227.49. The petition must be filed within 20 days of the 
date of mailing of this decision. 

If this decision is an order after rehearing, a person aggrieved who 
wishes to appeal must seek judicial review rather than rehearing. 
A second petition for rehearing is not an option. 

This general notice is for the purpose of ensuring compliance with 
Wis. Stat. 5 227.48(2), and does not constitute a conclusion or 
admission that any particular party or person is necessarily 
aggrieved or that any particular decision or order is final or 
judicially reviewable. 

Revised 9/28/98 




