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Highlights

®  The bill repeals electric security plans (ESPs), a type of electric ratemaking plan available
to state-regulated public utilities. Local governments, state agencies, and public
institutions of higher education are consumers of electricity, but this bill does not have a
direct effect on their expenditures.

Detailed Analysis

The bill repeals ESPs, one of the options in the competitive electric service law under
which an electric distribution utility (EDU) provides customers a standard service offer (SSO).
Consequently, the bill amends the law to require, rather than permit, EDUs to offer SSOs under
market rate offers (MROs).

No EDUs currently are operating under an MRO. Instead, all are under ESPs approved by
the Public Utilities Commission of Ohio (PUCQ). In general, ESPs enable EDUs to recover their
costs from consumers as well as a return on equity. The three major components of electric bills
in Ohio are the price of generation, transmission, and distribution of that electricity. Distribution
is the component that is most affected by state regulation. Distribution lines are the lower
voltage lines usually mounted on utility poles or buried underground and used to deliver
electricity to homes and businesses.

The substantial majority of “riders” approved by PUCO and currently applied to
customers’ electric bills pertain to the distribution of electricity rather than the generation or
transmission of the electricity. By eliminating ESPs, the bill could reduce the number of riders
charged to customers and potentially lower their overall electricity expenditures. Nevertheless,
the bill permits EDUs to implement economic development and job retention programs under an
MRO and to apply to PUCO to recover nonbypassable prudently incurred costs of those programs
and allocate the costs across all customers of the EDU and EDUs in the same holding company
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system. Several of these types of riders were approved by PUCO under current ESPs, and the bill
makes them explicitly permissible under MROs.

Although the bill repeals the ESP law, the bill does not terminate ESPs that are in effect
on the bill’s effective date. Under the bill, an EDU with an existing ESP may continue the plan as
follows:

1. Until the plan’s termination date, if the ESP has a specified termination date;
2. Until not later than January 1, 2024, if the ESP does not have a specified termination date.!

Background

Under current law, R.C. 4928.141 provides that an EDU must provide consumers within
its certified territory an SSO of all competitive retail electric services necessary to maintain
essential electric services to customers, including a firm supply of electric generation services.
The SSO may be either an MRO in accordance with R.C. 4928.142 or an ESP in accordance with
R.C. 4928.143.

If an EDU applies for an ESP, current law? requires PUCO to determine whether the ESP,
including its pricing and all other terms and conditions, including deferrals and future recovery
of the same, is more favorable in the aggregate as compared to the expected results that would
otherwise apply for an MRO under R.C. 4928.142. The Supreme Court of Ohio has determined
that R.C 4928.143(C)(1) does not bind PUCO to a strict price comparison, but rather instructs the
Commission to consider pricing, as well as all other terms and conditions. Therefore, PUCO must
ensure that the ESP as a total package is considered, including both a quantitative and qualitative
analysis. Many distribution riders are also recoverable under an MRO. However, some riders in
an ESP do not offer clear quantitative advantages to customers.

In the past, PUCO approved riders with various types of intended qualitative benefits,
such as (1) rate stability for customers, (2) enabling EDUs to proactively improve reliability by
improving distribution infrastructure, (3) provisions for economic development, and (4) low-
income assistance.

Cost of generation and transmission largely independent of PUCO

Generation prices in ESPs for every EDU are set through a competitive bidding process
(CBP). In recent years, PUCO has declared that generation rates under a CBP are equivalent to
those under an MRO. The table below shows the generation prices applicable to the most recent
seven-year period. Separately, statistics from the U.S. Energy Information Administration show
that the average retail price of electricity in Ohio declined by 3.9% from the third quarter of 2016
to the second quarter of 2021. This decrease in the average retail price is notably smaller than
the decreases in generation prices shown in the table. Potentially, the bill could yield higher
customer savings if it resulted in retail electric rates more closely mirroring the cost of generation.

1 As of this writing, the provision applies to AES Ohio (formerly The Dayton Power and Light Company).
2 R.C. 4928.143(C)(1).
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Average Price per MWh of SSO Load Through EDUs’ Respective SSO Auctions

AES Ohio
ey (formerl Duke Ener; FirstEnergy’s
Delivery Period AEP Ohio b . £ &
Endin Dayton Power (0],116] three EDUs

= & Light)
May 31, 2017 $52.37 $56.57 $55.21 $50.05
May 31, 2018 $51.14 $50.33 $52.78 $50.62
May 31, 2019 $49.35 $49.07 $50.31 $49.15
May 31, 2020 $47.38 $47.30 $48.85 $47.98
May 31, 2021 $42.17 $42.70 $46.57 $44.09
May 31, 2022 $44.79 $44.77 $45.45 $46.46

Note: Tranche-weighted average price of winning bids for all 100 tranches applicable to a given delivery year.
Sources: LBO tabulation of auction results from the following websites:
AEP Ohio, http://aepohiocbp.com/index.cfm?s=background&p=previousResults
AES Ohio, https://www.aes-ohioauction.com/Results.aspx
Duke Energy Ohio, https://www.duke-energyohiochp.com/Results.aspx
FirstEnergy’s EDUs, https://www.firstenergycbp.com/Results.aspx

Transmission is the part of electric service that deals with transporting electricity from
the place of generation to the place on the grid where the power is being consumed. The cost of
transmission is determined by formula rates aimed to recover the utility’s cost of investment,
maintenance, and operating costs in transmission infrastructure. These costs are approved by
the Federal Energy Regulatory Commission (FERC).

HB0317IN/Ib

Page |3

H.B. 317, Fiscal Note


http://aepohiocbp.com/index.cfm?s=background&p=previousResults
https://www.aes-ohioauction.com/Results.aspx
https://www.duke-energyohiocbp.com/Results.aspx
https://www.firstenergycbp.com/Results.aspx

