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CONTENTS: Would revise state energy policy to address. electric service price regulation, new
bonding authority for advanced energy projects, advanced energy portfolio sandards, and
greenhouse gas emission reporting and carbon control planning requirements

State Fiscal Highlights

STATE FUND FY 2008 FY 2009 FUTURE YEARS
General Revenue Fund — Department of Natural Resour ces
Revenues -0- -0- -0-
Expenditures Possble minima incressein Possbleminimd increasein | Additiona costswill depend on
adminigrative expenses adminigrative expenses the timing and development of
federa carbon sequestration
regulaions
Unspecified Operating Funds— Environmental Protection Agency
Revenues -0- -0- -0-
Expenditures Possble minimd increasein Possbleminimd increesein | Additiona costswill depend on
administrative expenses adminigtrative expenses the timing and devel opment of
federd carbon sequestration
regulaions
Facilities Establishment Funds— Department of Development
Revenues -0- -0- -0-
Expenditures Possibleincreasein Possibleincreasein Possibleincreasein
development loans/grantsfor | development loans/grants for development loang/grants
advanced energy facilities advanced energy facilities for advanced energy
facilities
Mortgage | nsurance Fund — Department of Development
Revenues -0- -0- -0-
Expenditures Possbleincrease in mortgege | Possible increase in mortgage Posshbleincreasein
insurance payments for insurance payments for mortgage insurance
advanced energy fecilities advanced energy fadllities payments for advanced

energy fadllities




General Revenue Fund — expendituresfor eectricity

Revenues -0- -0- -0-
Expenditures -0- Potential decrease up to Potential decrease up to
$20.3 million or more $20.3 million or more, or

potentia increase up to
$2.5 million or more, or
anywhere in between

Highway Operating Fund (Fund 002) — expendituresfor electricity

Revenues -0- -0- -0-
Expenditures -0- Potentia decrease up to $5.7 Potential decrease up to
million or more $5.7 million or more, or

potentia increase up to
$0.7 million or more, or
anywhere in between

Other State Funds— expendituresfor eectricity

Revenues -0- -0- -0-
Expenditures -0- Potentia decreasein the Potential decreasein the
millions millions, or potentid increase up

to between $1 million and $2
million, or anywhere in between

Note: The statefisca year is July 1 through June 30. For example, FY 2007 is July 1, 2006 — June 30, 2007.

The saverd funds within the Facilities Establishment Fund Group (Department of Development—DEV) may
experience increased expenditures for devel opment loans and grants issued to advanced energy facility projects.

The Mortgage Insurance Fund (DEV) may experience an increase in bond-secured mortgage insurance payments
for advanced energy facility projects.

There could be a minima increase in GRF expenditures for adminigrative cods in the Department of Naturd
Resources Divison of Geologicd Survey and a possible minima increase in unspecified operating expenditures in
the Environmenta Protection Agency for their roles in developing a carbon sequedtration policy and regulatory
framework.

In the future, the federa government is likely to develop regulations concerning carbon sequestration projects.
Presumably, thiswould affect state regulations and oversight of those projects.

The bill would grant stronger regulatory authority over dectric generation rates to the Public Utilities Commisson
(PUCO) and would require eectric utilities subject to PUCO regulation to meet an advanced energy portfolio
requirement. Both provisions have the potentia to impact prices the sate pays for dectricity. The most likely effect
of the former rovison is to reduce eectricity rates, as compared with what they would be without the authority
granted to PUCO by the hill, while the mogt likely effect of the latter would be to increase rates. The net result
could be ether a savings for the state or a cost, depending on which provison has the stronger effect on eectricity
prices.

Thetiming is different for the potentiad savings as compared with the potentid cost. The potential savings, if redized,
would begin in FY 2009 for mogt date spending, after the expiration of the rate stabilization plan for most dectric
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utilities, facilitiesin the Dayton Power & Light areawould experience the savings, if redlized, beginning in FY 2011.
The timing of the potentia cost would depend on rules promulgated by PUCO, but would increase gradudly until
2025 (and beyond).

Local Fiscal Highlights

LOCAL GOVERNMENT FY 2008 FY 2009 FUTURE YEARS
Counties, municipalities, townships, school districts
Revenues -0- -0- -0-
Expenditures -0- Potential decrease up to Potential decrease up to $341.3
$341.3 million million or more, or potential

increase up to $42.3 million or
more, or anywhere in between

Other Local Governments
Revenues -0- -0- -0-

Expenditures -0- -0- -0-

Note: For most local governments, the fiscal year isthe calendar year. The school district fiscal year is July 1 through June 30.

The hill would grant stronger regulatory authority over dectric generation rates to PUCO and would require ectric
utilities subject to PUCO regulation to meet an advanced energy portfolio requirement. Both provisons have the
potentia to impact prices loca governments pay for dectricity. The most likely effect of the former provison isto
reduce eectricity rates, as compared with what they would be without the authority granted to PUCO by the hill,
while the most likely effect of the latter would be to increase rates. The net result could be either a savings for local
governments or a cogt, depending on which provison has the stronger effect on eectricity prices.

Thetiming is different for the potentia savings as compared with the potentid cost. The potentia savings, if redized,
would begin in FY 2009 for most politicad subdivisons, after the expiration of the rate stabilization plan of their locd
electric utility; customers of Dayton Power & Light would experience the savings, if redlized, beginning in FY 2011.
The timing of the potentia cost would depend on rules promulgated by PUCO, but would increase gradudly until
2025 (and beyond).




Detailed Fiscal Analysis

S.B. 221 would make a number of changes to State law related to the generation and sae of
electric power in Ohio. Some provisons of the bill have no sgnificant fiscal effect. Those provisions
that do have an effect include changes to the authority and duties of severd state agencies, including the
Public Utilities Commisson (PUCO), the Ohio Air Quality Development Authority (OAQDA), the
Depatment of Natura Resources (DNR), and the Ohio Environmenta Protection Agency (EPA).
Fiscd effects are dso likely to follow from the advanced energy portfolio standard requirement imposed
by the bill on utilities regulated by PUCO.

The hill would increase the authority of PUCO over the generaion of dectricity in Ohio, if
PUCO determines that that authority is needed to implement the statutory electric services policy.® If
PUCO does make such a determination, the bill would require eectric utilities to submit a standard
service offer to PUCO for gpprova. That standard service offer could comein either of two types. an
"dectric security plan” or a "market rate option.” A market rate option is defined to be a plan under
which the utility's prices are determined periodicaly through a competitive bidding process. An eectric
security plan would be substantidly smilar to arate case as they were practiced prior to SB. 3; PUCO
is required to adopt rules that would govern eectric security plans. And the bill would require PUCO
to employ a Federd Energy Advocate to monitor the activities of the Federd Energy Regulatory
Commission (FERC) and other federal agencies on behaf of Ohio retail eectric service consumers.

The hill would require PUCO to adopt rules prescribing advanced energy portfolio standards
that would gpply to a utility's sandard service offer. The bill specifies that the rules must require utilities
to generate a minimum of 25% of the eectricity produced to meet their tandard service offers usng an
advanced energy technology by 2025. At least 50% of the dectricity produced usng an advanced
energy technology must be produced using a renewable energy source. The remainder may be met
using any clean cod technology using carbon controls, advanced nuclear plant, or cogeneration project
when congtruction of the relevant project isinitiated after January 1, 2009.

The bill would require PUCO to adopt rules establishing energy efficiency standards and
greenhouse gas emission reporting requirements.  Regarding the former, a utility must implement energy
efficiency measures that will result in not less than (1) 25% of projected growth in its dectric load and
(2) 10% of itstotd peak demand being achieved by the use of such measures by 2025.

Under current lav OAQDA assists Chio businesses, government agencies, and not-for-profit
agencies and individuas in complying with ar qudity regulaions and environmentd standards by
financing the purchase, congruction, or ingdlation of ar pollution control equipment. The bill would
extend the role of the Authority into the redlm of new energy initidives, by establishing new bonding
authority to fund specified types of advanced energy projects including advanced nuclear energy

! The statutory electric services policy is found in section 4928.02 of the Revised Code. PUCO authority
over generation was limited by Am. Sub. S.B. 3 of the 123rd General Assembly (S.B. 3) often referred to
as the electric restructuring (or electric deregulation) bill.
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projects, fuel cdls used in eectricity generation, and cogeneration technology. The bill declares that
such projects qudify as air and therma pollution control facilities under the Ohio Condtitution.

Additionally the bill would authorize OAQDA to implement programs to achieve best codt rates
for state-owned buildings, facilities, and operations, state-supported colleges and universties, willing
loca governments, and willing school digtricts through pooled purchases of eectricity and the financing
of taxable or tax-exempt prepayment of commodities. Current commodity contracts” will dlow Ohio-
based companies to take advantage of federal tax laws that encourage the capture of waste heat for the
production of dectricity. Under federd statute and regulations the excess eectricity can be sold solely
for the benefit of municipaly owned utilities. The proposed bill would increase the scope of such
contracts, with or without federal tax exemption.

Background

Since SB. 3 of the 123rd Genera Assembly, PUCO authority over eectric generation has
been limited. Electric generators are required to provide a"standard service offer” to certain customers,
and mugt file it with PUCO. Currently, dectric generation ratesin Ohio are subject to "rate stabilization
plans’ (RSPs), most of which are scheduled to expire at the end of 2008. The RSPs were devel oped
under current (.e., post-S.B. 3) law,® but many observers express concern that generation rates will
increase ggnificantly when the RSPs expire.

Reputable studies find that renewable portfolio sandard (RPS) requirements would increase the
price of eectricity to consumers (including governments). For example, the U.S. Energy Information
Adminigration (EIA) published a sudy in August 2007 titted Energy and Economic Impacts of
Implementing Both a 25-Percent Renewable Portfolio Standard and a 25-Percent Renewable
Fuel Standard by 2025.* Asimplied by the title, the specific policy proposal that that study examined
differed from the current bill: it required a 25% renewable portfolio standard rather than a 25%
advanced energy portfolio standard, it dlowed for a system of tradable energy credits (which the hill
does not), and it required a 25% renewable fud standard in addition to the RPS requirement. The
study projected that average retal ectricity prices would increase by about 3.3% due to the proposal
by 2025, and by 6.2% by 2030. It aso projected that about one-hdf of the renewable generation
required by the proposa would be met by biomass eectricity generation, and that wind generation
would account for dightly over one-third. For purposes of comparison, another EIA study, released in

2 OAQDA is authorized to enter into commodity contracts with or make loans for the purchase of entering
into commodity contracts to any person, government agency, or entity located within or without the state in
connection with the acquidition or construction of air quality facilities. "Commodity contract” means a
contract or series of contracts entered into in connection with the acquisition or construction of air quality
facilities for the purchase or sde of a commodity that is eligible for prepayment with the proceeds of
federally tax-exempt bonds.

® A fuller explanation of the historical and legal background of RSPs can be found in the LSC Bill
Anayss, which can be found at www.lsc.state.oh.us. Click on "bill documents,”" then on "bill analyses' to
find it.

* The study can be found at the EIA web site, www.eiadoe.gov/fuelrenewablehtml. Click on "more
renewable reports’ to find it.
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June> analyzed the affect of a 15% RPS proposa, finding that that proposal would increase eectricity
prices by about 2.0% by 2030.

The more recent study included many cavesats, which are gppropriate given the long-term nature
of the projections. It was based on federal laws and regulations as they were on September 1, 2006; in
particular any tax incentives that were scheduled to expire under the law onthat date were assumed to
expire. It made projections about the cost, performance, and commercid feashility of types of
generaion, such as advanced biomass generation, for which no commercia generation currently exigts.
Any of those assumptions may prove to be overly optimigtic (in which case the price increases could be
greater than projected) or overly pessmigtic (in which case they could be smdler than projected). And,
of coursg, it projected the prices of commodities like ail, cod, naturd gas, and uranium that are very
hard to predict. Given the differences between the proposal andlyzed in this study and the advanced
energy requirement of SB. 221, as well as the uncertainties highlighted in the study itsdlf, the projected
effects on dectricity prices would differ from the effects that SB. 221 is likdly to have. Neverthdess
the advanced energy requirement of SB. 221 is likdly to affect dectricity prices. This point is
elaborated below.

Both the state and loca governments are consumers of eectricity. OBM reports that date
agencies spent dightly over $52.1 million on éectricity in FY 2007. The agencies that spent the largest
amounts were the Department of Rehabilitation and Correction (DRC, $14.2 million), the Department
of Trangportation (DOT, $11.4 million), the Adjutant General (ADJ, $3.6 million), the Department of
Menta Hedth (DMH, $3.5 million), the Department of Adminigrative Services (DAS, $3.4 million),
and the Department of Natural Resources (DNR, $3.3 million). No other agency spent more than $3
million that year, though one spent over $2 million and four spent over $1 million. In addition to direct
spending on dectricity, some agencies pay for eectricity indirectly, as part of the amount they pay for
leased office space. The U.S. Census Bureau estimates that local governments in Ohio collectively
spent approximately $682.7 million on dectricity during the fiscal year that ended between Jduly 1, 2004
and June 30, 2005. The definition of loca governments appears 1 include counties, municipalities,
townships, specid didtricts, and school digtricts.

Fiscal effect

Public Utilities Commission of Ohio

A PUCO officia reports that the additiona dutiesimposed by the bill can be handled by existing
gaff and within the existing budget. The requirement to employ a Federal Energy Advocate is expected
to be met by assigning that duty to an exigting staff person.

Ohio Air Quality Development Authority

OAQDA officids report that staffing and appropriations for the current biennium are sufficient
to perform the additiona functions prescribed by the bill. They are noncommittal about the sufficiency
of daffing and gppropriations for future performance of these duties, indicating that at some future point
they may need to reassess the need for additiond funds and staff. LSC gtaff could not come up with

> This study is titled Impacts of a 15-Percent Renewable Portfolio Sandard.
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cost projections as it is dtill too early to forecast the number and scope of suitable projects in advanced
energy fadilities that may be consdered by OAQDA. Additiordly, there could be some revenue flow
from these projectsin later years, which again cannot be quantified at this stage.

Department of Devel opment

The bill expands the authority of the Development Financing Advisory Council (DFAC),
dlowing it to recommend devel opment |oans and grants under sections 122.39 to 122.62 and Chapter
166. of the Revised Code to advanced energy facilities as defined in the bill. The DFAC recommends
funding for projects under a variety of bond-supported loan and grant programs within the Fadilities
Egtablishment Fund Group that must then be approved by the Controlling Board. These include the
166 Direct Loan Program, the Innovation Ohio program, and the Research and Development Loan
Program, among others. It is likely that these three programs would be the most relevant programs to
advanced energy projects. An increase in expenditures from these funds is possible if DFAC gpproves
funding for advanced energy projects under the bill. It isaso possible that other project funding may be
scaed back if advanced energy funding takes a priority under the bill.

The bill dso expands the jurisdiction of the Mortgage Insurance Fund in the Department of
Development to pay for mortgage insurance on advanced energy projects. The Mortgage Insurance
Fund is supported by bond proceeds and may be used to insure up to 90% of any mortgage payments
on various economic development projects, air quality facilities, waste water facilities, or solid waste
fadlities. Adding advanced energy projects to the list of quaified projects could increase payments
meade from this fund if the Director of Development chooses to use these funds for that purpose. Any
moneys expended from this fund require approva by the Controlling Board.

Regulatory oversi ght of carbon sequestration projects

To clear up juridictional overlaps between the agencies, the bill requires DNR, EPA, and
PUCO to jointly by rule develop an interim policy framework for pilot and demongtration carbon
sequedtration projects. As it is now, PUCO has jurisdiction over pipelines carrying carbon dioxide.
EPA and DNR share jurisdiction over deep wells, depending on what type of well isinvolved. EPA has
jurisdiction over the equipment that would be used to capture the carbon dioxide and prepare it for
sequedtration.  Although joint development of rules by these three agencies might iminate jurisdictiona
overlaps, it should be noted that, according to EPA, the interim framework cdled for in the bill would
be established with the understanding that there will be afederd regulatory regime for this technology in
the future, likely superseding state regulations.

DNR's role in this process would likely be led by the Divison of Geologicd Survey, with
possible involvement by the Divisons of Mineral Resources, Forestry, and Soil and Water. Any costs
for its role in developing the policy framework would be adminigrative in nature and be supported by
regular GRF adminigrative funds.

EPA's role in this process would likely be led by the Dvison Air Pallution Control, with
possible involvement by the divisons of Hazardous Waste Management, Surface Water, and Drinking
and Ground Waters. EPA costs would be supported by rotary funds that support these divisions.
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Effect on electricity billspaid by state and local government

Two categories of provisonsin the bill have the potentid to affect dectricity prices, and thus the
amount that state and local governments spend for eectricity. The first category of provisons is al
those related to PUCO authority over electric generation rates. The second category is the advanced
energy portfolio requirement. Please note that unless otherwise indicated al discussions below about
electric generation rates "increasing” or "decreasing” due to the bill's provisions mean an increase or
decrease relative to the leve a which the rates would be under exigting law. Specificaly, areferenceto
a"decreasg” in rates means such arelative decrease—not necessarily an absolute decrease in rates.

Regarding the first category, many observers believe that when the current RSPs expire there
will not be effective competition over generation rates, and that exising PUCO authority will be
insufficient to prevent companies from exerciang their market power to raise dectricity prices
ggnificantly. If this assessment is accurae, then this category of provisons in the bill would act to
decrease eectricity prices paid by state and local governments (and other consumers). However, given
that the current RSPs were themsdlves the result of the existing legal framework, the widespread belief
that rates would rise sgnificantly without increased authority may not be correct. Certainly the hill
would strengthen PUCO authority, meaning that this category of provisions would not cause dectric
generation rates to increase.  But whether those rates would decrease, and how much they would
decrease, would depend on the effective leverage that PUCO gains, reldive to existing authority, over
rates.

LSC daff believe that the effect on dectricity prices of the increase in PUCO authority may be
to decrease éectricity rates. But we are unaware of any research that would provide areliable basis for
predicting the magnitude of such a rate decrease. Chairman Schriber of PUCO tedtified before the
Senate Energy and Public Utilities Committee that Maryland recently experienced an increase in
electricity rates of 72% and that Illinois experienced an increase of 55% in circumstances presumably
gmilar to ours, which suggedts that the increase in PUCO authority could result in a decrease in rates of
as much as 50%, or more. It should be emphasized, however, that each state's legal and market
environment is different, so that Ohio's experience could be quite different from that of Maryland and
lllinois. LSC daff cannot rule out the possibility that the increase in authority will have no effect on
rates.

The second category of bill provisons is the advanced energy requirement. Based on EIA
gudies of amilar renewable portfolio sandards being imposed nationwide, it seems likely that this
requirement would increase eectric generation rates.  While EIA sudies cited above projected
increases in dectricity prices of 2.0% to 6.2% by 2030 from somewhat smilar provisons, there are a
number of differences between the proposds that were analyzed in generating those projections and the
requirement in SB. 221. The principa differences are that S.B. 221:

(1) would effectively impose a 12.5% RPS, with another 12.5% of generation subject to a
requirement to employ some combination of renewable and advanced energy technologies,

(2) would gpply only to Ohio, as compared with nationwide gpplication; and




(3) is glent on the subject of a sysem of tradable renewable energy credits, while the
proposas andyzed by EIA did permit such systems.

While LSC daff are unable to determine the magnitude of the impacts of these differences on
EIA projections, economic theory does suggest the direction of the impacts. Both the second and third
differences would make the S.B. 221 provision more expendve than the programs EIA andyzed, in the
sense that eectricity prices would be expected to increase more. In the case of the second difference,
EIA has found in past studies that reduced prices for fossl fuds roughly offsat the fact that renewable
energy sources are generdly costlier than fossl fuds, so that offsetting savings prevented the average
cogt of producing dectricity from risng much. Since the markets for fossl fuds are generdly national (if
not internationd), meaning Ohio generators are a smal part of the overdl market, then the offsetting
savings would be smdle—on average dectricity prices would rise more. In the case of the third
difference, economic theory has long maintained that such systems reduce the cost of attaining smilar
sorts of goals® Mogt of the literature is based on tradable permits to emit pollutants, but the same line
of reasoning gppliesin this setting.

The firgt difference is less sraightforward. On one hand, a 25% portfolio standard that alows
for advanced energy technologies as well as renewable technologies alows greater flexibility (in theory)
than a smple 25% RPS, which implies that the increase in dectricity prices in Ohio would be less than
the magnitudes projected by EIA for the nationd projects. On the other hand, during a conversation
with an EIA officid involved in producing these studies he indicated that the examples of advanced
enagy technologies given in the hill are dl currently more expendve than renewable energy
technologies. Thus, it may be that in practice the bill's advanced energy requirement provides no greater
flexibility than would an RPS requirement of the same percentage. That would suggest that the first
difference above may have no effect on the increase in eectricity prices as compared to those projected
by EIA.

There are subdantid uncertainties involved in long-range forecadting, especidly when
technologica change may change some of the cost variables significantly a some point during the next
18 years. Many of those uncertainties are highlighted in the EIA sudy cited above, making ther
projections themsdves subject to ggnificant uncertainty. And given the differences between the
advanced energy requirement of S.B. 118 and the national proposas examined by EIA, it would appear
to be possible that EIA's projections that eectricity prices could increase by 2.0% or even 6.2% by
2030 may overdate Ohio's experience under the requirement, due to the first difference between the
proposals. 1t seems more likely, though, that EIA's projections would understate Ohio's experience due
to the second and third differences.

Looking at both categories of bill provisons together, then, LSC daff cannot predict te
megnitude or even the direction of changes in dectricity prices that the bill would cause. If the first

® The argument, in short, is based on the assumption that different generators have different costs of
adopting renewable or advanced energy technologies for generation. If that is true, then a system of
tradable credits would alow companies for whom renewable/advanced energy generation is more
expensive to purchase credits from companies for whom it is less expensive. This allows the overal
threshold of renewable/advanced energy generation to be met at a lower cost. Note that the argument is
critically dependent on there being such differences in costs across companies.
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category of hill provisons is dominant, then the bill could create savings for eectricity consumers up to
50% or more. For the state, that would imply savings up to $26.1 million per year, or more, Sarting
after the RSPs expire. The timing implies that the state would receive a partid year's savings in FY
2009, a full year's saving in FY 2010 based on expiration of al the RSPs except Dayton Power and
Light's (DP&L's), and full savings benefits after DP&L's RSP expires. For locd governments that
would imply savings across dl locd governments datewide, including counties, municipdities,
townships, specid didricts, and school digtricts, of up to $341.3 million or more per year after
expiration of the RSPs. For most loca governments the savings would begin in FY 2009.

The other possibility is that both categories taken together would lead to increased prices, if the
advanced energy portfolio requirement outweighs the effect of the increased authority of PUCO. Under
this scenario, eectricity bills for the state could increase by up to $3.2 million or more per year by FY
2030. For locad governments, they could increase by up to $42.3 million or more per year by FY
2030. The costs would increase gradualy over the course of the intervening period for both state and
locd governments.

The date pays for dectricity from a variety of different funds in the budget. The GRF is
catanly the largest sngle source of funding, providing the source of funding for purchases by the
Department of Rehabilitetion and Correction (DRC) ($14.2 million in FY 2007), Department of
Adminigtrative Services (DAS) ($3.4 million), and a least a portion of the funding for two other large
users (Adjutant General (ADJ) and Department of Menta Hedth (DMH)). The second largest user,
the Department of Trangportation (DOT) ($11.4 million in FY 2007), pays for eectricity out of the
Highway Operating Fund (Fund 002).

LSC fiscal staff: Ross Miller, Senior Economist
Isabel Louis, Economist
Terry Seele, Budget Analyst
Brian Hoffmeister, Budget Analyst
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