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Prear Chairman Schriber,

IInglosed you will find & letter sent to my office from Mr. Thomas Froehle of the
Industrial Energy Users of Ohio. He is writing in regards 10 concerns his orgunization hias
on the subject of a March 1¥, 2009 order issued by the Public Utifities Commission of
Ohio.

Mr. Froehle cutlines several concerns the 1EU bas about the order and informs me that
they have filed an application for rehearing with the PUCO to protest this order. [ would
like to see this situation resolved in a timely and armicahle manner,

As such, | would appreciate it if you would review Mr. Froehle’s leiter, znd please
responkd with your thoughts on the concerns of the IEU. [ appreciate your attention in this
mutier, and 1 took forward to your response.
Sincerely
F

ﬁbﬁ'—h
Chris Wideoer
State Senator

1™ Senate District

CC: Tom Frochle




April 16, 2000

Senator Chris Widener
Ohic Senats
Statehouse Rm. (41
Ccolumbus, Ohio 43215

Dear Senator Widener:

On March 18, 2008, the Public Utilities Commission of Chie ("PUCO") issued an
order in a case initiated by Ohlo Power Company {"OP”) and Golumbus Southemn Power
Company {("CSP") under the new alectricity law {SB 221) enacted by the General
Assembly and signed by the Governor last vaar.! Today, the Industrial Energy Users-
Ohio ("(EY-Ohia"y’ filed an application for rehearing with the PUCO to protest the
PUCQ's March 18, 2009 order because the order is unreasonable and unlawful. The
FUCOYs rate increasing order is also stunningly excessive when compared o the
expectations set by the PUCO during presentations to the General Assembly.’
Acconding to the ulilities' interpretation of the PUCO’s order, they will collect an
additional $1.5 bitlion during 2009, 2010 and 2011.

Below is a summary of some of the PUCO's determinations that {EU-Obio has asked
the PUCO to reevaluate for the purpose of producing an outcome that batter balances
ihe interests of consumers and the utilities.

" Tha order was signed and supportad by Chalrman Schriber, Commissioner Centolella, Commissioner
Lemmie and Commissioner Roberto. Commissioner Fergus did not participala in the decigion.

* {EU-Onic’s members Include commerclal and industrial customers located througheut Ohio insluding
areas served by OF and CSP. Information about JEU-Ohio s avaliable wa the Internet at htlp/fwaw jeu-
ohic.org.

¥ Dusing the course of recent testimony before the Finance and Appropriafions Committee on the
Commission’s budgst, FUCC Chairman Alan Schriber spécifically addressed the cument difficulfies
customers are having. In response io an observaticn made by Represantative Yates that "The ordinary
citizen feels like they're taking it on the ghin," Chairman Schriber slated, "We ara very intent, in this day
and age, to mitigate rate increases,” adding that the Commission's goal Is to have “virtually no increase in
utility rates.” Chairman Schriber want an to say, *| think we're doing a pretty decent job this year of doing
that. This is not the year when you want to increase rates. There is no question that, over time, rates are
going fo go up.” Gongwer News Service, Gongwer House Activity Report (March £, 2008} {Attachment A
to {EU-Chio’s appiication for rehearing),
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Contrary to general expectations created’ by the PUCO and the. Ianguage
in the PUCO's crder, the rate increases the PUCO- ailowed to go into
effect in 2009 exceed the 7 percent to 8 percent total- bill increase
limitations that the PUCO orderad CSP. and. OP to cbserve. The rates that
the utilities fed with the PUCC after the PUCO 3 order made it clear, prior
to the PUCQ's approval of the rates, that r:.ustomers would . see rate
increases significantly above. these percentage amounts in 2008, - Billing
calculations based on the Tates filad by the utilities indicated that-most, ff
not all, customers would get double digit percentage increases and that
somea larger customers would get increases above the 15 percent lavel
that the PUCO rejected because it said rate Increases at or above the 15 .
percent level would impose a severe hardshsp on customers To try to
correct this migmatch, {EU-Ohio and other parties adwsed the PUCO that
the rates fled by OF and. CSP pursuant to the PUCO's order excoeded
the total bill increase fimitation established by the PUCO, But the PUCO
did nothing to stop the 2009 excessive increages from going into effect.

The PUCO’s arder authorized CSP and OP fo bill and collect electric rates
that cram .12 months of rate increases into shout § months of electric bills
making the 2009 rate increase "effects ‘even harder “on customars..
According to.press reports, the PUCO: expfamed its. choice to, in effect,
retroactively increase rates as being necessary hecause the PUCO was
unable to compiete its work an time.

Even though thera has been no customer swﬂchmg in OP*S servica area
and de minimus customer switching in'CSP's service area, the PUCO's
order gave the utilities rate increases that provide for the recovery of $152
million annually ($456 miflion over the three-year electric secunty plan
period) in compensation for the hypothetical rigk of cusiomer swifching.
Over the objections of all consumer representatives, the PUCO
authorized this rata Increasa by relying on the sama economic mods!
(the Black-Scholes Modsl) uaed by the financial community to value
and sell the mortgaged backed securities ‘rgsponsible for the largeat
financlal collapes since the Great Depression. In contrast, a week
later the PUCO approved a negotisted settlement for FlrstEnergy that
eliminatad any charges for.this hypothetical risk. ‘

For benchmarking purposes, the PUCC's order appears to have refied on
an electricity market. price developed by one of its Staff members who
acknowledged that the price was high when it was déveloped and that-
electric prices had declined after the. number was developed. . The market
price used by the PUCQO for purposes of the: OF and CSP rate. increass
order is higher than the market price which the PUCO adopted for




purposes of modifying F;rstEnergys electnc pnc:ng proposal in December
2008, And, information which AEP has used in presentanons 16 the
financial cotramunity shows that. AEP agrees: that maricat prlnes dedmed .
sharply during 2008. It Is cornmon knowlsdge that eléctric pﬂcss post—‘ N
2008 have declined further as condrt:ons in the general econommy. worked
their way into wholesale slectric prices. Despite the Staff numbier being
high at the time it was developed and the sharply downward price trends
afterwards, the PUCO appears to have plcked a high market price number
to make Its rate increase order look like it is “better in the aggregata“ than -
the statutory altemative. Also for benchmarkmg purposes, the PUCC
appears- to have assumed the maxitmum  market ‘purchases . btend;ng
percentages permitted by Chio law (Section 4928 142, Revised Code)
even though the General Assembly clarified. the law, at the Govamors'
urging, 1o make. it absolutely clear-that the PUCO was nut required to do
s0. The use-of the maximum blending percemages also appears {0 have
been designed to make the PUCQ's rate increass order laok like it is
“better in the aggragate” than the statutory aiternative, -

« The PUCO's order increases rates in 2009 and thereafter by §120 milion
based on a claim that certain costs of generating assets and contract. -
entitlements in other generation which. CSP wanted t6 sefl were nof in -
current rates. In other words, the PUCO selectively appifed cost-based
ratemaking o increase rates.

¢ The PUCQ's order increased distribution ratels by $34.8 million in 2008 for,
amany other things, & not-ready—for—pnmeuﬂme gridSMART proposal. The
PUCO apparently balieves that allowing AEP to gamble with customers’
money may result in the development uf a ready-for~prnna-t:rne pmpnsal
some day in the fulure. - In the meantime, elactric rates have increased to
fund a gridSMART-lo-nowhets without the PUCO applying the cost benefit
test established by the General Assernbly and without pryident measures
of performance accouritability on the part of the utiliies. - '

» Despite repeated calls for ;:mr.ms transparency by Gmus leaders, the
PUCO’s order fails to explain how the PUCO reached #s rate increase -
conclusions even though it is required to provide such reasons according’
to Ohio statutory faw and decisions by the Ohie Supreme Court. The.
findings of fact and conclusions of law section of the PUCQ's. arder -
contains not one substantive determt nation.” The PUCQO's: inability or
unwillingness to transparenﬂy explain its reasomng makes if even harder ..
for members of the public to understand how the PUCO-cauld order. large
rate increases while claiming that it has a goal of wrtuaily no increases
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and harder for the Ganeral Assembly to evaluate the PUCO’s
implementation of this new law.

+ The PUCO's order was issued in a case where, unlike every other simifar
case aovar the iast nine months, the PUCO made no atternpt fo encourage
and promote settlement negotiations. In two other similar cases in which
the PUCO has fsken action (Duke and FirsiEnergy), the PUCO
encouraged seftlement negotiations and eventually. approved settlements
supported in whels or part by almost all the parties. A settlement is
pending in the third case {DP&L). Tha PUCQO's order aliows for rate
increases for items which consumer representatives wers able to defeat
through good faith settlement negotiations in other cases.

» In addition to large rate increases in 2008, 2010 ard 2011, the PUCO's
order allows OP and CSP to defer additional increases that, once the
PUCO-approved interest charges are added, will likely produce additional
non-hypassable rate increases during the parod 2012 to 2018, Because
the PUCC included an squity return allowance for purposes of ceiculating
interest charges, the interest rate will cause the defsrred balances 10 grow
at the annual compound rate of 11.15 percent. The PUCO refused to
calculate interest charges basad on much l8ss expensive debt financing
used in other cases. Based on information. OP and CSP provided to the
PUCO, their average cost of debt financing is about 5.7 pefcent.

» The PUCO's arder makes it clear that OP's and CSP's rates will increase
evan further in 2010 and 2011. It appears that the PUCO will allow OP
ard CSP to collect, in the aggregate, about 1.5 billion rate increass
dollars from their customers during this three-year pericd. But the PUCO
has not required GP and CSP to give customers the information
customers need to predict thelr 2010 and 2011 slectric bifls, While the
PUCO has repeatedly expressed 3 desire to provide Ohio electic
consumars with predictable and stable rates, OP’s and C8P's customers
cannot predict what etectric bilis they will be paying in 2010, a little less
than nine months from now,

The PUCO has 30 days to act on the appfication for rehaaring {copy attached) which
[EU-Qhio has filed. We expact other parties will also file rehearing requests. Recentiy,
the PUCG has extended this statutory deadline by granting rehearing requests for the
purpose of giving iiself more time to consider rehearing requests, IEL-Ohio’s rehearing
request urges the PUCO to make a substantive ruling within the 30-day period because
otherwise the PUCO has the ability to stymie efforts to secure review of its aclions by
the Chio Supreme Cowrt. On an interim basis, IEU-Ohio has also asked the PUCO to
limit total bill increases for 2009 fo the percentage amounts contained in the PUCO's
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order so that customers are nof burdened by more than the PUCO-specified increase
amounts at a time whan economic hardship has blanketed Chio. -

As if things were not bad enough for OP and TSP custormers; on April 8, 2008, AEP
filed an application to make it even harder on customers who have become more
vulnerable as a result of conditions in the general economy. - Under. the proposal
submitted by OP and CSP in PUCO Case No. 09-308-EL-WVR, the ufilities are seeking
the PUCQ's permission to bypass a PUCQ rule that states whan and to what extent
utilites may demand non-residential customers to make deposits to secure bil
payments. |EU-Chio has asked the PUCO to deny this application and require OF and
CS8P- 10 work proactively with their cuatomers to-work through the difficull issues
presented by comdifions in the general. ec:oncwny An the meantime, IEU-Ohio has also
suggested that neither the utilities nor-the PUCO are helping to reduce bill collection risk
by impasing double digit percentage electnc rate’ increases an customers.

If you have any questions regarding this letter, the aftached apphcation for rehearing
or whal you might do to help make gure that slectric rate incraases are kepl as-low as
possible during this difficul! time, please call me at your earliest cenvenience.

Sincerely,

o e

Thomas L. Froaehle

Industrial Energy Users Ghlo
21 East State Street, 17th Floor, Calumbus, O 432154229
800-860-3841 (Toli Fres) 614-468-8000 (Phone) 614-469:4653 (Fax)
1EL-OH Website: hitp:/iwvew igu-chio.org
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