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February 8, 2008

An interview with Thomas Sanzillo:
The Proposed AMP-Ohio Generating Station Contract
Thomas Sanzillo’s 25 years of public service include the role of First Deputy Comptroller of the State of New York, managing financial oversight for State of New York assets of $650 billion annually. He is currently a Senior Associate for TR Rose Associates a consultant service in  New York City.
Mr. Sanzillo has just completed an analysis of the proposed AMP-Ohio Generating Station contract, which will be posted on the Ohio Citizen Action website, www.ohiocitizen.org, on Monday afternoon, February 11.
Ohio Citizen Action interviewed Mr. Sanzillo about the risks and financial issues involved in the contract:
Is it fair to say that this contract makes the individual AMP-Ohio communities the owners of the plant as opposed to being power customers?

This contract gives municipal systems the responsibilities of ownership and not enough of the benefits.

How much would our electric rates go up if we bought into this plant?

I can’t give you a dollar amount. In the current market, this coal plant will be more expensive than a coal plant that would have been built ten or twenty years ago. It is not a good time to build new coal-fired power plants.

I think the public wants to know, if rates have to go up, will it be because it is a last resort? They will also want to know, if there are good financial times, will they see a benefit? The arrangement put forward in this contract would not give good solid answers to those questions.

Furthermore, this contract is not written in a way that requires AMP-Ohio to follow least-cost practices in the letting of construction contracts and in arranging the debt for the project. That is a big shortcoming. 

Who would pay for cost overruns?

Construction overruns, which are very likely in the current market, are to be paid for in pass-through costs to the municipal electric systems and their consumers.

If AMP-Ohio decides to cancel the plant part way through construction, would we still have to pay for it?

Yes. Municipal electric systems would have to pay for the capital costs expended prior to operation. Basically, whatever is spent from the bond proceeds must be reimbursed in some way by each participant. If this occurred there would most likely be a number of lawsuits.
If, in ten or twenty years from now, our city discovered a source for alternative energy and we didn’t want to buy electricity from this coal plant any more, could we get out of the contract?

It is very likely that communities in Ohio will find that to be the case. The current contract puts them on the hook for the entire cost of the plant for 50 years. If AMP Ohio can find a willing buyer for the electricity at the price they are charging, a city or town could relieve itself of its responsibility. Any difference in price would be the responsibility of the city or town.
If the pollution control technology doesn’t work or doesn’t meet new federal standards, can our city get out of the contract then?

Municipal electric systems are pledged under this contract to pay for those kinds of problems. 

It’s a given that the costs of carbon dioxide controls will increase electricity prices. If AMP-Ohio doesn’t get its electricity from this new coal plant, it will probably be from someone else’s coal plant. Won’t carbon dioxide control costs be going up for them, too?

If you are going to be paying for an expensive new plant, why not do it in a way that also improves the environment? This would not be a clean coal plant. The Burns and Roe consulting firm analyzed the AMP-Ohio proposal last fall, with considerable attention to the pollution technology. They concluded that what was being done was useful, but they expressed concern that it would not be enough. New rules for greenhouse gas emissions will be passed during the life of this plant. This will impose new costs. It is anyone’s guess whether new plants can be retrofitted to meet new standards, and no one can say definitively what the new bottom line will be. Last week investment banks in New York said they would only finance new coal fired plants if they adhered to new carbon principles.  We are playing with a moving target. 

Since coal plant projects are being cancelled around the country, shouldn’t we build one of our own so we don’t get stuck?
One of the major benefits of having your own source of power is that you can control costs and keep prices low. This contract doesn’t do it.

Do the contract provisions give the Participants Committee the power to protect the interests of the municipal systems and consumers?

No. The authority for the Participants Committee is very limited. The Participants Committee does not have a formal say in rate-setting, how AMP Ohio chooses to spend the money the rate payers give to it, how much debt AMP-Ohio incurs, or what the future of the plant will be. The authority in the contract, like the right to oversee any future sales, is confusing. The Master Trust Agreement is separate from the contract and does not reflect the Participants Committee’s authority at all. 

Does it really matter how much power the Participants Committee has, since the AMP board is made up of AMP member communities anyway?
A close working relationship is important. But you need a system that can be easily explained to the public so they can always be confident that their interests are being put first. Any system can get out of control without accountability. If nobody asks the questions, if nobody’s watching, something bad will happen.

I’ve been in public service for over 25 years. I’ve run programs and big systems and I’ve reviewed them. I think taking the time to get a project right from the beginning is time well spent.

AMP-Ohio was created to help small cities and towns that don’t have the staff or expertise to deal with all the points you raise. Who’s going to help us if not AMP? 

Public power has served the people of Ohio well for decades and it is important that it continue to do so. That’s why it is worth the time to look carefully at this contract. It is 50 years and billions of dollars.

A close working relationship between municipal electric systems and AMP-Ohio is what makes this system strong. What you need is a system that can be easily explained to the public so they can always remain confident that their interests are being put first.

Up until now municipal electric systems have been engaged to AMP-Ohio. Now you are about to be married. If there are questions, try to resolve them. The foolish questions are the questions that are never asked.

The worst thing that any municipal electric system can discover is a surprise that results in price increases that they have to explain to the public and can’t say why with any clarity. Someday people are going to come to them and say, “You voted for this, how come rates are going up?” 

