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To:
From:
Re:
Date:

CARPENTER LIPPS & LELAND r

ATTORNEYS AT LAW

280 FPLLAZA, SUITE 1300
280 NORTH HIGH STREET
CoOoLUMBUS, OHIO 432135

MEMORANDUM
OMA Energy Committee
Kim Bojko and Ryan O’Rourke, OMA Energy Counsel
Energy Committee Report
August 25, 2016

Active Administrative Actions in which OMAEG is Involved:

American Electric Power (AEP):

=  PPA Rider Expansion Case (Case No. 14-1693-EL-RDR, et al.}

AEP, Staff, Sierra Club, Ohio Energy Group, Ohio Hospital Association, 1GS and
others filed a stipulation seeking PUCO approval to populate the PPA Rider with the
costs associated with certain plants owned by AEP Generation Resources as well as
the costs of AEP’s entitlement to the OVEC output. IEU-Ohio agreed to not oppose.

The stipulation contains several other provisions unrelated to the PPA Rider,
including: extension of the ESP III plan; expansion of the IRP program; and a
proposal to develop wind and solar facilities.

The PUCO modified and approved the stipulation.

On rehearing, AEP stated that in light of the FERC decision it was going to only
pursue recovery of the OVEC PPA.

Rehearing is still pending and no charges have been passed through the PPA Rider.

=  ESP Application (Case No. 13-2385-EL-SSO, et al.)

Order issued on February 25, 2015, wherein PUCO approved establishment of the
PPA Rider, but AEP was not authorized to coltect any PPA costs through the PPA
Rider.

Entry on Rehearing subsequently issued — PUCO deferred ruling on applications for
rehearing related to the PPA Rider.

Rehearing is pending.

Pursuant to the Stipulation in the PPA Rider case, AEP filed an application to extend
the ESP through 2024, and included other provisions agreed to in the Stipulation,
such as BTCR opt-out program, IRP extension and modifications, the Competition
Incentive Rider, DIR extension and modifications, and a Sub-Metering Rider.
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*  Fuel Adjustment Clause Cases (Case No. 11-5906-EL-FAC, et al.)

An audit estimated that AEP double recovered certain capacity-related costs in the
amount of $120 million.

The PUCO reversed an earlier decision and held that parties have the right to receive
copies of a draft audit report previously withheld from disclosure.

The draft shows that AEP may have double recovered by as much as $160 million.

Parties are awaiting next steps from the PUCO.

Duke Energy Ohio (Duke):

= ESP Application (Case No. 14-841-EL-SSO, et al.)

Order issued on April 2, 2015, wherein PUCO approved establishment of a PPA rider
(Rider PSR), but Duke was not authorized to collect any PPA costs through Rider
PSR.

Several parties, including OMA, filed applications for rehearing of the PUCO’s
decision — the applications for rehearing are still pending.

= 2013/2014 EE/PDR Recovery (Case Nos. 14-457-EL-RDR and 15-534-EL-RDR)

Duke and Staff filed a stipulation seeking to resolve the shared savings mechanisms
relating to Duke’s 2013 and 2014 programs.

OMA and others opposed the stipulation and the parties are awaiting a PUCO
decision.

= Shared Savings Mechanism Extension Case (Case No. 14-1580-EL-RDR)

Duke sought PUCO approval of its request to extend the use of its shared savings
incentive mechanism in 2016.

OMA and others opposed the proposal. The parties are awaiting a PUCO decision.

FirstEnergy:
= ESP IV Application (Case No. 14-1297-EL-SS0)

FirstEnergy, Staff, Ohio Energy Group, OPAE, IGS, and others filed a stipulation
seeking PUCO approval of FirstEnergy’s ESP 1V Application together with authority
to establish and populate a PPA rider (Rider RRS) with the costs associated with
certain plants owned by its affiliate, FirstEnergy Solutions.

The stipulation also contains provisions addressing: grid modernization; energy
efficiency; and a plan to transition to decoupled rates,

The PUCO modified and approved the stipulation.

On rehearing, FirstEnergy stated that in light of the FERC decision it was not
putsuing cost recovery of the affiliate PPA with FirstEnergy Solutions at this time.
However, FirstEnergy is still seeking to recover costs through Rider RRS under a new
proposal (a virtual PPA).
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On rehearing, Staff proposed a new proposal to create a credit support rider to replace
the virtual PPA to give FirstEnergy $393 million over three years ($131 million

-annually). Staff hopes that the credit support rider will jumpstart grid modernization,

but there is no guarantee this will happen. FirstEnergy requested modifications to
Staff’s rehearing proposal, requesting $558 million annually for the eight years of the
ESP plus an additional amount up to $568 million annually to account for
maintaining its corporate headquarters and nexus of operations in Akron, Ohio—the
total could be approximately $9 billion over the term of the ESP 1V,

Davton Power & Light (DP&1):

= Distribution Rate Increase (Case No. 15-1830-FEL-AIR, et al.)

The PUCO set June I, 2015 to May 30, 2016 as the test period and September 30,
2015 as the date certain.

Discovery is ongoing and parties are awaiting a forthcoming Staff report.

» Electric Security Plan (Case No. 16-395-EL-SS0O, et al.)

DP&L is requesting to recover costs associated with several generating units that it is
planning to transfer to an affiliate through a PPA rider.

A Distribution Investment Rider and a Clean Energy Rider are also being sought.
A hearing is set for October 25, 2016.

Statewide:

*  Challenge to FirstEnergy Solutions RTO Expense Surcharge (Case No. 14-1610-EL-

CSS)

The PUCO decided that it has jurisdiction to hear the complaint filed by members of
the opt-in group.

The PUCO issued an order preventing termination of service for the disputed charges.

A hearing is set for September 13, 2016.

= Net Metering Rules (Case No. 12-2050-EL-ORD)

OMAEG filed comments urging the PUCO to adopt rules that align the compensation
schemes applicable to shopping and non-shopping customers.

Stakeholders await the PUCO’s decision.
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Judicial Actions—Active Cases Presentlv on Appeal
from the PUCO to the Supreme Court of Ohio

Duke Energy Ohio:

= Increase to Natural Gas Distribution Rates, Case No. 2014-328 (Appeal of Case No.
12-1685-EL-AIR, et al.}

= OMA, OCC, Kroger, and Ohio Partners for Affordable Energy appealed a PUCO
order to the Ohio Supreme Court that permitted recovery from ratepayers for
environmental remediation costs associated with two former manufactured gas plant
sites.

» The matter is fully briefed and the parties await a date for oral argument before the
Court.
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Federal Actions

FERC Complaints:

= Complaints against AEP, FirstEnergy, and their unregulated generating affiliates

= RESA, EPSA, Dynegy, and a few others filed complaints seeking to rescind the
waiver on affiliate power sales transactions granted to AEP, FirstEnergy, and their
unregulated generating affiliates.

= OMAEG filed comments in support of the complaints.

» FERC granted the complaints and held that no sales may be transacted under the
affiliate PPAs until FERC determines that the contracts are just, reasonable, and free
from affiliate abuse.

= RESA, EPSA, Dynegy, and a few others filed a further protest against FirstEnergy’s
compliance filings, claiming that FirstEnergy’s virtual PPA raises problems that are
similar to the affiliate PPA. OMAEG filed comments in support of this protest.

668973-3
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BEFORE
THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of Ohio
Edison Company, The Cleveland Electric
Illuminating Company, and The Toledo
Edison Company for Authority to
Provide for a Standard Service Offer
. Pursuant to R.C. 4928.143 in the Form of ..
an Electric Security Plan

Case No. 14-1297-EL-S80

Uy: et vnan’ g’ Wt Nt

DIRECT TESTIMONY ON REHEARING OF
THOMAS N, LAUSE
ON BEHALF OF THE
OHIO MANUFACTURERS’ ASSOCIATION ENERGY GROUP

June 23, 2016
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Please state your name, title, and business address.
My name is Thomas N. Lause and I am employed by Cooper Tire & Rubber
Company (Cooper Tire), My title is Vice President, Treasurer and my business

address is 701 Lima Avenue, Findlay, Ohio, 45840,

. What is your role with the Company? =

As Tressurer, I am responsible for freasury operations, tax strategy and
compliance, and overall risk management for Cooper Tire's global operations. I
also play an integral part in the financial and business decisions of Ceoper Tire,
including investment, expansion, and capital expenditure decisions. In order to
fulfill these responsibilities, Cooper Tire closely monitors our manufacturing cost
structure, including energy costs given the important role of electricity in our
Company’s manufacturing costs. The cost of electricity is a significant input in

the cost of our product.

Please describe your educational background, professional gualifications and
employment experience,

1 emmed a BSBA with a major in Accounting from Bowling Green State
University, Bowling Green, OH in 1981, and a MBA (Executive Program), also
from Bowling Green State University, My final research topic was a case study of

Activity Based Costing.
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1 alse completed the Executive Leadership Program at the University of Notre
Dame in 2005. 1 earned my Certificate of Public Accounting (now inactive),

Certificate No. 20,183 from the State of Ohio in November 1986,

I have been employed at Cooper Tire for 33 years and I have served in various

. Toles in operations and finance. My toles have been in Cooper Tire’s plants, oue . i

BEuropean Operations, and in our Global Headquarters in Findlay Ohio. | served

as Global Operations Controller prior to taking on the Treasury responsibilities,

Have you previously testified hefore the Commission?

A, Nao,

Q. On whose behalf are you offering testimony?

A, Tam testifying on behalf of the Ohio Manufacturers’ Association Energy Group

(OMAEG). As amember of that group, my company has a significant interest in
the Modified Rider RRS Proposal® filed by the Ohio Bdison Company, the
Cleveland Electric Illuminating Company, and the Toledo Edison Company (the
Companies), the cost of which is similar to the previous Rider RRS proposal that
the Commission approved in March of this year. In my testimony, I will explain
why the Modified Rider RRS Proposal is unreasonable, unjust, not a financial

hedge for eleciric consumers, and harmful to customers, particularly large

1The Modified Rider RRS Proposal refers to the Companies’ proposed calenlation for its refail rate
stability rider {Rider RR8) contained in the Companies’ application for rehearing on pages 1921, filed
May 2, 2016 and as referenced by the Atiorhey Examiners in the Buatry setting a procedual schedule fssued
on June 3, 2016. ]
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manufacturers, and why the Public Utilities Commission of Ohio (Commission)
should reject the Proposal as bad public policy that does not benefit the public

interest,

Describe your Company’s Ohio operatious and the impact on the state of
Ohio.

" Cooper Tire is headquartered in Findlay, Ohio and has three tire manufacturing

plants in the United States: one in Findlay, Ohio (the only remaining tire
manufacturing plant remaining in the state of Ohio), one plaot in Texarkana,
Arkansas and one plant in Tupelo, Mississippi. We also have tire manufacturing
plants in Mexico, the United Kingdom, Serbia and China, In addition to its
corporate headquarters, Cooper Tire also has its Globat Technical Center located
in Pindlay, Ohio as well as a mold manufacturing plant. Cooper Tire also hag its
Mickey Thompson subsidiary located in Northeast.()hio. Cooper Tire has over
2,000 cmployees in the state of Ohio and significantly confributes to state and
local taxes, Cooper Tire also purchases significant volumes of goods and services
from local Ohio businesses. Cooper Tire niot only operates as a major employer of
Ohio citizens, but also provides high quality products to citizens in the state of
Ohio. Finally, Cooper Tire makes significant efforts to be a good cerporate

citizen through time and financial contributions to charitable organizations,

Describe the Modified Rider RRS Proposal.
Ag explained in the Rehearing Tesﬁmony} fhie Modified Rider RRS Proposal will

be a ohérge (at least initially} to customers based on the netting of projected

4
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generation costs against projected sales of the generation output into the PIM
Interconnection LLC (PIM) markets. The charge will then be collected from ail
customers, both shopping sud non-shopping. Based on prior testimony in the
record and the Rehearing Testimony,” OMAEG continues to expect that the
Modified Rider RRS Proposal will cost customers at least $3.6 billion dollars over

... the eight-year term of the Stipulated ESPIV., ... . . . . ..

Q.  Are you familiar with the Companies’ original Rider RRS proposal, which
included a Power Purchase Agreement (PTA), as described in the
Companies’ Rehearing Testimony?

A. Yes. OMAEG hag been participating in this Comynission proceeding that
included the original Rider RRS proposal and many settlements (called Stipulated
ESP IV} described throughout the Companies’ Rehearing Testimony filed by
Companies’ witness Mikkelsen on May 2, 2016, As a member of OMAEG, my
company participated through OMAEG in the proceeding. In addition to our
participation through OMAEG, Cooper Tire filed a letter with the Commission,
explaining Cooper Tire’s concerns with the Companies® original Rider RRS
proposal and the impact on the competitive markets and customers,’ OMAEG
also challenged the original Rider RRS proposal at the Federal Energy Regulatoty
Commission (FERC) by filing comiments in support of the complaint filed by the

Electric Power Supply Association (EPSA), the Retail Energy Supply Association

%0CC Bx. 9 at 12 (Second Supplemental Direct Testimony of James F. Wilson (December 30, 2015));
Rehearing Testimony of Eileen Mikkelsen at 5 (May 2, 2016) (Rehsaring Testimony). .

* See, genemlly, Rehearing Testimony.

“Letter to Public Utilities Cornmission of Ohio from Thomay N, Lause, Cooper Tire & Rubber Company,
with attachment (Jamuary 13, 2016) (Attachsment TNL-1).

5
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(RESA), Dynegy Inc., Eastern Generation, LLC, NRG Power Marketing LLC,
and GenOn Fnergy Management, LLC, which led to the April 27, 2016 FERC
decision referenced in the Rehearing Testimony on page 4 and is explained to be
the reason for the modification to the original Rider RRS proposal.” OMAEG's

FERC filing also included the letter fiom Cooper Tire expressing concerns over

_the Companies’ Rider RRS proposal®

Additionally, on June 17, 2016, OMAEG filed an intervention and comments in
support of a protest filed by EPSA, The Environmental Law & Policy Center

(ELPC), the Ohio Environmental Council (OEC), the PJM Fower Providers

" Groups, RESA, Dynegy, Inc., Easterm Generation, LLC and the NRG Companies,

at FERC regarding the Modified Rider RRS Proposal.’

Please summarize how the Modified Rider RRS Proposal is different from
the orlginal Rider RRS proposal approved by the Commission?

It is my understanding through our participation in OMAEG in this proceeding
and as described in the Rehearing Testimony that the original Rider RRS proposal
included an underlying PPA between the Companies and its unregulated affiliate,
FirsiEnergy Solutions (FES). The original Rider RRS charge was celeulated

based on the netting of costs of the TPA with its affiliate against actual generation

* Complaint Requesting Fast Track Processing, Docket No. EL16-34-000 (January 27, 2016); Motion to
Intervens and Comments in Support Submitted on Behalf of the Ohio Mannfacturers® Asseclation Energry
Group, Docket No, FL16-34-000 (Februsry 23, 2016) (Attactunent TNL-2).

S1d.

TProtest and Kequest for Ivsuance of Further Order on Cempluint; Docket Nos. ER16-1807-000 et al. (June
17, 2016); Motion to Intervene and Comments in Support Submitted on Behalf of the Ohio Menufacturers’
Association Buerpy Group, Docket Nos, ER16-1807-000 et al. (June 17, 2016) (Attachment TNIL-3).

6
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revenues earned from the resale of thé generating units’ cutput into the PIM
markets.® In light of the FBRC decision, the Companies removed the underlying
PPA in the Modified Rider RRS Proposal” Instead, the Companies explain that
they intend fo rely on projected generation costs and projected sales into the PIM
markets included in the record of this proceeding to calculate the Modified Rider

__RRS charge®

Removal of the PPA, which was the basis for the costs and revenues associated
with Rider RRS, alters the nature of the original Rider RRS and the Stipulated
ESP IV approved by the Commission, but the Modified Rider RRS Proposal has

the same negative impact on custoners.

Q. Do you believe that the purpose of the Modified Rider RRS Proposal is to
continue to support the Companies’ affiliate, FES, ar another affiliate?

A.  Yes. The Modified Rider RRS Proposal basicafly substitutes the PPA with its
affiliate, FES, with a virtual PPA. in order to calculate the Modified Rider RRS.
As explained in the Rehearing Testimony, the moedified rider is still premise{;i on
customers paying non-bypassable generation-related charges incurred by the
Companies’ affiliates less revenues received from projected capacity of the
afﬁliates’ generaiing units clearing the PIM capacity market at actual base

residual auction pricing.'”

¥ Rehearing Testimony at 3-4.
°Id. st 4.

0 1d, at4-5,

yg,
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The Companies’ claim in their Rehearing Testimony that the “cash associated
with Rider RRS charges would not flow to FES,*” seems disingenvous as the
Companies’ assert that the Modified Rider RRS Propesal will belp “ensure the
continued operation of 3,200 MWs of fuel diverse baseload generation.”'

Additionally, the Companies, FES, and other affiliates that own generation share

_ the same corporate parent. Costs recovered from customers under Modified Rider

RRS could be imputed to FES ot other affiliates that own generation based on the
transfer of funds from the regulated Compaties to the parent. Given that all

FirstBoergy Cotp. entities are in the same tax jurisdiction (i.e, USA Corporate

_ Tax), there is no impediment from a corpotate tax perspective to move funds

among subsidiaries of a company (as opposed to when companies mave finds
beiween foreign entities, which normally triggers cash tax payments). The
Companies seem to recognize this possibility, admitting that there is no
prohibition in the Modified Rider RRS Proposal regarding the Companies’ ability

to pay dividends to the patent, FirstEnergy Corp.™*-

The Companies have also failed to explain how they will guarantee that the
revenme collected from customers through the Modified Rider RRS will in fact

not be used to support or bolster FES or other generator affiliates.”

21d. a1 6.
B4, at 15,

14 $ee the Companies’ discovery responses, SC-Set 13-INT-236 (Attachment TNL-4).

13 1d.
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As Treasurer of Cooper Tire, are you familiar with financial statements of
companies and reports from securiiies analysts?

Yes.

Have you reviewed the financial statements or inforniation from financial
analysts regarding FirstEnergy Corp.?

7 A, Yes, I have reviewed some financial documents. Specifically, 1] hge rfegiewed

10
11
12 Q.
13 A
14
15
16
17
18
19
20
21

22

FirstEnergy Corp.’s April 27, 2016 1Q 2016 Earnings Call, Quarterly Highlights,
its May 2, 2016 letter to the investment community regarding the Modified Rider

RRS Proposal, and Moody’s Investors Service (Moody’s) recent credit report.

What are your conclusions?

On April 28, 2016, Moody’s downgraded FirstEnergy Corp.’s and its
subsidiaries’ (including FES) outlook to negative from stable.l This means there
are concerns in the investment community regarding FirstEnergy Corp.’s financial
profile and whether FirstEnergy Cotp. and its subsidiaries may no longer meet the
expectations or requirements for their current credit ratings and, as such,
FirstEnergy Corp.’s and subsidiaries’ ratings could be downgraded. While I have
not studied the FirstEnergy Corp. debt instruments in great detail, it does appear
that credit rating downgrades below investment grade would require FirstEnergy

Coryp. to increase its collateral as a safeguard to the debt holders.

'® Moody’s Investor Services, “Moody’s revises outlook on FirstEnergy Corp and merchant subsidiaries to

negative following FERC order” (2016) at https://www.moodys. com/research/Moodys-revises-outlook-on-
FirstEnergy-Corp-and-merchant-subsidiaries-fo—PR_348041
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In your experience, what would you expect a company with FirstEnergy
Corp.’s investment profile to do after a credit agency downgrades its ontlook
to negative?

First, I would expect a company to have already developed a plan for improving
cash flows. For example, some key areas that could be addressed are Selling

General and Administrative (SG&A) costs, including advertising, headeounts, and

executive compensation. Other significant cash flow opportunities are curtailing

or rationalizing capital spending and possibly reviewing thé level of d.ividend
payments being made to shareholders. While painful, some companies need to
sell off some assets or curtail a portion of their operations in order to improve
future cash flows. These are the types of fiscally responsible actions that public
companies should be prepared to take and [ would expect these cost saving
measures to oceur prior to a company seeking a corporate bailout in the form of a
subsidy. A corporate bailout in the form of a subsidy to ong company simply
adds costs to all other consumers and Ohio businesses, thus making these

businesses less competitive in the global econemy.

Why is this velevant to the Companies’ Medified Rider RRS Proposai?

It is relevant because it does not appear that FirstBnergy Corp, has done these
things in otdet to raise funds to bolster its investor ratings. Instead, it appears that
the Companies, on behalf of their parent, have sought a bailout from the

Commission in the form of a Moedified Rider RRS that all customers will have to

pay.

10
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Does Cooper Tire participate in a competitive market to sell its producis?

Absolutely. In an industry like the global tire industry, where margins are tight,
forcing Ohio manufacturing plants and facilitics to bear these higher cost burdens
adds risk fo our business in Chio and impedes our ability to sustain or grow our

operations here. Every day, Cooper Tire competes for business with other

_ American tire manufacturers and with foreign tire manufacturers from lower cost

patts of the world.

How dees a manufactarer, such as Cooper Tire, handle finuncial constraints
in a competitive market?

Every day, Cooper Tire strives o sustain and improve its cost compefiveness
through innovation, improved productivity, and in some unfortunate cases, staff
reductions, all to stay' competitive in the global market. And every day, Cooper
Tire determines, among its global network of facilities, where to allocate its
production end where to invest its resources, with operational costs being a

significant consideration.

As a financial executive at Cooper Tire, deseribe the impact of the
Companies* Modified Rider RRS Proposal on companies like Cooper Tire?

The Modified Rider RRS Proposal does not benefit customers and interferes with
and distupts the certainty that companies have derived from shopping for

generation service with competitive retail electric service (CRES) providers. The

imposition of this additional generation-related charge does not decrease electric

voletility or bring any added certainty to eleciricity pricing, Instead, it inereases

companies” manufacturing costs and prohibits companies from taking advantage

1
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of the market rates that are available. For example, when market costs for energy
are low, the Modified Ridesr RRS Proposal will layer additional costs onto
manufacturing facilities, like Cooper Tire’s Ohio manufacturing tite plant, this
making those companies less competitive with other USA and global plants and

with their competitor’s plants, some of which may not be located in the state of

~ Ohio.

Additionally, the Modified Rider RRS Proposal will have significant impacts on
the business decisions of many manufacturing companies in the state of Ohio. An
additional charge to electricity prices will create increased costs for
manufacturing companies, which will either be borne by customers or oaﬁse the
companies to go out of business as they cannot recover their costs. This could
also deter new business investment in the state of Ohio as new companies looking
fo invest may choose to go elsewhere in light of increased or high electricity

prices that are above market,

What conclusions have you reached about the Companies’ Modified Rider
RRS Proposal? ‘

I recornmend that the Commission reject the Companies’ Modified Rider RRS
Proposal, which equates to & corporate bailout, as unfust and unreasonable, bad
pﬁblic policy, and not in the public interest. Companies like Cooper Tire need
relinble electric service at reasonsble prices. The certainty provided by supply
contracts afTords mannfacturers stability and the ability to estimate cosis and

make sound business decisions. The Companies’ Modified Proposed Rider RRS,

12
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liowever, does not provide stability to electric prices. Rather, it adds an increased
charge to customers’ clectric service with no real justification or purpose. It
thwarts the ability of manufacturing companies, like Cooper Tire, to take
advantage of low market prices through shopping for generation servlice from
CRES providers and impedes the oompetiﬁve market construct that was
established by the Ohio General Assembly. The Modified Rider RRS Proposal
will have detrimental impacts on manufacturing companics around the state of
Ohio, which will ultimately impact consumers and hinder fiture economic

investment in the state,

The Companies state that the Modified Rider RRS Proposal will “serve as an
effective hedge against volatile and increasing market prices, and will
maintain the risk-sharing provision as set forth in the Third Supplemental
Stipulation.”’ Do you agree?

No. Although the Modified Rider RRS charge is a set charge for both shopping
and non-shopping customers, it does nof increase the overall stability of the price
of electricity as the overall price will still rise and fall with the markets and the
Rider RRS charge will be adjusted quarterly. As explained above, Modified
Rider RRS only creates an additional charge to the price for electric service
already being paid by customers. All retail customers ave still being required to
pay generation-related costs less revenues from projected capacity clearing in the
PIM markets, This is not a “hedge” against market volatilify; it is an additional

revenue siream for the Compaaies or its parent.

V7 Ohip Edison Company, the Cleveland Electric Uinminating Company, and the Toledo Bdison Company’s
Application for Rehearing at 17 (May 2, 2016}

13
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‘What, if any, measures has your Company adepted fo protect itself from
volatile electric pricing?

Cooper: Tire has shopped for its generation service with a CRES provider since
2012, This has enabled Cooper Tire to better manage its electric pricing by taking
advantage of various contracty with CRES providers that are best suited for our

business needs. As explained previously, electricity is a significant component in

‘our manufacturing processes. Our CRES contract provides more certainty as to

this component of our manufacturing costs.

Additionally, Cooper Tite has explored constructing customer-sited generation
resources to reduce its reliance on the electric grid and exposure fo Ligh non-
bypassable charges. Finally, Cooper Tire is constanfly researching and
investigating opportunities for energy efficiency projects that reduce our
consumption of electricity. Often these projects require capital investments, but if
we determine that the project hias a favorable return on investment, we can justify

the cash investment to cxecute the project.

Do you believe electric competition is working?

Yes. As previously mentloned, Cooper Tire has taken advantage of low market
prices by shopping for cur generation service, Competition in the electric markets
has enabled us to negotiate lower prices for electricity with CRES providers,
thereby lowering our manufacturing costs fo help minimize our overall product

¢osts,

14
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1 Q.  Does this conclude your testimony?

2 Al Yes.
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Please state your name, title, and business address.
My pame is Thomas N. Lause and I am employed by Cooper Tire & Rubber
Company (Cooper Tire). My ftitle is Vice President, Treasurer and my business

address 13 701 Lima Avenue, Findlay, Ohio, 45840.

Have you provided written testimony before in this proceeding;?

Yes, T provided written direct testimony on rehearmg on June 23, 2016. My
testimony addressed how the Modified Rider RRS Proposal is a virtual power
purchase agreement (Virtual PPA) that continues to support the Companies’
umregulated affiliate, FirstFnergy Solufions (FES), and other affiliates.’ I
explained that the Modified Rider RRS Proposal or Virtual PPA is unreasonable,
unjust, haymful to manufactirers, and not a financial hedge for eleciric
consumers. The Modified Rider RRS Proposal will also have a significant impact
on the business decisions of many manufacturers in Ohio as manufacturers will be
subject to increased electric costs and decreased certainty regarding their electric
service. © 1 recommended that the Public Utilities Commission of Ohio
(Commission) reject the Modified Rider RRS Proposal as bad public policy that

does not benefit the public interest.?

I Direct Testinony on Rebearing of Thomas N. Lause at 7-8 (June 23, 2016).
11d, at 11-12.
31d. at 4, 12,
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What is the purpose of your rebuttal testimony in this proceeding?

The puipose of my rebuttal testimony on rehearing is to respond to the
Commission Staffs rehearing testimony, address the new rider proposed by Staff
of the Commission to provide credit support for FirstEnergy Corp. to maintain
investment grade by the credit rating agencies (Staff’s Proposal), and address
whether it is an appropriate alternative to the Companies’ Proposal that the
Commission should consider. I apree with Staff that the Commission shouid deny
the Modified Rider RRS Proposal.® I disagree with Staff’s Proposal to provide
credit support to FirstBnergy Corp. by charging Ohio customers $131 miflion per
year for three years with an opportunity to extend for two more years aud do not

believe that the Commission should consider it as a viable alternative.

My testimony will show that Staff’s Proposal amounts to nothing more than a
bailout of FirstEnergy Coxp. by Ohio’s manufacturers, who will then become less
competitive in the global marketplace as they are exposed to additional costs
associated with their electric service meeds. Staff’s Proposal also sends an
inappropriate and anticompetitive message to businesses looking fo initiate or
expand operations in the state of Ohio, as the ballout favors one Ohio company

(FirstEnergy Corp.) over all others.

* otaff witness Choneiki Rehearing Testimeony at 13 (June 29, 2016) (Choneski Rehearing Testimony).

3
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Are yvou familiar with Staff’s Propesal?
T have reviewed the testimony of Staff witnesses Buckley, Turkenton, and
Choueiki and believe that I have a general understanding of the intent and

objective of Staff’s Proposal.

Can you describe the difference between the Modified Rider RRS Proposal
and Staff’s Proposal?

The Modified Rider RRS Proposal or Virtual PPA is based on projected costs of
FES’ generating facilities netfed against revenues received from projected
generation output from the FES’ generating facilities and capacity that is
projected to elear multiplied by the actual energy and capacity prices in the PIM
markets. The difference between the projected costs and the calculated revenue

would be passed onto the Companies’ customers through a non-bypassable rider.

Under Staff’s Proposal, there is no reliance on the projected costs or projected
output of FES’ generation facilities, but the impact on customers is the same.
Staff’s Proposal provides credit snpport for the parent company and its
unregulated subsidiasies, (including FES) at the expense of customers for at least
three years. Both proposals are a corporate bailout of FirstEnergy Corp. in the
form of a subsidy by Ohio consumers, which adds costs to consumers and all
other Ohio businesses, making those businesses less competitive in the global

€conomy.
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What is Staff’s stated rationale for providing at least $393 million to the
Companies from Ohio customers?

Staff witness Buckley states that the revenues are needed to provide “support for
[FizstEnergy Corp.] to maintain imvestment grade by the major credit rating

agencies.”

Do you support Stafi’s Propesal?

No. Speaking on behalf of OMAEG and its mannfacturing members, such as
Cooper Tire, we do not agree with the premise or intent of Staff’s Proposal. We
are opposed fo providing any credit support and subsidies to FirstEnergy Corp.,
and its subsidiaries, that are not regulated by the Commissicn and which result in

additional costs to manufacturing customess.

Why do you disagree with customers providing credit sapport fo FirstEnergy
Corp. and its subsidiaxies under Stail’s Proposal?

Staff’s Proposal is a corporate bailout of an vmegulated parent, FirstEvergy
Corp., and its subsidiaries that will impact Chio manufacturers by increasing their
electric costs. Cooper Tire, as well as other manufacturers, operates in
competitive markets that require manufacturers to produce high quality products
at competitive costs so fhat the products can be sold into the markefs at

competitive prices. We compete against manufacturers from other states and

5 Staff witness Buckley Rehearing Testimony at 2 (June 29, 2016) (citation omitted) (Buckley Rehearing
Testimony). ’
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from low-cost countries. Therefore, if our costs increase, it makes it difficult to

sustain, much less grow, our businesses.

1 think it is important fo note that Cooper Tire operates the only foll scale light
vehicle tire manufacturing plant in the state of Ohio. All of our competitors” light
vehicle tire plants have been closed, mainly due to being cost-uncompetitive.
Staff’s Proposal results in additional costs to Ohio manufacturers, thereby

impeding their ability to remain competitive in their own industries.

This credit support proposed by Staff, which is paid for by customers, sends an
inappropriate message to all busivesses in the state of Ohio and to those
businesses who are considering starling operations in Ohio. By approving this
corporate bailout, the Commission would, m essence, be picking winners and
losers of businesses and industries operating in Ohio. Approval would also incent
FirstEnergy Corp. fo take large, unfounded risks in their unregulated businesses
because the risks are being insured by captive ratepayers who are forced to pay
costs associated with keeping FirstEnergy Corp. at an investiment grade credit
rating. Competitive market forces deliver a much more efficient and accurate

outcome, which is good for economic growth and Ohio’s consuners.
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Will Staff’s Proposal provide diversity of supply and suppliers as stated by
Staff witness Turkenton?®

No. The state policy referenced by Staff regarding diversity of supply and
suppliers is to “{e]nsure diversity of electricity supplies and suppliers, by giving
consumers effective choices over the selection of those supplies and suppliers and
by encomaging the development of distributed and small generation facilities.”
The corporate baitout proposed by Staff will actually diminish diversity of supply
and suppliers and limit consumers’ effective choices over the selection of those
supplies and suppliers over the longer terny. If other generation companies see
evidence that the Commission will provide large sums of money to support and
sustain FirstEnergy Corp.,® and its subsidiaries, new entrants fo the generation
supply market will be deterred as FirstEnergy Corp. and its competitive
subsidiaries are receiving a significant competitive advantage. The Conunission
should allow the competitive markets fo wortk and not provide competitive
advantages to certain generators. Currently, it is ﬁy understanding that there are
significant new generation resources scheduled to come online and a healthy
capacity reserve margin in the PTM market; therefore, there is no need to raise

funds to support one generator’s business over another.

& Staff witness Turkenton Rehearing Testimony at 4 (Fune 29, 2016); Choueiki Rehearing Testimony at 14,
7 Section 4928.02(C), Ohio Revised Code.
® Buckley Reheating Testimony af 2.
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Does Staff’s Proposal and stated conditions’ promote economic development
in the state of Ohio?

No. Granting a bailout to one company, FirstEnergy Coip., has a much greater
negative impact on the state of Ohio. An additional charge to customers only
increases companies’ manufacturing costs and prohibits companies from taking
advantage of competitive market rates. Further, an additional charge to electricity
prices will create increased costs for manufacturing companies, which will either
be borne by customers or cause the companies to move production out of Ohio or
go out of business as they cannot recover fheir costs. This could deter new
business development in the state of Ohio as new companies looking to invest
may choose to go elsewhere in light of ncreased or high electricity prices that are

above market.

Do you believe Staff’s Proposal will support investment in distribution grid
modernization initiatives?

No. Although Staff witness Choueiki states that the credit support provided to the
Companies fhrough Staff’s Proposal will assist the Companies in receving more
favorable terms when accessing the capital markets, which will in turn allow the
Companies to access funds to invest in distribution grid modemization, ' there is
10 requirement that the Companies use the revenues from customers i this way.
Forcing customers to provide over $393 million to the Companies in the hopes
that they will then invest in grid modernization initiatives provides no guarantee

fhat the actual investment will oceur.

°1d. at 7.
1% Choneiki Relearing Testimony at 15.
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In lieu of Staff’>s Proposal, are there other actions that FirstEnergy Corp.
could take to maintain its credit rating at investment grade?

Yes. FirstEnergy Corp. has failed to take the necessary actions required to
manage its business. Management of a public company has the fiduciary
responsibility to manage the business in the best interests of ifs shareholders. This
means that if an investment grade credit rating is important to FirstEnergy Corp.
(ie., so it may prevent a possible drop in its stock price}, the FirstEnergy Corp.
management should be addressing its costs and cash flow issues proactively,
similar to what alt other public companies must do. Under the Modified Rider
RRS Proposal, and now Staff’s Proposal, FirstEnergy Corp. has no incentive to
exercise fiscally responsible actions, but rather can rely on a strategy of receiving
a corporate bailout by charging its cusfomers higher rates {in turn making its
customers uncompetitive). This is not only fiscally irresponsible, but alse lacks in

self acconntability.

Rather than réceive a bailout from customers under the Staff’s Proposal,
FirstEnergy Corp., similar to all other public companies, should be required to
consider and make financial busine-ssl decisions that would allow it to sustain an
investment grade credit rating. T would e?ipect a public company that received a
negative rating action by two credit agencies (as explained by Staff witness

Buckley) to have already developed a plan for ii;nproving cash flows.

1 pyuckley Rehearing Testimony at 4.
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For example, some key areas that could be addressed are Selling General and
Administrative (SG&A) costs, including advertising, headcounts, and executive
compensation. Other significant cash flow opportunities are curtailing or
rationalizing capital spending and possibly reviewing the level of dividend
payments being made to shareholders. While painful, some companies need to
sell off some assets or curtail a portion of their operations in order to improve
future cash flows. These are the types of fiscally responsible actions that public
companies shonld be prepared to take and I would expect these cost saving
measures fo oceur prior to a company seeking a corporate bailout in the form of a

subsidy from captive customers.

Do you have additional concerns with Staff’s Proposal?

Yes. Similar to concerns regarding the Modified Rider RRS Proposal (Virtual
PPA), I have concerns with Staff’s Proposal regarding how the proposed funds
given to the Companies will be used. Given that all FirstEnergy Corp. entities are
in the same tax jurisdiction (i.e., USA Corporate Tax), there is no impediment
from a corporate tax perspective to move funds among subsidiaries of a company

(as opposed to when companies move finds between foreign entities, which

‘normally triggers cash tax payments). Staff’s testimony fails to address. how

Staff’s Proposal will guarantee that the revenue collected from the rider will not

be used to support or bolster FES or other unregulated generator affiliates.

10
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Have your prior recommendations and conclusions with respect to the
Modified Rider RRS Proposal by the Companies changed in any way as a
result of Staff’s Proposal?

No. Regardless of Staff’s Proposal, I continue to recommend that the
Commission reject the Modified Rider RRS Proposal as unjust and unreasonable,

bad public policy, and not in the public interest. Additionally, I recommend that

the Commission reject Staff’s Proposal for the same reasons.

What impact will Staf’s Proposal have on manufacturers in the state of
Ohio?

OMAEG and its manufacturing companies firmly believe that if the Commission
grants any form of a bailout to FirstEnergy Corp., it will have a domino effect as
it will cause electric intensive manufacturers to become less competitive in the
global marketplace. It will also establish bad public policy by sending a negative
message to businesses looking to initiate or expand operations in the state of
Ohio. From a statewide economic impact perspective, granting any form of a
bailout to FirstEnergy Corp., and its subsidiaries, has a much greater negative
impact on the state compared to forcing FirstEnergy Corp. to talke the fiscally

responsible actions that all other Ohio companies are forced to do.

Does this conclude your rebuttal testimomy?
Yes, but I reserve the right to supplement my testimony as mew information

becomes available.

11
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Temperature Outlook — Aug, Sept, & Oct 16

Columbia Gas:
of Ohio
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NYMEX Futures Settlement

Nymex Settlement
Futures @ Henry Hub

Updated As Of 8/19/2016
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