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To: OMA Energy Committee
From: Ryan Augsburger

Re: Energy Public Policy Report
Date: November 19, 2015

Overview

The General Assembly returned to the statehouse in September and is wrapping up priority
items before the holiday recess. Energy matters most discussed among policymakers include
ongoing PUCO rate cases governing electricity and the General Assembly’s report on
alternative energy standards, presently frozen in Ohio. 2016 is a presidential election year. We
expect most legislative activity to occur by June.

Electricity Rates and Regulation

Significant utility rate cases are pending at PUCO. Distribution utilities have filed cases
proposing power purchase agreements (PPAs). The cases are highly controversial and have
been reported in the press. See OMA Energy Group testimony included.

Pressure is building on regulators to approve the utility power purchase agreement proposals.
In contrast competitive supplier Dynegy has promised to appeal a rumored “settlement with
PUCOQ” to the Supreme Court further contributing to uncertain future rate structures.

FirstEnergy is attempting to obtain massive subsidies from customers for two of its largest
power plants for 15 years in a case pending before the Public Utilities Commission of Ohio
(PUCO). The OMA Energy Group has intervened in the case to oppose the FirstEnergy
subsidies. It seems likely now that, if it fails at the PUCO, the company might seek a form of a
bailout from the General Assembly.

kWh Tax Revisions?

Stalled legislative proposals to modify the tax revenue generated by power plants (via the
tangible personal property tax) may be creeping into discussions to modify the kilowatt hour tax
which is paid by customers. In contrast, the tangible personal property tax is paid by power
plants.

Clean Power Plan / Federal Greenhouse Gas Regulations / 111(d)

US EPA issued a final rule in early August. The OMA filed comment together with the NAM and
individually. Ohio EPA and the PUCO filed comment on behalf of the state as did the Ohio
attorney general. The gist of the testimony: as proposed, 111(d) revisions are unworkable.
Litigation on the rule is expected to delay effectiveness. If the provision goes into effect, states
will need to adopt “state implementation plans” that will impose regulations on emissions to
attain the federal goals. Ohio regulators intend to seek extension. The OMA is conducting
research on the many ramifications of the CPP.

Natural Gas Infrastructure

The OMA has expressed public support for the Rover Pipeline and Nexus Pipeline. Billions of
dollars of pipeline investment are underway by several different developers. Additionally the
OMA has participated in discussions with JobsOhio and representatives of America Natural Gas
Alliance to consider measures to spur industrial delivery off new transmission investments.
Research recently conducted by Cleveland State University may be helpful in this vein. Natural
gas production continues to grow in the Buckeye state even with depressed pricing.
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Transmission Charge Increase

Ratepayers within the AEP-Ohio service territory may have noticed a jump in on their
electricity bills this summer. The increase is attributed to a new rider called the Basic
Transmission Cost Rider (BTCR) that went into effect on June 1, 2015.

While lawyers for the OMA Energy Group contested the new rider, it was ultimately approved by
the PUCO. Since the implementation of the new rider in June, some members (specifically,
AEP-Ohio GS-2 and GS-3 customers) have seen a significant increase in their transmission
costs. The OMA Energy Group is considering future action steps for concerned manufacturers.

Energy Efficiency Legislation
Legislation was enacted last year (SB 310) to revise Ohio’s energy standards. The issue has
been reported and discussed at OMA meetings for over two years.

SB 310 froze the alternative energy standards for two years and created a legislative study
committee to assess the impacts of the standards. The study committee held their last meeting
in July and will now fashion a report. The committee is co-chaired by Senator Troy Balderson
and Representative Kristina Roegner. A report was issued in September and is enclosed. Also
find enclosed an OMA analysis of the recommendations for manufacturers.

Manufactured Gas Plant Remediation Costs

No legislative activity evident. The OMA intervened in Duke Energy’s gas distribution case
before the PUCO case and is appealing the unfavorable decision. The Ohio Supreme Court is
expected to rule on the merits late 2015 / early 2016.

Polar Vortex Pass-Through Charges

Generation customers of First Energy Solutions (FES) were notified by the provider that they
would be billed for a regulatory event associated with the polar vortex power shortages in
January 2014. The one-time charge is outside the terms of the contract. If allowed by
regulators, the charges would result in an unfavorable precedent for all customers. Several
OMA members are working collectively to contest the charges. See counsel’s report.
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The Ohio House
of Representatives

The Ohio Senate

The Energy Mandates Study Committee
Co-Chairs’ Report

State Representative Kristina Roegner, Co-Chair
State Senator Troy Balderson, Co-Chair

September 30, 2015
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l. INTRODUCTION

The Energy Mandates Study Committee (the “Study Committee) was created by Substitute
Senate Bill No. 310 of the 130™ General Assembly (“SB310”). The Study Committee consisted
of a bipartisan panel of members of both the Ohio House and Senate and the chairperson of the
Public Utilities Commission of Ohio (“PUCO”). SB310 tasked the Study Committee with
studying Ohio’s renewable energy, energy efficiency, and peak demand reduction mandates
(collectively, the “Mandates”) enacted into law by Amended Substitute Senate Bill No. 221 of
the 127" General Assembly (“SB221”).

By September 30, 2015, SB310 requires the Study Committee to submit a report of its findings
to the House and Senate that includes, at a minimum, the following:

1. A cost-benefit analysis of the renewable energy, energy efficiency,
and peak demand reduction mandates, including the projected
costs on electric customers if the mandates were to remain at the
percentage levels required under sections 4928.64 and 4928.66 of
the Revised Code, as amended by this act;

2. A recommendation of the best, evidence-based standard for
reviewing the mandates in the future, including an examination of
readily available technology to attain such a standard;

3. The potential benefits of an opt-in system for the mandates, in
contrast to an opt-out system for the mandates, and a
recommendation as to whether an opt-in system should apply to all
electric customers, whether an opt-out system should apply to only
certain customers, or whether a hybrid of these two systems is
recommended;

4. A recommendation on whether costs incurred by an electric
distribution utility or an electric services company pursuant to any
contract, which may be entered into by the utility or company on
or after the effective date of SB310 for the purpose of procuring
renewable energy resources or renewable energy credits and
complying with the requirements of section 4928.64 of the Revised
Code, may be passed through to any consumer, if such costs could
have been avoided with the inclusion of a change of law provision
in the contract;

5. A review of the risk of increased grid congestion due to the
anticipated retirement of coal-fired generation capacity and other
factors; the ability of distributed generation, including combined
heat and power and waste energy recovery, to reduce electric grid
congestion; and the potential benefit to all energy consumers
resulting from reduced grid congestion;
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6. An analysis of whether there are alternatives for the development
of advanced energy resources as that term is defined in section
4928.01 of the Revised Code;

7. An assessment of the environmental impact of the renewable
energy, energy efficiency, and peak demand reduction mandates on
reductions of greenhouse gas and fossil fuel emissions; and

8. A review of payments made by electric distribution utilities to
third-party administrators to promote energy efficiency and peak
demand reduction programs under the terms of the utilities’
portfolio plans. The review shall include, but shall not be limited
to, a complete analysis of all fixed and variable payments made to
those administrators since the effective date of SB221, jobs
created, retained, and impacted, whether those payments outweigh
the benefits to ratepayers, and whether those payments should no
longer be recovered from ratepayers. The review also shall include
a recommendation regarding whether the administrators should
submit periodic reports to the Commission documenting the
payments received from utilities.

The Senate President and the Speaker of the House appointed the following members to the
Study Committee:

Senator Troy Balderson, co-chair Representative Kristina Roegner, co-chair
Senator CIiff Hite Representative Ron Amstutz

Senator Bob Peterson Representative Louis W. Blessing, Il
Senator Bill Seitz Representative Christina Hagan

Senator Capri Cafaro Representative Jack Cera

Senator Sandra Williams® Representative Mike Stinziano

Andre T. Porter, in his capacity as the chairman of the PUCO, also served as an ex officio,
nonvoting member of the Study Committee.®

From November 2014 through July 2015, the Study Committee conducted eight public hearings.
All testimony from those hearings, and testimony separately submitted to the Study Committee,
can be found on the Study Committee’s webpage at:

http://esmc.legislature.ohio.gov/testimony

! Replaced former co-chair, Representative Peter Stautberg, after his term of office ended on December 31, 2014.

? Replaced former Senator Shirley Smith after her term of office ended on December 31, 2014.

* Replaced former Chairman of the PUCO, Thomas W. Johnson, who served on the Study Committee from
November 2014 through April 2015.
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1. FINDINGS OF THE STUDY COMMITTEE

Historical Costs of Mandates

Renewables

Ohio’s electric distribution utilities (“EDUs”) and competitive retail electric suppliers (“CRES
providers™) are required to comply with Ohio’s renewable mandate* by purchasing renewable
energy credits (“RECs”).” Ohio’s renewable mandate is bypassable, which means customers pay
for the mandate by paying their electric provider.® While EDUs specifically bill customers the
exact cost of the mandate, CRES providers simply account for all of their costs (including the
mandate) in their price offerings.” This is because CRES providers’ rates are not set or approved
by the PUCO.®

The most recent data the PUCO provided to the Study Committee on the cost of RECs in Ohio is
from 2012,° which illustrates that in-state RECs were more expensive than out-of-state RECs.

2012 Average Cost of RECs™

Ohio Electric Ohio Competitive Retail
Distribution Utilities Electric Service Providers
Category Avg. $/REC Avg. $/REC
Ohio Solar $212.23 $195.93
Other Solar $58.75 $104.99
Ohio Non-Solar $33.51 $13.08
Other Non-Solar $24.93 $2.04

As of December 2014, the PUCO determined the average monthly charge for the renewables
mandate as $0.001142 per kilowatt hour,*! which averaged out to the following monthly costs for
each customer class:*?

* By 2026 and each year thereafter, EDUs and CRES providers must obtain at least 12.5% of its energy supply from
renewables.

> Thomas W. Johnson, PUCO Chairman, p. 3, Dec. 8, 2014.

® Thomas W. Johnson, PUCO Chairman, p. 3, Dec. 8, 2014.

’ Thomas W. Johnson, PUCO Chairman, p. 3-4, Dec. 8, 2014.

® Thomas W. Johnson, PUCO Chairman, p. 3-4, Dec. 8, 2014.

% See DRAFT Alternative Energy Portfolio Standard Report by the Staff of the Public Utilities PUCO of Ohio for
the 2012 Compliance Year, Issued January 14, 2014 pursuant to R.C. 4928.64(D)(1) (PUCO Case No. 13-1909-EL-
ACP). Pursuant to R.C. 4928.64(D), the PUCO is required to submit an annual report to the General Assembly that
sets forth whether EDUs complied with the renewables mandate, in addition to the average cost of RECs for the
reporting year. The PUCO has not finalized the 2012 report that was due to the General Assembly in 2013. (see
PUCO Case No. 13-1909-EL-ACP). The PUCO has not drafted the 2013 report that was due to the General
Assembly in 2014, but a case has been opened (see PUCO Case No. 14-2328-EL-ACP). The PUCO has not drafted
the 2014 report that was due to the General Assembly in 2015, nor has a case number been opened for that report.

' Thomas W. Johnson, PUCO Chairman, Exhibit A, Dec. 8, 2014.
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Typical Bill Cost for Alternative Energy Rider (as of December 4, 2014)

Dayton
AEP Power & Duke Energy FirstEnergy
Light
Columbus Cleveland
Customer Southern Ohio Electric Ohio Toledo
Class Power Power DPL Duke-Ohio | llluminating | Edison Edison
Average
Residential $1.31 $0.77 $0.62 $0.27 $1.30 $1.01 $0.77
Average
Commercial $506.52 $298.65 $248.04 $109.20 $501.60 $388.20 $297.30
Average
Industrial $9,928.80 $5,854.20 | $4,960.80 $2,184.00 $9,738.00 | $7,536.00 | $5,778.00
Note:  Average Residential typical usage 750 kwh

Average Commercial typical usage 300,000 kWh
Average Industrial typical usage 6,000,000 kWh

The table above shows that in 2014 the average residential customer incurred a monthly charge
between $0.27 and $1.31 for the renewables mandate. Multiplying these numbers by 12 months
in a year, the average residential customer would have paid between $3.24 and $15.72 for the
renewables mandate in 2014.

The actual costs paid by a customer for the renewables mandate in any given month is required
to be placed on each customer’s bill.*®

Energy Efficiency/Peak Demand Reduction

Unlike the renewables mandate, Ohio’s energy efficiency and peak demand reduction mandates
apply only to EDUs.™* The costs associated with complying with the energy efficiency and peak
demand reduction mandates are recovered by an EDU through a non-bypassable rider.™ That
rider is recovered from all customers of an EDU regardless of whether they shop for electric
generation with the exception of those mercantile customers that obtained a rider exemption
from the PUCO pursuant to SB221.

As of December 2014, the PUCO determined the average monthly charge for the energy
efficiency and peak demand reduction mandates as $0.007225 per kilowatt hour.” The PUCO
only provided the range of the costs of the energy efficiency and peak demand reduction

1 Thomas W. Johnson, PUCO Chairman, p. 3, Dec. 8, 2014.

> Thomas W. Johnson, PUCO Chairman, Exhibit B, Dec. 8, 2014.

3 SB310 required the PUCO to adopt rules that require the costs of each mandate to be placed on each customer’s
bill. As of the date of publication of this Report, that rule has not yet been implemented.

* Thomas W. Johnson, PUCO Chairman, p. 4, Dec. 8, 2014.

> Thomas W. Johnson, PUCO Chairman, p. 4, Dec. 8, 2014.

'® Thomas W. Johnson, PUCO Chairman, p. 4, Dec. 8, 2014.

" Thomas W. Johnson, PUCO Chairman, p. 3, Dec. 8, 2014.
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mandates for residential customers, which ranged from $0.00189 to $0.004566 per Kilowatt
hour.*® The PUCO determined the average monthly costs of the energy efficiency and peak
demand reduction mandates for the following customer classes to be:*

Typical Bill Cost for Energy Efficiency and Peak Demand Rider (as of December 4, 2014)

Dayton Duke
AEP Power & Ener FirstEnergy
Light 9y
Columbus Cleveland

Customer Southern Ohio Electric Ohio Toledo
Class Power Power DPL Duke-Ohio | Illuminating Edison Edison
Average
Residential $3.42 $3.42 $3.43 $2.58 $3.31 $2.37 $1.42
Average
Commercial $1,001.70 | $1,001.70 $762.27 $501.00 $512.40 $582.30 $948.90
Iﬁgj;f‘r?; $5,710.80 | $5,719.80 | $13,050.60 | $10,020.00 | $5,076.00 | $14,496.00 | $15,606.00
Note:  Average Residential typical usage 750 kwWh

Average Commercial typical usage 300,000 kWh
Average Industrial typical usage 6,000,000 kwWh

The table above shows that in 2014, the average residential customer incurred a monthly charge
between $1.42 and $3.43 for the energy efficiency and peak demand reduction mandates.
Multiplying these numbers by 12 months in a year, the average residential customer would have
paid between $17.04 and $41.16 for the energy efficiency and peak demand reduction mandates
in 2014.

As of December 2014, the PUCO found that the total amount of the Mandates averaged out to be
the following percentages of customers’ total bills:?

Alternative Energy and Energy Efficiency/Peak Demand Rider as a Percentage of Estimated Total Bill (as of
December 4, 2014)

Dayton Duke
AEP Power & Ener FirstEnergy
Light 9y
Columbus Cleveland
Customer Southern Ohio Electric Ohio Toledo
Class Power Power DPL Duke-Ohio | llluminating Edison Edison
Average 3.61% 3.20% 3.64% 3.07% 4.75% 3.54% 2.25%
Residential
Average 3.59% 3.09% 3.05% 1.96% 2.80% 3.04% 3.54%
Commercial
Average 2.47% 1.82% 2.96% 2.39% 2.63% 4.11% 3.89%
Industrial

*® Thomas W. Johnson, PUCO Chairman, p. 4, Dec. 8, 2014
® Thomas W. Johnson, PUCO Chairman, Exhibit C, Dec. 8, 2014.
2® Thomas W. Johnson, PUCO Chairman, Exhibit D, Dec. 8, 2014.
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Note:  Average Residential typical usage 750 kwh
Average Commercial typical usage 300,000 kWh
Average Industrial typical usage 6,000,000 kwWh

Future Costs of Mandates

The Study Committee heard testimony from Ryan M. Yonk, Ph.D. of Utah State University. Dr.
Yonk, along with five individuals from Utah State University, published a comprehensive report
in April 2015 entitled “Renewable Portfolio Standards: Ohio.” That report concluded that Ohio’s
renewables mandate will lead to the following:**

Significant increases in fiscal and economic costs between now and 2026

A $1,920,000,000 burden on Ohio ratepayers

A $52,000,000 decrease in investment

A decrease in personal disposable income of $258 million in 2026

An increase in the unemployment rate by 10%, which equates to 29,366 jobs

The Study Committee did not receive any definitive data from the PUCO on the projected future
costs of the energy efficiency and peak demand reduction mandates. In a letter from the PUCO
to the Study Committee dated September 14, 2015, the PUCO stated that they do not currently
have the capability to independently forecast the costs of implementing the energy efficiency
mandates in future years with a high level of significance.

21 Ryan Yonk, Ph.D., Utah State University, p. 8, July 20, 2015.
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Grid Congestion

PJM Interconnection testified at a Study Committee hearing about grid reliability and
congestion. PJM is the Regional Transmission Organization operating in Ohio. PJM testified
that there are adequate resources to meet the forecasted demand of customers plus a reserve
margin.”* PJM also ensured the power grid will remain reliable with the retirement of generating
plants because the PJM forward capacity market is attracting new resources. As shown on page 4
of PIM’s slide attachment,?® the PJM capacity market has successfully attracted over 35,000
MW of new generation or upgrades throughout the PJM region, compared to the 26,000 MW in
retirement notices to date.

%2 Andrew Ott, PJM Interconnection Executive Vice President of Markets, p. 3, Mar. 18, 2015.
2 Andrew Ott, PJM Interconnection Executive Vice President of Markets, slide 4, Mar. 18, 2015.
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The Clean Power Plan

On August 3, 2015, the United States Environmental Protection Agency (“US EPA”) released a
final version of its proposed Clean Power Plan (“CPP”), a rule that sets performance rates and
individual state targets for carbon dioxide emissions from existing power plants. Issued under the
apparent authority of Section 111(d) of the Clean Air Act, the CPP seeks to reduce emissions by
32% nationwide by 2030, relative to 2005 levels.?*

Each state is given specific targets under the final version of the CPP. Under a rate-based carbon
reduction plan, Ohio would be required to reduce its carbon dioxide emissions by 37% between
2012 and final implementation of the CPP.* That mandated target was increased by roughly
11% from the US EPA’s original proposed rule.?® As illustrated in the US EPA’s chart below,
under a mass-based carbon reduction plan, in which reductions are measured in short tons, Ohio
would be required to reduce its carbon emissions by approximately 27%.

Interim (2022-2029) and Final Goals (2030)*’

(without CPP)

CO, Rate CO, Emissions
(Ibs/Net MWh) (short tons)
2012 Historic 1,900 102,239,220
2020 Projections 1,742 103,946,835

Rate-based Goal

Mass-based Goal
(annual average CO,
emissions in short tons)

Mass Goal (Existing) &
New Source Complement

Interim Period 2022-

2029 1,383 82,526,513 83.476,510
Izgtzezrlg?);:ep 1 Period 1,501 88,512,513 88,902,150
I2rc])t295n£?)287tep ? Period 1,353 80,704,944 82,020,069
Izgtzesngzssatep 3 Pertod 1,252 76,280,168 77,522,714
Goal 2030 and Beyond 1,190 73,769,806 74,607,975

*US EPA made some targeted baseline adjustments at the state level to address commenter concerns about the
representativeness of baseline-year data. These are highlighted in the CO, Emission Performance Rate and Goal
Computation TSD.

**Note that states may elect to set their own milestones for Interim Step Periods 1, 2, and 3 as long as they meet the
interim and final goals articulated in the emission guidelines. In its state plan, the state must define its interim step
milestones and demonstrate how it will achieve these milestones, as well as the interim goal and final goal. See
section VII1.B of the final rule preamble for more information.

% Craig Butler, Ohio EPA Director, Testimony Before the U.S. House of Representatives, p. 1-2, Sept. 11, 2015.
% Craig Butler, Ohio EPA Director, Testimony Before the U.S. House of Representatives, p. 2 Sept. 11, 2015.

?® Craig Butler, Ohio EPA Director, Testimony Before the U.S. House of Representatives, p. 2, Sept. 11, 2015,.
?’ http://www2.epa.gov/cleanpowerplantoolbox/clean-power-plan-state-specific-fact-sheets
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A summary of Ohio’s targets and requirements can be found at:

http://www?2.epa.gov/cleanpowerplantoolbox/clean-power-plan-state-specific-fact-sheets

The final version of the proposed CPP also made energy efficiency optional, rather than a core
requirement of the rule.?®

The US EPA estimates that its proposed CPP will cost between $5,100,000,000 and
$8,400,000,000 in 2030.%

% Craig Butler, Ohio EPA Director, Testimony Before the U.S. House of Representatives, p. 4, Sept. 11, 2015.
 U.S. EPA, Regulatory Impact Analysis for the Clean Power Plan Final Rule, August 2015, page ES-9.
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Third Party Administrators

Third party administrators are “organizations that partner with utilities to find potential
qualifying energy efficiency work or projects that will assist a utility in meeting its statutory
obligations. Such administrators are often trade associations who are able to help facilitate
finding energy efficiency savings through their unique relationships with, and knowledge of,
their members’ operations.”® In most cases, third party administrators are afforded lump sum,
periodic, or performance-based payments in exchange for their services.®! Instances vary case-
by-case, but are often tied to performance.*® Performance is measured as a nominal amount for
every kilowatt hour of realized energy savings.*

Performance payments to third party administrators are paid by the EDU, but those expenses are
recovered directly from ratepayers.**

The PUCO submitted to the Study Committee the following list of third party administrators who
have been previously paid by an EDU:*®

FirstEnergy Ohio
Council of Small Enterprises (COSE)
County Commissioners Association
Industrial Energy Users-Ohio (IEU)
Ohio Hospital Association (OHA)
Ohio Manufacturers’ Association (OMA)
Ohio Schools Council
Roth Brothers
The E Group
Association of Independent Colleges and Universities (AICUO)

AEP-Ohio
Ohio Hospital Association (OHA)
Ohio Manufacturers’ Association (OMA)

Dayton Power and Light Company
Ohio Hospital Association (OHA)
Ohio Manufacturers’ Association (OMA)

Duke
Not applicable

*® Thomas W. Johnson, PUCO Chairman, p. 2, Nov. 24, 2014.
*! Thomas W. Johnson, PUCO Chairman, p. 3, Nov. 24, 2014.
*> Thomas W. Johnson, PUCO Chairman, p. 3, Nov. 24, 2014.
** Thomas W. Johnson, PUCO Chairman, p. 3, Nov. 24, 2014.
* Thomas W. Johnson, PUCO Chairman, p. 3, Nov. 24, 2014.
* Thomas W. Johnson, PUCO Chairman, Exhibit E, Dec. 8, 2014.
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IV. RECOMMENDATIONS

After an extensive and comprehensive review of the Mandates, including eight public Study
Committee hearings, seventeen witnesses, additional written testimony separately submitted, and
two onsite visits, the following recommendations are submitted to the General Assembly:

Recommendation #1

Extend the SB310 Freeze Indefinitely

The US EPA, by promulgation of the proposed CPP, seeks to change the energy landscape
significantly across the United States. Each state, including Ohio, will be handed interim and
final targets that dictate carbon dioxide emission levels. However, there are a number of
outstanding questions about the CPP that the US EPA has yet to answer, in addition to federal
court lawsuits that challenge the very foundation of the rule. Until the US EPA provides greater
clarity on the operation of the CPP, and until litigation is resolved, the General Assembly should
freeze the Mandates at their current levels.

First, there are significant legal questions as to whether the federal government has the right to
govern state electricity policy. For this reason, in addition to a number of others, Ohio has joined
in a lawsuit with 14 other states to argue that Congress did not intend to grant the US EPA
authority under section 111(d), directly or indirectly, to remake the national power system.*
Governor Kasich also recently submitted a letter to President Barack Obama asking him to stay
implementation of the rule until legal matters have been resolved.* Ohio Environmental
Protection Agency (OEPA) Director Craig Butler also testified to Congress that “we are
marching down the road toward implementing a rule with far-reaching economic consequences
without any assurance that the rule is even a legal exercise of U.S. EPA’s authority.”*®

Consequently, as long as legal questions remain pending, the General Assembly should refrain
from allowing escalating costs to be paid by Ohio ratepayers in the form of increased Mandates
or making any significant changes to the State of Ohio’s energy policies without knowing
whether the CPP will ever apply.

Second, freezing the Mandates indefinitely should provide the OEPA maximum flexibility to
recommend a State Implementation Program, at the appropriate time, as well as corresponding
legislation targeted to meet the goals of that program. Resumption of SB221 or any revised
Mandates before resolution of the CPP could impede OEPA’s flexibility. The PUCO estimated
the proposed CPP would have cost $2,500,000,000%° (the PUCO has yet to conclude a cost
analysis of the final CPP). Given the magnitude of the cost impacts to Ohio ratepayers, the
General Assembly should not impede OEPA’s flexibility at this time by either allowing the
Mandates to resume or imposing any additional mandates. Once there is 100% certainty the CPP

% Craig Butler, Ohio EPA Director, Testimony Before the U.S. House of Representatives, p. 3, Sept. 11, 2015.
%7 Craig Butler, Ohio EPA Director, Testimony Before the U.S. House of Representatives, p. 3, Sept. 11, 2015.
% Craig Butler, Ohio EPA Director, Testimony Before the U.S. House of Representatives, p. 3, Sept. 11, 2015.
% Craig Butler, Ohio EPA Director, Testimony Before the U.S. House of Representatives, p. 2, Sept. 11, 2015.
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becomes effective, any efficiency or renewable mandates should be imposed in a way to
minimize the overall cost impact to Ohio ratepayers.

Finally, many questions remain unresolved, including, but not limited to, the following questions
posed by the OEPA Director:

e How will advanced energy and qualifying technologies be determined?

e How will renewable energy credit be recognized from out-of-state sources?

e How will the demonstrated economic hardship aspects of Ohio’s law be recognized by
the US EPA?

e Will the US EPA allow credit for improvements already in place?

e Will Ohio’s final targets be adjusted? If so, how?*

The Director also testified that:

“The most common question we are asked is whether the targets in SB 221 or 310 are
enough for Ohio to meet the Clean Power Plan carbon dioxide reduction targets. | wish |
could provide a clear answer to this Subcommittee. Unfortunately, that is not possible.
Throughout our comment process U.S. EPA has provided little guidance or clarity.
Rather, they have repeatedly asked for advice and a thorough critique of their
proposal.”*!

“Ohio power plants have significantly reduced carbon dioxide emissions from electricity
generation below 2005 emissions levels. In fact, carbon dioxide emissions have dropped
from 138 million tons in 2013 to 107 million tons in 2015 and we expect an additional
33.8 million tons by 2016...** While the stated target of the CPP is to reduce CO2
emissions by 32% below 2005 levels by 2030, the USEPA is using 2012 as a baseline for
CO2 emissions. Nothing done to meet the energy mandates outlined in SB221 prior to
2012 will count towards CO2 emission reduction.”*

Based on all of these facts, it is evident that an indefinite freeze of the Mandates is the best path
forward for Ohio. Prematurely enacting legislation to comply with a federal rule that may never
go into effect seems irrational and could saddle Ohio ratepayers with extraordinary and
unnecessary costs. At this point, there is also insufficient guidance from the US EPA to rely
upon in determining whether any of the energy efficiency achieved in Ohio under Ohio law prior
to 2012 will count towards the emissions reductions of the CPP.

While the General Assembly should extend the freeze of the Mandates, the State of Ohio should
simultaneously prepare for the possibility that the CPP may take effect in some form or fashion.

*% Craig Butler, Ohio EPA Director, p. 9, Feb. 5, 2015.

*! Craig Butler, Ohio EPA Director, p. 9, Feb. 5, 2015.

*? Director Butler mentioned while testifying that he had reversed the numbers. The numbers here reflect that
correction while the online written testimony still contains the error. A fact sheet with the updated numbers can be
found at: http://epa.ohio.gov/dapc/11ldrule.aspx. It is unclear how significantly the Mandates affected these
reductions, as SB221 was enacted during the period in question.

* Craig Butler, Ohio EPA Director, p. 6, Feb. 5, 2015.
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Thus, the director of the OEPA must work closely with the General Assembly in addressing the
uncertainty surrounding the CPP.

Recommendation #2

Provide an Expedited Process at the PUCO for the Review of New Utility Plans for
Energy Efficiency

Whether the General Assembly allows the Mandates to resume at their current law rates or if an
indefinite freeze is enacted, the General Assembly will need to address the issue of how to deal
with the four EDUs’ existing 3-year energy efficiency portfolio plans,* all of which are set to
expire on December 31, 2016. While interested parties should no doubt have the opportunity to
be heard on any future portfolio plan applied for by an EDU, the General Assembly should
consult with the PUCO on how to develop an expedited review process that will enable portfolio
plans to be effective by January 1, 2017.

Separately, beginning on January 1, 2017, all large industrial users are permitted to opt-out of the
portfolio plan that is applicable to them by way of an expedited process at the PUCO.*
Undoubtedly, the General Assembly should maintain the current law opt-out mechanism. Many,
if not all, of the large industrial users invest millions of dollars in energy efficiency projects at
their facilities because those projects provide an individual company with a competitive
advantage. Such investments should be encouraged, and maintaining the opportunity for these
large users to opt out of a portfolio plan will help accomplish that. Similarly, the General
Assembly should extend to all mercantile customers, as defined in R.C. 4928.01, the same
opportunity to opt-out if they choose to do so beginning on January 1, 2019.

Recommendation #3

Investigate and Ensure Maximum Credit for All of Ohio’s Energy Initiatives

Ohio has a robust and diverse set of energy assets. As policymakers, the General Assembly
should remain diligent in ensuring that the State of Ohio counts all forms of emerging renewable
resources, advanced energy, and energy efficiency initiatives that have been implemented to date
across the state. To do this, the General Assembly should do all of the following:

e Count “advanced energy projects” and “advanced energy resources,” as those terms are
respectively defined in R.C. 4928.01, towards the 12.5% benchmark that EDUs and
CRES suppliers currently must obtain by 2027. Because wind and solar are intermittent
renewable resources, PJM values their capacity contribution at 13% and 38%,
respectively, of their nameplate capacity.*® This means that of the 8,800 MW of wind

* Pursuant to R.C. 4928.6610(C), a portfolio plan is a “comprehensive energy efficiency and peak-demand
reduction program portfolio plan required under rules adopted by the public utilities commission and codified in
Chapter 4901:1-39 of the Administrative Code or hereafter recodified or amended”.

** See R.C. 4928.6610 through 4928.6616

*® Andrew Ott, PJM Interconnection, p. 4, March 5, 2015.
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resources that are expected to be in operation by 2017, these resources contribute only
about 1,150 MW of capacity or reliability value.*” As such, the State of Ohio should not
rely exclusively on highly variable resources, but instead look to any and all sources of
alternative energy so that the state can count as many of those sources as possible.

e Determine the most effective way to further incentivize the deployment and counting of
combined heat and power (“CHP”). A CHP system produces electricity and usable
thermal energy using the same input fuel source.”® At the beginning of September, the
Study Committee visited Kent State University to visit a CHP facility. The CHP Panel
that testified before the Study Committee identified 147 potential CHP sites in Ohio, each
about 5 MW, for a total potential of 5,951 MW.* Benefits that this technology offers
include: efficiency, reliability (and back-up capabilities), limiting grid congestion,
reducing peak demand, and cost effectiveness.*® Facilities that utilize CHP for their own
power use can save significant amounts on monthly electric bills.>* Current Ohio law
allows CHP to be counted as energy efficiency, but it is treated as a renewable on a very
limited basis.®* If CHP is energy efficient, it should be counted towards the energy
efficiency mandate. Simultaneously, if some portion of CHP is a renewable resource,
that portion should also be counted towards the renewables mandate.

e Count all energy efficiency projects that have been implemented in the State of Ohio to
date since 2008. This will require substantially broadening the types of energy efficiency
savings that count towards compliance with the energy efficiency and peak demand
reduction mandates, as compared to how the current PUCO rules and practices, which
need correction, currently operate. In order to count as many energy efficiency projects
as possible, the General Assembly should work in coordination with the Ohio EPA and
the PUCO to come up with a method for counting projects that have not historically been
counted. It is likely that the most effective way to do this is for the General Assembly to
work with the EDUs to develop a method for them to capture energy efficiency projects
that they previously could not, in order for those projects to be accounted for with the
PUCO moving forward in the future.

e Investigate and maximize extra credit for low-income and multi-family housing. The
CPP grants states “extra credit” for low-income and multi-family housing efficiency
programs. If the recently passed measure in the budget bill (Amended Substitute House
Bill No. 64 of the 131" General Assembly) that requires the Development Services
Agency to separately bid out the PIPP load is successful, then the savings could be
devoted to funding such a program.

*” Andrew Ott, PJM Interconnection, p. 4, March 5, 2015.

*® CHP Coalition Presentation to the Energy Mandates Study Committee, slide 19 April 16, 2015.

* CHP Coalition Presentation to the Energy Mandates Study Committee, slide 12, April 16, 2015.

*% patrick Smith Testimony, IGS Generation, p. 1, April 16, 2015.

> Greg Collins Testimony, Energy Systems Group, p. 2, April 16, 2015.

Greg Collins cites in his testimony a 30 MW project that ESG is working to secure. The project would generate
approximately $10 million in annual benefits to the company.

%2 CHP Coalition Letter, p. 1, Sept. 9, 2015.
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Recommendation #4

Switch from Energy Mandates to Energy Incentives

SB221 required EDUs to meet specific energy efficiency benchmarks that total over 22% of
energy savings by 2025 and peak demand reduction benchmarks that result in a 7.75% reduction
in demand by 2018. SB310 effectively extended the deadlines to 2027 and 2020, respectively.*
If the PUCO determines that an EDU has failed to comply with the Mandates, the PUCO must
assess a forfeiture on the EDU.

SB221 also included renewable benchmarks that require EDUs and CRES providers to provide,
by 2025, 25% of their electricity supply from alternative energy. A specific portion of that
amount would need to be from solar energy. SB310 placed a temporary two year freeze on the
above dates, and reduced the 25% benchmark to 12.5% by repealing the advanced energy
component.

The continuation of the Mandates will be costly for Ohioans, and the penalties for not attaining
the Mandates are overly punitive. At the same time, energy efficiency can provide great value if
it is structured properly so that Ohio ratepayers pay less for electricity and the state uses less
electricity overall. Therefore, during the indefinite freeze of the Mandates recommended above,
the General Assembly should consider enacting legislation that would expressly allow EDUs to
offer voluntary energy efficiency programs that operate to reduce Ohio ratepayers’ electricity
bills and overall electricity consumption in the State of Ohio. EDUs should continue to be able
to provide cost-effective programs to customers, with possible opportunities to share resulting
savings. Voluntary programs of this nature have worked successfully in other states.

The following are additional suggestions on how to switch from a mandate driven state to an
incentive-based, energy efficiency driven state:

e Allow EDUs and CRES providers who provide material financial assistance to persons
wishing to build projects that can be net metered to negotiate a lower price at which to
buy the net metered electricity product. (Current law requires payment at the higher
standard service offer (SSO) prices.)

e Consider other constructs for EDUs to fairly participate in distributed generation
opportunities.

e Expand the Property Assessed Clean Energy program whereby the capital costs of energy
efficiency or renewable improvements can be financed through property tax assessments
paid over a period of years. There is current legislation pending in both chambers on this
topic (SB185 and HB72 address this issue).

>* SB310 gave utility companies the opportunity to choose to continue or modify their existing portfolio plans. If
continued, the Mandates and deadlines from SB221 remained effective; however, if modified, the Mandates and
deadlines from SB221 were extended two years. FirstEnergy chose to modify its portfolio plan, so the 2-year
extension applies to it. AEP Ohio, Duke Ohio and Dayton Power & Light chose to continue their plans, so the 2-year
extension did not apply to any of them.
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e Incentivize the use of smart thermostats in residential homes so that consumers can
remotely control energy usage while they are away.

e Investigate a market-based certification instrument for energy efficiency.

Recommendation #5

Declare that the General Assembly Retains Statutory Authority with Respect to Energy
Policy and Dispatch Protocols

As stated previously, the General Assembly should have the freedom to independently make and
determine the energy policy of this state. As such, the General Assembly must do the following:

e Clarify that, regardless of the fate of the CPP, OEPA has no new state statutory authority,
absent action by the General Assembly, to:

o require utilities to acquire renewable energy
o require the achievement of specific energy efficiency goals
o promulgate a state or regional cap and trade system

e Ensure that all state agencies will work in concert with the General Assembly before
submitting a State Implementation Plan under the CPP

Finally, the General Assembly should continuously review the energy landscape in Ohio and
once the final determinations have been made as to the applicability of the CPP, stand ready to
restructure the Mandates as necessary.
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MEMORANDUM

October 6, 2015
Ohio Manufacturers’ Association

Energy Mandates Study Committee report analysis

On September 30", the Energy Mandates Study Committee (EMSC) issued its Co-Chairs’ Report', a
summary of testimony, findings, and recommendations stemming from eight public hearings across
the past 11 months. The EMSC was charged with researching the renewable energy, energy-
efficiency, and peak-demand reduction standards set forth in 2008 by Senate Bill (SB) 221 and
subsequently paused for a two-year period in 2014 by SB 310. The EMSC is comprised of 12
legislators, 6 state Senators and 6 state Representatives from the Republican and Democratic parties,
as well as the PUCO Chairman Andre Porter as an ex officio nonvoting member of the committee.

Following is an analysis of the EMSC Co-Chairs’ Report, highlighting recommendations and
findings of interest to manufacturers.

Recommendations

The EMSC Co-Chairs Report made five recommendations to the Ohio General Assembly.

1.

Extend the SB 310 Freeze Indefinitely

Indefinitely freezing the renewable energy and energy-efficiency standards (the Standards) is
the centerpiece of the report. The authors cite the federal EPA’s pending Clean Power Plan
(CPP) regulations to reduce carbon dioxide emissions from the electric sector as reason for
the recommendation. The CPP relies heavily on renewable energy and energy-efficiency as
tools for states to comply with their carbon reduction targets. The CPP is being legally
challenged. The authors conclude that indefinite suspension of the Standards provides the
Ohio EPA with “maximum flexibility”” to devise a State Implementation Plan to comply with
the CPP, should it survive legal challenges.

Of concern to manufacturers is how an indefinite freeze would affect electricity costs, and
CPP compliance costs. Notably, the CPP references a baseline year of 2012, meaning that
efficiency and renewable energy installed today and in the near term would count towards
compliance under the CPP? Thus, future compliance costs could be significantly higher if
the Standards are suspended as recommended. Additionally, multiple studies have shown
energy-efficiency programs to suppress the price of electricity. This price suppression benefit
would not exist if the efficiency standards are suspended.

!'The full report can be downloaded here: http //emsc.legislature.ohio. gov[Assets[Reports( emsc-final-report.pdf
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2. Provide an Fxpedited Process at the PUCO for the Review of New Utility Plans for Energy
Efficiency

The authors recommend an expedited approval process at the PUCO for utility energy-
efficiency program filings, whether the Standards are frozen or not. During the existing two-
year freeze, three of Ohio’s four electric utilities have continued offering efficiency programs
voluntarily, while the 4" — FirstEnergy — is offering programs that have costs but little in the
way of benefits to manufacturers. Thus, there is a clear need for a robust PUCO process that
incorporates stakeholder input to provide checks on utility interests. The OMA Energy
Group regularly intervenes in these cases on behalf of manufacturers. Expedited approval
processes at the PUCO could impair the ability of the OMA EG to protect manufacturing
interest.

Additionally, the authors recommend expanding the stream-lined opt-out to all mercantile
customers. SB 310 created a large-user opt-out, such that sub-transmission and transmission
customers may forgo paying into utility energy-efficiency programs, and would also not be
eligible to receive incentives for efficiency projects. For smaller users, a “mercantile self-
direct” mechanism exists. The mercantile self-direct option allows manufacturers to forgo
paying into utility efficiency programs if the manufacturer self-performs.

OMA has been a strong supporter of the mercantile self-direct option, as it provides
flexibility to manufacturers. However, the streamlined opt-out as designed can create several
issues of concern to manufacturers. First, it has the practical effect of reducing the quantity
of efficiency capacity bid into PJM’s capacity auctions, which in turn increases wholesale
capacity prices. Second, a poorly designed opt-out can create cascading cost-shifting between
manufacturers. This is because a utilities cost-recovery of efficiency program costs and profit
is lagged from when the cost occurs. In practice, this is resulting in costs allotted to large
users being unpaid, and shifted to medium and small users. While an opt-out has merit, and
the spirit of providing manufacturer flexibility is right, a poorly designed opt-out can
unintentionally create additional costs to Ohio’s manufacturers.

3. Investigate and Ensure Maximum Credit for All of Ohio’s Energy Initiatives

This recommendation contains two points of interest to manufacturers. First, the authors
recommend allowing electricity generated by Combined Heat and Power (CHP) using
renewable fuels to be an eligible renewable energy technology. If the CHP plant did not use
renewable fuel, it would still be an eligible energy-efficiency technology. As it is written, this
is a practical recommendation.

Second, the authors recommend counting all possible past energy-efficiency gains since 2008
towards compliance with the energy-efficiency standards. There are nuances to this
recommendation that need to be considered carefully. Energy-efficiency gains that have not
already been counted towards utilities’ standards are those that have been completely
financed by customers. In regards to the CPP, the carbon dioxide emissions from these
projects should be counted for compliance, and would likely be eligible for those
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implemented in 2012 or after. They would not be eligible as a capacity resource in PJM. All
this said, there is no inherent need for the utility to serve the role as aggregator of these
efficiency savings. In fact, this can be detrimental to manufacturers. For example,
FirstEnergy has implemented a similar effort whereby they “capture” customer-financed
efficiency. This program is costing ratepayers $6 million, with no resulting benefit. Moreover,
it is unclear if the carbon reduction attribute is taken by the utility without payment. In any
case, the decision on how to monetize energy-efficiency attributes created by the
manufacturer should be at the sole discretion of the manufacturer. Thus, this
recommendation potentially creates costs to manufacturers, while infringing on
manufacturer rights.

Switch from Energy Mandates to Energy Incentives

The authors recommend replacing mandated efficiency goals for the utilities with the ability
for utilities to offer voluntary programs, coupled with incentives and expanded opportunities
for customers. As mentioned, three of the four utilities have continued offering efficiency
programs to customers, in spite of the two-year freeze. This suggests that well-run utilities
view energy-efficiency services as a strategic part of their future business model. There are
two potential consequences of allowing voluntary programs with an incentive, however.
First, Ohio’s utilities enjoy one of the highest profit margins on efficiency programs in the
nation. While it is logical to allow some profit collection for this service, utilities outside of
Ohio perform similarly well with much lower financial incentives. The discretion of how
much profit margin to allow utilities to collect is best determined at the PUCO, where
manufacturer interests can be represented and subject matter experts can debate an
appropriate profit margin. In contrast, the recommendation of the EMSC to codify in law
extremely high profit margins for utilities is not in manufacturers’ interests. Second,
voluntary programs provide significant leverage to the utility in the PUCO approval process,
at the cost of manufacturers and other ratepayers. While some Ohio utilities have shown
considerable responsibility with their efficiency programs, others would most likely use this
increased leverage to create outcomes detrimental to manufacturers.

The remainder of the topics in this recommendation concern expanded ways for customers
to implement energy-efficiency and renewable energy. This includes streamlined rules for
site-specific Property Assessed Clean Energy (PACE), and market based energy-efficiency
certification instruments. These provisions and others, if written correctly, have the potential
to create additional benefits to manufacturers, lower costs, while laying the groundwork for
innovation and entrepreneurialism in the advanced energy sector.

Declare that the General Assembly Retains Statutory Authority with Respect to Energy
Policy and Dispatch Protocols

This provision limits the statutory authority of the Ohio EPA to create requirements to
comply with the CPP without authority from the General Assembly.
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Findings
The prominent finding that underlies much of the report recommendations is a summary of costs
associated with the Standards. The summary shows that costs dramatically vary for efficiency from

utility to utility, and costs for renewable energy credits are more expensive when sourced from
Ohio-based renewable projects.

There are several major issues with the findings presented. First, only costs of the standards are
considered. Numerous studies have showed that the Standards, energy-efficiency in particular, create
substantial direct and universal benefits to manufacturers. While several witnesses attested to this
fact, the EMSC did not consider financial benefits at all in their report. Moreover, the costs blend
together the cost of the standards plus the high-profit margins utilities recover. This confounds the
separate issues of whether efficiency program costs are appropriate, with whether the profit-margin
utilities enjoy is appropriate. Finally, current and future costs of compliance were calculated
referencing average costs from a recent month. The costs of the standards vary quite significantly
from year to year though, meaning the method used by the EMSC may not reflect actual average
costs.
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Our Businesses Support Continued Energy Efficiency Growth in Ohio

As major Ohio employers and large energy users with a dedicated and loyal workforce of ~15,000
employees in the state, we are very concerned about Ohio’s energy future and understand how energy
policies affect the cost of doing business.

Energy efficiency is good for Ohio businesses.

* Energy efficiency programs are the least expensive way for Ohio to meet its energy needs.

» Other energy sources cost three-to-four times more than saving energy.'

* For Ohio consumers and businesses, electricity bills will be higher if other energy resources are
pursued instead of energy efficiency.

Ohio’s Energy Efficiency Resource Standard (EERS) was a big success and a key driver in expanding
benefits and delivering cost savings for Ohio businesses and consumers.

* Every dollar invested in energy efficiency programs provides about $2.50 in benefits."
* All Ohio businesses and consumers experience these benefits — whether or not they participate

in energy saving efforts.
* Following the adoption of the EERS, energy savings delivered by Ohio utilities increased
substantially, from 55GWh in 2008 to 1,571GWh in 2012. This represents a more than 28-fold

increase.”
* The EERS and resulting energy efficiency programs created and support many direct and indirect

jobs throughout the state.

A commitment to continuing and advancing energy efficiency would benefit Ohio and would give
businesses the confidence to invest and grow.

* Policies that keep energy costs low and predictable over the long-term are a major consideration
for our companies as we make business decisions and investments.

* Arobust, multi-year EERS gives companies like ours confidence that Ohio is committed to
keeping energy costs low, through policies that are clear and knowable.

* Policies like the EERS also help large commercial and industrial facilities reduce energy costs so
they can compete in global markets.

* The repeal of the Energy Efficiency Resource Standard has introduced uncertainties that make it
harder for us to consider the Ohio market in our long-term investment decisions.

We strongly support restoring Ohio’s Energy Efficiency Resource Standard in 2016 and ending the
freeze imposed by SB 310.

Whil‘|p JohinEon ))K % United SChnelder ’/B)IngersollRand,,

OOI Controls Technologies PElectric
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i The cost per kWh for EERS programs in Ohio has been about $0.01/kWh compared to about $0.03-0.04/kWh for supply side options. See: Ohio’s Energy
Efficiency Resource Standard: Impacts on the Ohio Wholesale Electricity Market and Benefits to the State, 2013. Prepared for Ohio Manufacturer’s
Association by the American Council for an Energy Efficiency Economy; According to Dayton Power & Light’s EE/PDR Program Portfolio Status Report to the
PUCO for 2014 (Docket No. 15-777-EL-POR), avoided energy costs ranged from $35.38/MWh to $41.53/MWh over a five-year period. These wholesale cost
do not include the cost of capacity, transmission or distribution.

ii FirstEnergy Companies’ EE/PDR Program Portfolio Status Report to the PUCO for 2014 (May 15, 2015), Docket Nos. 15-0900-EL-EEC, 15-0901-EL-EEC, 15-
0902-EL-EEC. FirstEnergy recently reported that its energy efficiency programs delivered $2.41 to $2.76 in benefits for every dollar invested in 2013 and
2014. Other Ohio utilities have reported similar results.

" Midwest Energy Efficiency Alliance, “Benefits of Energy Efficiency in Ohio,” http://www.mwalliance.org/sites/default/files/uploads/MEEA_2014_Ohio-EE-
Expo_Fact-Sheet.pdf
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With Market on Their Side, Electric
Utilities Skip Fight Against Carbon

Rule

Cheap natural gas, falling costs for wind, solar already have power

companies on low-carbon path
By

REBECCA SMITH
Oct. 11, 2015 7:33 p.m. ET

U.S. coal companies and at least 16 state
governments are working on challenges to the Obama
administration’s new rule limiting carbon emissions
from power plants. Most electric utilities have a

different strategy: They are embracing it.

From Dominion Resources Inc. in Virginia

to Dyneqgy Inc. in Houston to Ohio’s

FirstEnergy Corp., electricity producers say they plan
to comply rather than contest the regulation.

The main reason, executives and experts say, is that
economic forces are pushing the power industry

inexorably toward a lower-carbon future.

“Everybody is moving in this direction anyway,” said

Dominion Chief Executive Tom Farrell.

The new regulations just add certainty to companies’

plans to move away from relying on coal to generate

electricity, turning instead toward cheap natural gas
as well as renewable energy, which is available at

increasingly lower cost.

Energy Trade-offs

It takes fewer British Thermal
Units of coal than gas to make
a kilowatt-hour of electricity...

..But natural gas produces far
less carbon dioxide for each
kilowatt-hour of electricity

Heat rate (Btu per kWh) Pounds
of CO02

per kWh
Natural

gas

2.07

Note: Subbituminous is mostly western coal, Bituminous is mostly an eastern coal
Source: U.S. Energy Information Administration THE WALL STREET JOURNAL.

“Price is a larger force in electricity markets today
than what Washington is doing with regulations,”
said Todd Carter, president of Panda Power Funds, a
private-equity investor and generating-plant

developer based in Dallas.

Panda Power Funds is building a huge gas-fired
power station in central Pennsylvania, adjacent to a

65-year-old coal plant that closed down last year.
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Building near the old facility means Panda can reuse
existing infrastructure like transmission lines and an

electrical substation to save money.

Switching from an old coal plant to a modern natural-
gas one can cut carbon-dioxide emissions by between
50% and 60% for each megawatt hour of electricity

produced, according to the Environmental Protection

Agency.

And although coal also remains a relatively cheap
fuel, natural-gas plants can produce power at lower
prices and are often much more profitable for the

companies that own them.

“Our coal assets are still running but they’re not
making any money,” said Bob Flexon, CEO of
Dynegy, an independent supplier whose generating
capacity is about 45% coal and 55% gas. “All the

earnings are coming from our gas portfolio.”

That is partly because of the way electricity markets
work. In much of the U.S., grid operators take bids
from generators every day, tapping the lowest-cost

resources first—often natural-gas plants.

But the market price is set by the last producer
needed to meet that day’s electricity demand, which
tends to be a coal plant. So natural-gas plants can
often offer electricity at prices lower than coal plants

but collect the higher price set by coal units.

In the wake of the U.S. shale boom, natural gas has
become so abundant and so inexpensive—and
forecasters expect it to remain so for years—that the
EPA’s new carbon rule has provisions that prevent
utilities from relying too much on a single fuel.
Instead, the EPA regulation encourages development

of renewable-energy projects.

Coal consumption by utilities fell so much in the first
four months of the year that it may be headed toward
a 25-year low, according to data released in August

by the U.S. Energy Information Administration.

“The bulk of utilities have already started to make the
transition away from coal,” said Jeremy Fago,
PricewaterhouseCoopers LLP’s power and utilities
deals leader. He said the rule’s emphasis on green
electricity means “it effectively creates a national

renewable-energy policy.”

To be sure, not every utility has agreed to go along
with the EPA’s 15-year plan to cut carbon dioxide
emissions from the power industry by 32% compared
with 2005. Implementation is being left to the states,
which must come up with plans to comply or face

direct regulation from Washington.

So far, at least 16 states have expressed opposition to
the regulation, and some are likely to file a formal
suit once the EPA publishes the carbon rule in the
Federal Register, which is expected to happen this

month.

Page 30 of 138



Some companies are testing the political winds in
their states or are still analyzing the potential impact
on customer bills and company earnings. Edison
Electric Institute, which represents shareholder-
owned utilities, is staying out of legal contests while
working with utilities and states to plot a path

forward.

North Carolina-based Duke Energy Corp., with
utilities in the Midwest and Carolinas, is

undecided. Lynn Good, Duke’s chief executive,
recently told investors that her experts continue to
analyze the plan, though she noted, “I think there’s
flexibility there.”

Some utilities are hedging their bets. Ohio-based
American Electric Power Co. is urging the 11 states
in which it operates utilities to draft carbon-reduction
plans. But it is also participating in the Utility Air
Regulatory Group, a loose federation of energy
companies that has challenged the low-carbon rule in

the past and may do so again.

Renewable energy is becoming more financially
attractive for utilities. A recent survey by the Energy

Department found that utilities paid 66% less for

wind power purchased under long-term contracts in
2014 than 2009, making it extremely competitive

with electricity from the latest gas-fired plants.

Southern Power, a unit of Atlanta-based Southern
Co., recently installed its first wind turbine at a 299-
megawatt project in Kay County, Okla. It also
announced the purchase in August of controlling
interest in the 200-megawatt Tranquility solar facility
in Fresno County, Calif., from Recurrent Energy, a
unit of Canadian Solar Inc.

When combined with other existing and announced
projects, these developments will boost Southern
Power’s green portfolio to a production amount
equivalent to three big fossil-fuel plants, though
production will be less because the wind doesn’t

always blow and the sun doesn’t always shine.

The company made more electricity using natural gas
than coal in the second quarter, something so unusual
it was highlighted in an earnings call. Nevertheless,

Southern said it is still studying the rule and deciding

what its next steps will be.

Werite to Rebecca Smith at rebecca.smith@wsj.com
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CONMECTING STARK COUNTY

By RYAN AUGSBURGER, CHARLES WILLOUGHand MIKE COOK

November 14. 2015 12:00PM

Our states can’t afford to delay pipeline projects

While we are currently enjoying the last days of the fall season here in the Midwest, we
should not forget that winter looms ahead.

While we are currently enjoying the last days of the fall season here in the Midwest, we
should not forget that winter looms ahead. Record cold spells this past winter drove up
demand for natural gas and electricity across the United States. In the last decade,
demand for natural gas has skyrocketed. Recent technological advancements have made
new sources of natural gas readily available to Midwest customers, helping to make
Ohio the eighth and Michigan the ninth largest consumers of natural gas in the United
States.

This has driven the need for a direct pipeline to new natural gas sources. The fact is,
existing pipeline infrastructure has failed to keep up with the growth and demand. Our
regions and our businesses need a direct link to the abundant natural gas reserves in the
Utica and Marcellus shale fields.

Despite representing varying business interests in two different states, our organizations
recognize the need for more natural gas supplies. We know that having a steady supply
of energy is an important part of our region’s productivity, no matter what economic
sector we're involved in.

That’s why we’ve come together with a variety of other trade associations, business and
union groups to support the responsible expansion of critical energy infrastructure
across Michigan, Ohio, Pennsylvania and West Virginia. As part of the Coalition for the
Expansion of Pipeline Infrastructure (CEPI), we strongly embrace the idea that we must
invest in safe and reliable pipeline technology.

Construction of pipelines will boost our economies, provide more stable prices for
consumers, increase efficiency and help our utilities provide better service. Lower
energy costs will also help attract new business to our states and create jobs.

Reliable, secure and affordable supplies of this efficient and environmentally friendly
fuel are a basic requirement for any modern industry and a critical factor when
businesses make their siting decisions. Attracting new businesses to our states and
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localities is important, but so is promoting a secure energy future for the business and
people who already call Michigan and Ohio home. Pipelines will help all of us by holding
down energy prices and ensuring reliable natural gas service is there when they need it,
especially during our harsh winters.

In addition, the pipeline projects currently under consideration will create jobs and
investment throughout our two states. Tens of thousands of temporary local, skilled-
labor jobs will be created to support construction of the pipeline, including laborers,
engineers, equipment operators, contractors and specialists. Increased employment
taxes, and an uptick in hotel occupancies, retail, and demand for other goods and
services are just some of the other indirect benefits that would further bolster many
sectors of the states’ economies.

There are those who oppose pipeline expansion on the grounds that we must protect the
environment and advance sustainable energy. We on the coalition do not believe that
those two goals are mutually exclusive. Natural gas is an important part of diversifying
our states’ energy portfolios and an important first step toward sustainable renewable
fuel sources. As a clean burning, safe, alternative fuel, we believe natural gas will keep
our region’s economies growing.

We must make the most of our new nation’s newfound energy abundance by supporting
key infrastructure projects that will deliver natural gas to areas of the country where it is
greatly needed. As a region, we need to support the construction of new pipelines.

Augsburger is vice president and managing director of public policy services for the
Ohio Manufacturers’ Association. Willoughby is director of energy and environmental
policy for the Ohio Chamber of Commerce. Cook is secretary-treasurer for the
Michigan Land Impact Contractors Association.

http://www.cantonrep.com/article/20151114/OPINION/151119655
<img src="/apps/Sc.dll/OH/NoJS/NoJS/story/20151114/OPINION/1511196557n0js=1" width="1px" height="1px">
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HB38

HB23

HB64

HB72

HB83

HB122

Energy Legislation
Prepared by: The Ohio Manufacturers' Association
Report created on November 17, 2015

OIL-GAS LAW (HAGAN C) To revise provisions in the Oil and Gas Law governing unit
operation, including requiring unit operation of land for which the Department of
Transportation owns the mineral rights.
Current Status: 4/14/2015 - Senate Energy and Natural Resources, (First
Hearing)
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-HB-8

OIL-GAS LEASE INCOME (AMSTUTZ R) To use one-half of any income from oil and gas
leases on state land to fund temporary income tax reductions, to modify the law governing
the use of new Ohio use tax collections, and to require the Director of Budget and
Management to recommend whether or not income tax rates should be permanently
reduced.

Current Status:  11/18/2015 - Senate Ways and Means, (First Hearing)

State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-

summary?id=GA131-HB-23

OPERATING BUDGET (SMITH R) To make operating appropriations for the biennium
beginning July 1, 2015, and ending June 30, 2017, and to provide authorization and
conditions for the operation of state programs.
Current Status: 6/30/2015 - SIGNED BY GOVERNOR; Eff. 7/1/15
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-HB-64

ENERGY IMPROVEMENT DISTRICTS (CONDITT M) To authorize port authorities to
create energy special improvement districts for the purpose of developing and
implementing plans for special energy improvement projects and to alter the law governing
such districts that are governed by a nonprofit corporation.
Current Status: 5/6/2015 - BILL AMENDED, House Public Utilities, (Fourth
Hearing)
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-HB-72

OIL-GAS ROYALTY STATEMENT (CERA J) To require the owner of an oil or gas well to
provide a royalty statement to the holder of the royalty interest when the owner makes
payment to the holder.
Current Status:  3/10/2015 - House Energy and Natural Resources, (First
Hearing)
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-HB-83

PUBLIC UTILITIES COMMISSION MEMBERSHIP (LELAND D) To require that each major
political party be represented on the Public Utilities Commission, to specify that not more
than three commissioners may belong to or be affiliated with the same major political party,
and to require that Public Utilities Commission Nominating Council lists of nominees include
individuals who, if selected, ensure that each major political party is represented on the
Commission.

Current Status:  3/24/2015 - Referred to Committee House Government

Accountability and Oversight
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HB162

HB176

HB190

HB214

HB349

HB390

State Bill Page: https://www.legislature.ohio.gov/leqislation/legislation-
summary?id=GA131-HB-122

SEVERANCE TAX RATES (CERA J) To change the basis, rates, and revenue distribution
of the severance tax on oil and gas, to create a grant program to encourage compressed
natural gas as a motor vehicle fuel, to authorize an income tax credit for landowners holding
an oil or gas royalty interest, and to exclude some oil and gas sale receipts from the
commercial activity tax base.

Current Status: 5/12/2015 - House Ways and Means, (First Hearing)

State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-

summary?id=GA131-HB-162

GAS-FUEL CONVERSION PROGRAM (HALL D, O'BRIEN S) To create the Gaseous Fuel
Vehicle Conversion Program, to allow a credit against the income or commercial activity tax
for the purchase or conversion of an alternative fuel vehicle, to reduce the amount of sales
tax due on the purchase or lease of a qualifying electric vehicle by up to $500, to apply the
motor fuel tax to the distribution or sale of compressed natural gas, to authorize a
temporary, partial motor fuel tax exemption for sales of compressed natural gas used as
motor fuel, and to make an appropriation.

Current Status:  11/18/2015 - House Finance, (First Hearing)

State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-

summary?id=GA131-HB-176

WIND FARM SETBACKS-COUNTY (BURKLEY T, BROWN T) To permit counties to adopt
resolutions establishing an alternative setback for wind farms and to extend by five years
the deadlines for obtaining the qualified energy project tax exemption.

Current Status:  11/18/2015 - House Public Utilities, (Second Hearing)

State Bill Page: https://www.leqgislature.ohio.gov/legislation/leqgislation-
summary?id=GA131-HB-190

PUBLIC IMPROVEMENT-PIPING MATERIAL (THOMPSON A) To restrict when a public
authority may preference a particular type of piping material for certain public
improvements.

Current Status: 6/9/2015 - House Energy and Natural Resources, (First Hearing)

State Bill Page: https://www.legislature.ohio.gov/leqislation/legislation-
summary?id=GA131-HB-214

STATE EMISSIONS PLAN (SMITH R, GINTER T) To require the Environmental Protection
Agency to submit a state plan governing carbon dioxide emissions to the General Assembly
prior to submitting it to the United States Environmental Protection Agency, and to declare
an emergency.
Current Status: 11/17/2015 - House Energy and Natural Resources, (First
Hearing)
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-HB-349

NATURAL GAS-TAX EXEMPTION (SCHAFFER T, RETHERFORD W) To exempt the sale
of natural gas by a municipal gas company from the sales and use tax.

Current Status:  11/16/2015 - Referred to Committee House Ways and Means

State Bill Page: https://www.legislature.ohio.gov/leqislation/legislation-
summary?id=GA131-HB-390
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HCR7

HCR9

SB46

SB47

SB58

SB100

SB120

TAX EXEMPT MUNICIPAL BONDS (SPRAGUE R) To urge the President and the
Congress of the United States to preserve the tax-exempt status of municipal bonds.
Current Status: 6/16/2015 - REPORTED OUT, House Local Government, (Third
Hearing)
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-HCR-7

SUSTAINABLE ENERGY-ABUNDANCE PLAN (BAKER N) To establish a sustainable
energy-abundance plan for Ohio to meet future Ohio energy needs with affordable,
abundant, and environmentally friendly energy.
Current Status: 6/17/2015 - ADOPTED BY SENATE; Vote 32-1
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-HCR-9

LAKE ERIE DRILLING BAN (SKINDELL M) To ban the taking or removal of oil or natural
gas from and under the bed of Lake Erie.
Current Status: 2/18/2015 - Referred to Committee Senate Energy and Natural
Resources

State Bill Page: https://www.leqgislature.ohio.gov/legislation/leqgislation-
summary?id=GA131-SB-46

DEEP WELL BRINE INJECTION PROHIBITION (SKINDELL M) To prohibit land
application and deep well injection of brine, to prohibit the conversion of wells, and to
eliminate the injection fee that is levied under the Oil and Gas Law.
Current Status:  2/18/2015 - Referred to Committee Senate Energy and Natural
Resources
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-SB-47

CONDITIONAL SEWAGE CONNECTION (PETERSON B) To authorize a property owner
whose property is served by a household sewage treatment system to elect not to connect
to a private sewerage system, a county sewer, or a regional sewerage system under
specified conditions.
Current Status:  3/4/2015 - Referred to Committee Senate Energy and Natural
Resources
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-SB-58

SALES TAX HOLIDAY-ENERGY STAR (BROWN E) To provide a three-day sales tax
"holiday" each April during which sales of qualifying Energy Star products are exempt from
sales and use taxes.
Current Status:  3/4/2015 - Referred to Committee Senate Ways and Means
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-SB-100

OIL-GAS LAW REVISION (SCHIAVONI J) To revise enforcement of the Oil and Gas Law,
including increasing criminal penalties and requiring revocation of permits for violations of
that Law relating to improper disposal of brine.
Current Status:  3/10/2015 - Referred to Committee Senate Energy and Natural
Resources
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-SB-120
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SB164

SB166

SB185

SCR6

UTILITY SMART METER CONSENT (JORDAN K) To require electric distribution utilities to
obtain a customer's consent prior to installing a smart meter on the customer's property

Current Status: 5/27/2015 - Referred to Committee Senate Public Utilities

State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-SB-164

HORIZONTAL WELL EMERGENCY PLAN (GENTILE L) To require the owner of a
horizontal well to develop and implement an emergency response plan for the purpose of
responding to emergencies.
Current Status:  10/7/2015 - Senate Energy and Natural Resources, (First
Hearing)
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-SB-166

SPECIAL IMPROVEMENT DISTRICTS (SEITZ B) To revise the law governing special
improvement districts created for the purpose of developing and implementing plans for
special energy improvement projects.
Current Status:  10/7/2015 - BILL AMENDED, Senate Energy and Natural
Resources, (Third Hearing)
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-SB-185

EXPORT-CRUDE OIL (BALDERSON T) The urge the U.S. Congress to lift the prohibition
on the export of crude oil from the United States.
Current Status:  11/17/2015 - House Energy and Natural Resources, (First
Hearing)
State Bill Page: https://www.legislature.ohio.gov/legislation/legislation-
summary?id=GA131-SCR-6
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Energy

OMA Energy Efficiency Peer Network - Nov. 11 Web
Meeting: Compressed Air Systems

The OMA Energy Efficiency Peer Network will meet via
webinar on Wednesday, November 11, from 10:00 -
11:00 a.m. The topic of the meeting is: Low-Cost/No-
Cost Compressed Air System Analysis.

This webinar will help you evaluate and tackle common
low-cost/no-cost energy savings opportunities in
compressed air systems. Members from Anheuser-
Busch, Cooper Tire, and Crown Battery will share
compressed-air energy-saving changes they've made
in their plants. There is also a compressed air system
metering kit that EEPN members can borrow to use on
their own systems.

The OMA EEPN is open to all OMA manufacturing
members at no additional charge. Register here or
email Peter Kleinhenz at Go Sustainable Energy for
more information. 11/5/2015

Ohio Challenges Clean Power Plan

Ohio Attorney General Mike DeWine joined with
attorneys general and regulators from 23 other states
in filing a legal challenge to the Obama administration’s
“Clean Power Plan.” The states filed the suit the same
day on which the plan's final rule was published in the
Federal Register.

The states say the U.S. EPA “lacks authority under
Section 111(d) of the Clean Air Act to force States to
fundamentally restructure their electric grids ... (t)he
rule is also illegal because it seeks to require States to
regulate coal-fired power plants under Section 111(d)
of the Clean Air Act even though the EPA already
regulates those same plants under Section 112 of the
Act. Double regulation is prohibited by the Clean Air
Act.”

The suit is before the D.C. Circuit Court of Appeals,
which considers all lawsuits under the Clean Air
Act. 10/26/2015

Study Rates States on Energy Efficiency

This week the American Council for Energy Efficiency
Economy (ACEEE) issued its annual state scorecard,
ranking states for policies that drive energy efficiency
utilization. California and Massachusetts rate highest
for their state policies which are driven in part to reduce
greenhouse gas emissions.

According the ACEEE report, 20 states climbed in their
rankings: “Maryland, lllinois, the District of Columbia,
and Texas deserve recognition for improvement over
the past year. Maryland increased its commitment to
energy efficiency in 2015 by establishing new, more
aggressive energy savings targets for utilities. lllinois is
one of the first states to adopt the newest building

energy codes, and has increased the amount of energy
efficiency available to utilities through procurement
agreements with the Illinois Power Agency. Like lllinois,
Texas has been aggressive in adopting the latest
building energy codes, and has also taken notable
actions to ensure code compliance across the state.”

Ohio fell two spots to 27. View the Ohio
scorecard. 10/22/2015

Ohio and Neighbors Pool Resources to Support
Gas Drilling

Earlier this month, Ohio joined forces with West
Virginia and Pennsylvania to enter into a cooperative
agreement to promote shale gas development in the
three-state region. The agreement is intended to
prevent the states from competing against each other
in the race to attract investment.

Governor Kasich announced that state resources to
provide marketing assistance, training and workforce
development, as well as infrastructure investment, are
all addressed in the agreement.

According to an Associated Press article, the U.S.
Energy Information Administration reports the three
states have had 85% of the increase in U.S. natural
gas production since January 2012. 10/22/2015

Energy Standards Study Committee Releases
Report

A joint committee of the legislature established to study
the state's energy efficiency and renewable energy
standards released its report within the past week.

The committee made five basic

recommendations. The implications of these general
recommendations for manufacturing are: some costly,
some potentially good, and some uncertain.

Read an analysis of the report here. 10/8/2015

House Wants Oversight of Ohio's Clean Power Plan
Compliance

Leading House Republicans have introduced
legislation, HB 349, which would require the Ohio EPA
to submit its eventual plan for meeting the
requirements of the federal Clean Power Plan to the
Ohio General Assembly for approval. Under the bill,
each chamber of the legislature would be able to reject
the EPA plan and prohibit the agency from submitting it
to the U.S. EPA.

The bill lays out a series of matters that the Ohio EPA
must consider in constructing its compliance plan,
including assuring that its plan is a “leastrqgd 38 of 138
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compliance approach to benefit consumers of
electricity.” 10/8/2015

Ohio Senate Urges Feds to Export Oil

The Senate this week approved Senate Concurrent
Resolution 6 to urge Congress to repeal the federal
ban on the export of crude oil, sponsored by Senator
Troy Balderson (R-Zanesville). The non-binding
resolution received bipartisan support. The U.S.
House of Representatives is expected to consider
lifting the ban. 10/8/2015

Energy Mandates Study Committee Releases its
Report

The Energy Mandates Study Committee this week
published its report. The committee was created by SB
310 of the 130th General Assembly to study Ohio’s
renewable energy, energy efficiency, and peak
demand reduction mandates enacted into law by SB
221 of the 127th General Assembly. The Study
Committee consisted of members of the Ohio House
and Senate and the chairperson of the Public Utilities
Commission of Ohio.

SB 310 froze Ohio's energy efficiency standards at
2014 levels for two years, 2015 and 2016, and
provided that annual energy efficiency benchmarks
would resume in 2017 on the same schedule outlined
in SB 221, if the legislature did not act to further freeze,
reduce, or eliminate the standards.

The committee has reported out five recommendations
that the General Assembly can now adopt in whole or
in part, or not at all.

The recommendations include: 1) Extend the SB 310
freeze indefinitely; 2) Provide an expedited process at
the PUCO for the review of new utility plans for energy
efficiency; 3) Investigate and ensure maximum credit
for all of Ohio’s energy initiatives; 4) Switch from
energy mandates to energy incentives; and 5) Declare
that the General Assembly retains statutory authority
with respect to energy policy and dispatch protocols.

The media reported that the indefinite freeze was not
favorably received by Governor Kasich. His office is
reported as saying: "A continued freeze of Ohio’s
energy standards is unacceptable and we stand willing
to work with the Ohio General Assembly to craft a bill
that supports a diverse mix of reliable, low-cost energy
sources while preserving the gains we have made in
the state’s economy.”

The OMA agrees with the governor: Energy efficiency
is the lowest cost energy resource and should be a part
of a diverse energy resource mix. 9/30/2015

OMA's Energy Efficiency Peer Network Tours
Crown Battery

Last month, OMA members participating in OMA's
Energy Efficiency Peer Network (EEPN) toured Crown
Battery in Fremont to see energy efficiency
innovations.

Earlier this year, EEPN members toured Honda.

OMA members can participate in this energy work
group led by OMA’s energy engineering partner, John
Seryak of Go Sustainable Energy LLC, to access the
most up-to-date information in the areas of combined
heat and power, waste heat recovery, and energy
efficiency.

The work group meets via web-conference bi-monthly
and undertakes plant tours periodically. Learn more

and sign up here. 10/1/2015

PUCO sStaff Opposes FirstEnergy Rate Proposal

In a welcome development, the staff of the Public
Utilities Commission of Ohio (PUCO) filed testimony
recommending the agency deny FirstEnergy’s proposal
to guarantee profits from a handful of power plants by
having customers subsidize them.

PUCO Senior Energy Specialist Hisham Choueiki said
in testimony, “Staff recommends that the Commission
deny rider RRS as it is currently proposed.” The staff
left the door open to an alternate approach to the
utility's current proposal.

The OMA Energy Group opposes the utility’s proposed
plan, which would be costly to consumers and
would constrain competition. 9/24/2015

DOE Calls for Doubling Energy Productivity

The U.S. Department of Energy (DOE) released a new
report that proposes a roadmap for doubling U.S.
energy productivity by 2030.

Page 39 of 138


http://www.informz.net/z/cjUucD9taT0xOTgyMTk1JnA9MSZ1PTk0ODQ2MjgxJmxpPTEwMDEwMDIx/index.html
http://www.informz.net/z/cjUucD9taT0xOTgyMTk1JnA9MSZ1PTk0ODQ2MjgxJmxpPTEwMDEwMDIx/index.html
http://www.informz.net/z/cjUucD9taT0xOTgyMTk1JnA9MSZ1PTk0ODQ2MjgxJmxpPTEwMDEwMDIy/index.html
http://www.informz.net/z/cjUucD9taT0xOTc5Njg4JnA9MSZ1PTk0ODQ2MjgxJmxpPTk5OTEwNTc/index.html
http://www.informz.net/z/cjUucD9taT0xOTc5Njg4JnA9MSZ1PTk0ODQ2MjgxJmxpPTk5OTEwNTk/index.html
http://www.informz.net/z/cjUucD9taT0xOTc5Njg4JnA9MSZ1PTk0ODQ2MjgxJmxpPTk5OTEwNTk/index.html
http://www.informz.net/z/cjUucD9taT0xOTc3MjY5JnA9MSZ1PTk0ODQ2MjgxJmxpPTk5NzIxNzA/index.html

The report, "Accelerate Energy Productivity 2030: A
Strategic Roadmap for American Energy Innovation,
Economic Growth, and Competitiveness," models six
strategies to achieve the goal. The model indicates the
strategies would contribute "in aggregate to a net
increase of $922 billion in U.S. GDP by 2030. This is
primarily supported by an increase of $753 billion in
household expenditures and by a $169 billion increase
in investment in products and services that increase
energy efficiency." 9/22/2015

OMA Energy Group Opposes AEP "Massive
Subsidy"

Ohio State University economist Edward W. (Ned) Hill
testified on behalf of the OMA Energy Group in
opposition to AEP-Ohio's rate case before the Public
Utilities Commission of Ohio.

Hill stated: "AEP-Ohio’s strategy to utilize a power
purchase agreement as a massive subsidy from
ratepayers to fund AEP-Ohio’s non-regulated
subsidiary’s uneconomic electric generating units is
flawed. Such a proposal, if implemented, would
fundamentally distort the electricity wholesale energy
markets. It would shift the financial risk of operating
generation plants onto AEP-Ohio’s ratepayers, placing
the risk of market failure squarely on AEP-Ohio’s
distribution consumers. This would fundamentally
undermine the intent of the Ohio General Assembly
when it restructured Ohio’s electricity markets in 1999."

Noting the particularly harmful effect on manufacturing,
Hill further testified: "Research conducted at the Levin
College shows that in 2010, Ohio had the highest level
of manufacturing activity among the Midwestern
states. Ohio's energy intensive industries are
prominent parts of the state's economic base; these
include primary metals, petroleum and coal products,
chemicals, food processing, nonmetallic mineral
production, paper manufacturing, and wood products.
AEP Ohio’s proposal would have significant negative
effects on the manufacturing productivity of firms
throughout these sectors." 9/14/2015

EPA's Butler Goes to Congress Over Clean Power
Plan

Last Friday, Ohio EPA Director Craig Butler testified
before the U.S. House of Representatives Committee
on Science, Space and Technology Subcommittee on
Environment.

Director Butler's testimony focused on the final Clean
Power Plan (CPP) issued by U.S. EPA earlier this
summer. The director said, “With unresolved legal
challenges, along with substantial changes between
the draft and final proposal, U.S. EPA should hold off
on implementing the final CPP until legal challenges
are resolved or reissue the final CPP as a proposed
action.”

The director also made reference to a letter from
Governor John Kasich to President Obama requesting

that the CPP implementation be suspended until the
legal challenges are resolved. 9/17/2015

Ohio Oil/Gas Production Breaks Records

During the second quarter of 2015, Ohio’s horizontal
shale wells produced 5,578,255 barrels of oil and 221
billion cubic feet of natural gas, reports the Ohio
Department of Natural Resources.

These numbers break all previous production reporting
records, going back 100 years.

Oil production increased by more than 3.1 million
barrels and gas production increased by more than 133
billion cubic feet compared to the second quarter of
2014. 9/17/2015

FirstEnergy Cost Projections Off the Mark

Hearings continue this week at the PUCO on
FirstEnergy’s proposal to charge customers a rider,
which the monopoly electric distribution company
would use to purchase power from its unregulated
generation companies. The OMA Energy Group
opposes the proposal as a subsidized bailout of
uncompetitive coal and nuclear power plants.

This week, FirstEnergy’s own expert witness conceded
that his projections, which the utility used to formulate
the rate plan, were off, and in some cases
significantly. In this article, Cleveland Plain Dealer
reporter John Funk notes that Ohio’s deregulation laws
are designed to require distribution utility companies to
conduct power auctions and buy the cheapest
available electricity on the open market. Not so if
regulators approve FirstEnergy’s proposal.

Learn more about the work of the OMA Energy Group
in PUCO case intervention to protect manufacturers'
cost of energy. Contact OMA's Dan Noreen or Ryan
Augsburger. 9/10/2015

Calling Supporters of Nexus Pipeline Project

Regulatory approvals are underway for the
construction of the NEXUS interstate pipeline. The
project will transport gas from Marcellus and Utica
regions to markets including Michigan and Ontario,
Canada. Since natural gas is a regional commodity,
these types of projects can provide energy pricing
stability to the entire region.

Member companies can show their support of the
project in a number of ways. Use this NEXUS
supporter form and return a scanned copy via email to
OMA's Ryan Augsburger. 9/3/2015

Hearings Continue on FirstEnergy Power Purchase
Agreement
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For months, an Ohio distribution utility company,
FirstEnergy, has sought permission from state
regulators to charge customers a rider to use to
purchase power from a FirstEnergy subsidiary,
FirstEnergy Solutions, for a long-term power purchase
agreement. If approved, the utility’s application would
mean the monopoly distribution utility would lock in a
long-term contract for its unregulated subsidiary that
was not competitively sourced.

In reporting on the hearings, Cleveland Plain Dealer
reporter John Funk cited this FirstEnergy witness
testimony: “... customers also would be on the hook for
about half of any improvements or upgrades
FirstEnergy Solutions makes at the plants -- including a
rate of return of just over 11 percent.”

The OMA Energy Group is a party to the case at the
PUCO and opposes the anti-free market
scheme. 9/3/2015

PJM Capacity Prices up 37%

PJM just completed its base residual action for delivery
year 2018/19. Itis PJM's first auction under its new
"Capacity Performance" rules. Prices in the Ohio
region of PJM went up 37% to $164.77/MW-day.

The auction procured 166,837 MW of capacity for
delivery year 2018/19, giving the region a 19.8%
reserve margin, well above the target of 15.7%.

The auction, which ran from August 10-14, also
resulted in 3,500 MW of new capacity, most of it gas-
fired. RTO Insider reports that UBS Global speculates
that three of the combined cycle gas plants clearing the
auction are plants proposed in Ohio: Advanced
Power’s 700-MW unit in Carroll County, Ohio; Clean
Energy Future’s 800-MW facility in Lordstown, Ohio;
and the 550-MW NTE Energy unit in Middletown,

Ohio. 8/25/2015

No-Cost Manufacturing Energy Assessments from
University of Dayton Industrial Assessment Center

Since 1981, the University of Dayton Industrial
Assessment Center (UD-IAC) has helped more than
900 facilities reduce energy costs and increase
competitiveness by providing no-cost energy
assessments to eligible manufacturers.

During these one-day assessments, a team of faculty
and graduate students trained in industrial energy
efficiency work with plant personnel to identify energy
saving opportunities. Following the assessment, a
customized report with detailed recommendations is
developed and delivered within two to four weeks.

UD-IAC energy assessments have cost-effectively
reduced annual utility costs for the most recent 25
participating manufacturers by about 13%. Qualifying
facilities spend between $100,000 and $2.5 million on
energy annually.

Contact the UD-IAC, visit its website, or contact OMA's
energy engineering consultant, John Seryak, for further
information. 8/26/2015

"Stop Trying to Scare Ohioans"

Discussing the context of pending rate cases of
FirstEnergy and AEP-Ohio with Columbus Business
First reporter Tom Knox, Public Utilities Commission of
Ohio (PUCO) chairman Andre Porter sent an unusually
blunt message to the utilities: "Stop trying to scare
Ohioans."

Both companies have asked the commission to require
customers to subsidize operations of uneconomic
power plants. FirstEnergy, in particular, has raised the
specter of power failures should the commission not
give it what it wants.

Knox quotes the chairman as saying Ohio should "stay
the course." He said: “I think things are going to be
fine here in the state of Ohio. | know that sometimes it
seems as if there are folks who want to attempt to
scare Ohioans, but that’s not what we need to do. Let's
stop attempting to scare Ohioans.”

The OMA Energy Group opposes the two utilities'
plans, yet aims for a future when the power companies
are vibrant and innovative suppliers to

manufacturing. 8/20/2015

Heads | Win, Tails You Lose

OSU economist Ned Hill, on behalf of the OMA Energy
Group, this week presented additional testimony on the
FirstEnergy rate case pending before the Public
Utilities Commission of Ohio (PUCO). In the case,
FirstEnergy seeks to escape business risk, shifting that
risk to customers, of operating two uneconomical
generating plants.

Hill testified: "The Supplemental Stipulations are not in
the public interest for two reasons. First, they adopt a
scheme that will provide one certified retail electric
supplier in Ohio with a competitive advantage in the
Ohio market as its uneconomic generating plants will
be subsidized by the Companies’ ratepayers through
approval of the Economic Stability Program and
associated power purchase agreement (PPA).

Second, the Supplemental Stipulations and the PPA
will deter entry into the power generation portion of the
market by new competitors. Typically, if a market
participant cannot compete in a competitive market, it
will fail. Subsidizing an existing market participant in
the hope that it may be able to compete at some point
in the future is not in the public interest, nor is it good
public policy. It will only deter entry and keep prices
higher than they would be in a competitive market. The
PPA can best be described as a coin-flip bet that
FirstEnergy Corp. is making, one where it's “heads |
win and tails you lose.” 8/12/2015
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PUCO Reports Long Term Forecast

On July 22, 2015, the Public Utilities Commission of
Ohio (PUCO) released “Ohio Long Term Forecast of
Energy Requirements.” Under Ohio Revised Code, the
PUCO is required to estimate state and regional
energy needs over a five-, ten- and twenty-year

period. The findings are then submitted in a report to
the Governor’s Office and General Assembly,
identifying emerging trends related to energy supply
and demand and the costs of energy to consumers,
specifying anticipated energy needs.

Here are highlights from the report, summarized by
OMA Connections Partner, Bricker & Eckler
LLP. 8/13/2015

Clean Power Plan: Unprecedented Cost; Negligible
Impact

The U.S. Environmental Protection Agency (EPA) this
week released one of the most expensive and far-
reaching rules in its history when it rolled out the Clean
Power Plan, designed to regulate carbon emissions
from the electric power sector. The rule represents an
unprecedented intrusion into affairs of the states that
will increase costs for small businesses,
manufacturers, and households while threatening
electric reliability.

The OMA stands in opposition to this plan alongside
business leaders from more than 170 organizations
and trade associations in the Partnership for a Better
Energy Future (PBEF). PBEF will continue to explore
every possible remedy to make sure greenhouse gas
(GHG) regulatory actions do not cost American jobs
and hurt the U.S. economy.

The plan is expected to have a negligible impact on
global GHG emissions, and may not reduce them at all,
instead moving emissions to other countries that have
not implemented similar restrictions, such as China and
India.

The proposal includes numerous changes from the rule
that was first proposed in June 2014. At the outset,
however, it is clear that the numerous fundamental
problems with rule not only remain, but have been
exacerbated by the Obama administration's decision to
make national emissions limits even more

stringent. OMA, through PBEF, is committed to
working through all available means to deflect the
serious economic harms from this sweeping

regulation. 8/4/2015

The Partnership for a Better Energy Future is a
coalition of stakeholders representing nearly every
segment of the U.S. economy, unified in our support for
responsible energy regulations. The Partnership’s
fundamental mission is to ensure the continued
availability of reliable and affordable energy for

American families and businesses.

Good Overview of Worrisome Proposed GHG Rules

The law firm of Sidley Austin LLP has compiled this
PowerPoint presentation which provides an overview,
timing, and elements of the landmark greenhouse
emissions reduction plan, Clean Power Plan, proposed
by U.S. EPA.

Detail includes a state by state graphic of the 2030
emission goal and a state specific illustration of the
difference between the emission reduction target
originally proposed and the higher final proposed
goal. 8/6/2015

Ohio Reacts Critically to Clean Power Plan

This week with the unveiling of the new Clean Power
Plan 111(d) rules, reactions in Ohio from both the
regulator and residential consumer advocate were
critical.

While the state appears ready to gear up for multiple
stakeholder meetings to fully digest the impacts of the
new rules, Ohio EPA director Craig Butler stated, “I
believe it is irresponsible to implement these rules until
the courts decide if the U.S. EPA has the authority
because, like we often see, changes driven by such
rules are irreversible. Allowing the courts a full
opportunity to review the rule will determine if the plan
is reasonable, justified and consistent with
congressional intent. Forcing states to rush forward
with implementation deprives the courts this
opportunity and will drive changes that are
unrecoverable.”

Ohio Consumers' Counsel spokesperson Dan Doron
warned that the regulations have the potential to
increase electricity rates for Ohioans, who are already
paying higher rates than residential ratepayers in 32
other states.

U.S. EPA’s Ohio specific fact sheet can be reviewed
here. 8/6/2015

Electric Transmission Increases in AEP Service
Territory - Check Your Bill

Ratepayers within the AEP-Ohio service territory may
have noticed a jump in on their electricity bills earlier
this summer. The increase is attributed to a new rider
called the Basic Transmission Cost Rider (BTCR) that
went into effect on June 1, 2015.

While lawyers for the OMA Energy Group contested
the new rider, it was ultimately approved by the
PUCO. Since the implementation of the new rider in
June, some members (specifically, AEP-Ohio GS-2
and GS-3 customers) have seen a significant increase
in their transmission costs.
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OMA Energy Group chief counsel, Kim Bojko of
Carpenter Lipps & Leland, encourages members to
inspect your company’s AEP-Ohio bills to determine
impacts. Read more about this from Ms. Bojko.

new charges. 8/6/2015

Members who have been exposed to significant
increases due to the BTCR are encouraged to contact
the OMA’s Dan Noreen or Rob Brundrett for more
information about industry efforts to resolve these
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MEMORANDUM

Date: November 19, 2015
To: Ohio Manufacturers’ Association

RE:  Energy Efficiency and the EPA Clean Power Plan

The US EPA issued its final Clean Power Plan (CPP) rule on August 3*, 2015. The CPP sets custom
carbon dioxide emission reduction goals for each state, and recommends a set of a flexible “building
blocks” for each state to meet compliance. The US EPA has charged each state with developing a
State Implementation Plan (SIP) to detail its compliance with the CPP regulation. SIPs are due
September 6", 2016. States may request a one year extension if filing a single-state plan, or a two-
year extension if filing a multi-state plan.

In the draft CPP, four building blocks were presented — increasing efficiency of existing coal-fired
power plants, increased generation from natural gas-fired power plants, increasing renewable energy
generation, and increasing end-user energy efficiency. In the final CPP, energy efficiency was
excluded as a building block. However, Ohio’s carbon dioxide reduction goals actually increased in
the final rule.

Reportedly, the exclusion of energy efficiency as a formal compliance building block was to prevent
legal challenges to the CPP. Yet, the US EPA is still strongly encouraging states to utilized energy
efficiency for compliance, going so far as to say “The Clean Power Plan puts energy efficiency front
and center”'. This has invited questioning as to the role of energy efficiency in CPP compliance —
what projects count as energy efficiency? Does the time of implementation matter? Do efficiency
projects count the same under rate-based accounting and mass-based accounting? Etc.

This memorandum documents facts regarding these key issues, and also items of consideration for
manufacturers, including:

> Energy efficiency is an eligible compliance option for the CPP, under either the rate-based
or mass-based approach accounting systems.

» Energy efficiency projects installed after the 2012 baseline year are eligible for CPP
compliance.

» Energy efficiency projects need to produce actual electricity reductions to be eligible.

» Deferring investment in energy efficiency until after 2018 or 2022 could increase the cost of
CPP compliance.

1 http://www2.epa.gcov/cleanpowerplan /fact-sheet-energv efficiency-clean-power-plan
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Ohio’s CPP Goals

In conjunction with the final CPP rule, the US EPA issued “State at a Glance” briefs for each state,
including Ohio®. Ohio has final emissions goals for 2030, with an interim goal for 2022.
Additionally, the EPA has requested that states detail in their State Implementation Plan (SIP) three
intermediate emissions reductions milestones for “step periods” between 2022 and 2030. The table
below is reproduced from Ohio’s “State at a Glance” memo. Importantly, note that 2012 is
referenced as a baseline year.

Ohio’s Interim (2022-2029) and Final Goals (2030)

OHIO

CO, Rate (lbs/Net MWh) CO, Emissions (short tons)

2012 Historic * 1,900 102,239,220
2020 Projections (without CPP) 1,742

Interim Step 1 Period 2022-2024 88,512,313 88,902,150
Interim Step 2 Period 2025-2027 * 80,704,944 82,020,069

4

Interim Step 3 Period 2028-2029 76,280,168 77,522,714

1. EPA made some targeted baseline adjustments at the state level to address commenter concerns about the representativeness of baseline-year data.
These are highlighted in the CO, Emission Performance Rate and Goal Computation TSD.

2, 3, 4. Note that states may elect to set their own milestones for Interim Step Periods 1, 2, and 3 as long as they meet the interim and final goals articulated
in the emission guidelines. In its state plan, the state must define its interim step milestones and demonstrate how it will achieve these milestones, as well as
the interim goal and final goal. See section VIII.B of the final rule preamble for more information.

Source: “Clean Power Plan: State at a Glance / Ohio”

Figure 1: Ohio’s Interim and Final Rate-based and Mass-based Goals

2 http://www3.epa.gov/airquality/cpptoolbox /ohio.pdf
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Ohio’s State at a Glance memo also illustrates these goals, which we reproduce in the next figure.
Note that mandatory compliance doesn’t begin until 2022.

Ohio CO, Rates (lbs/MWh)
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Source: “Clean Power Plan: State at a Glance / Ohio”
Figure 2: Illustration of Ohio’s Rate-based and Mass-based Goals

Ohio’s 2022 interim and 2030 final compliance goals are a matter of fact, as are Ohio’s emissions in
2012. Less clear is what Ohio’s emissions are today at the end of 2015, and what Ohio must do in
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the years between 2015 and 2022 to achieve compliance. Electric sector emissions and generation
output are reported publicly by the US Department of Energy’s Energy Information Administration
(EIA), but the reporting lags by several years.

Energy Efficiency as a Compliance Strategy

As previously discussed, the removal of energy efficiency as a building block has invited questioning
as to its role in achieving CPP compliance. According to the US EPA, however, “The Clean Power

Plan puts energy efficiency front and center”.’

A key consideration of using energy efficiency for CPP compliance is timing of the efficiency
projects. Obviously the emissions quantity and rate goals for the 2022 interim compliance period are
significantly lower than the 2012 baseline. Emissions reductions could come in the form of a “step”
down over a short period of time, or a “ramp” down over a longer period of time, or a combination
of both. For example, if coal plants are replaced with natural gas plants, we could expect a step
down in emissions at the time of coal plant retirement.

Energy efficiency, in contrast, would not affect emissions as a “step”. This is because unlike power
plant projects, large emissions reductions from efficiency are spread across potentially tens of
thousands of projects. These projects won’t come “online” all at once, like a power plant, but
instead are enacted more evenly over the course of many years. Moreover, some efficiency gains are
made at very specific times, such as equipment failures, or are closely tied to a business’s capital
budget cycle. Thus, if efficient choices are not made at these times, they are essentially lost for years
if not decades. Consider equipment failure or end-of-life situations. Many types of equipment (lights,
motors, chillers, pumps, fans, air compressors), are only replaced once every 15-30 years. In other
words, some percentage of lost efficiency opportunities in 2015-2021 will not be revisited by those
businesses until 2030 to 2050. For this reason, it may be critical for Ohio to capture these efficiency
opportunities during the years between present day and the 2022 compliance period.

Efficiency Accounting in the Mass-Based Method

The EPA is encouraging states to use energy efficiency for compliance under either the rate-based or
mass-based accounting methods. Under the mass-based method, energy efficiency will automatically
count, as it will automatically reduce carbon-dioxide emissions. According to the EPA, states can use
unlimited amounts of energy efficiency. And, under a mass-based approach, energy efficiency does
not need to be an explicit part of the SIP.

Efficiency projects will count under the mass-based method so long as they actually do reduce
electricity use, and that electricity reduction persists. In this sense, any real project that has been
implemented since the baseline year of 2012 will count under the mass-based method. For example,
consider a manufacturer that replaced its high-bay metal halide lights with efficient high-bay
fluorescent fixtures in 2013. This efficiency project will reduce electricity consumption substantially
and in turn carbon-dioxide emissions. The energy reduction and emissions reduction will persist in

3 http://www2.epa.gov/cleanpowerplan/fact-sheet-energy efficiency-clean-power-plan
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time so long as the efficiency project isn’t reversed. In this case, it is extremely unlikely that any
manufacturer would revert back to inefficient lights. So, the energy and emissions savings will
persist, and thus count, for compliance not just in 2022, but also in interim periods and the final
compliance year of 2030.

In some cases, certain types of efficiency projects have short persistence periods. An example is the
temporary energy reduction from behavior changes in the residential sector from home energy
reports. These savings may not persist indefinitely, as behavior can revert back to the inefficient
practice.

A number of recent changes to Ohio law by SB 310 could create “efficiency” resources which are
nothing more than on-paper resources, and may not count towards compliance in the mass-based
method. We will detail these concerns at the end of this memorandum.

Efficiency Accounting in the Rate-Based Method

Under a rate-based method, all efficiency projects installed after 2012 are eligible for credit during
the compliance period, so long as those projects are verified and still in place. This is explicitly stated
in the CPP’. Energy efficiency undertaken in the rate-based approach would require evaluation,
measurement and verification (EM&V) to receive energy reduction credits (ERCs). EM&V is
standard practice for utility-operated efficiency projects, but is less common for self-financed
efficiency, performance contracting, or upstream efficiency policies like building codes and appliance
standards. Thus, while there is a good EM&YV infrastructure in the state, expanding it would require
attention and care.

That said, it is quite clear and matter-of-fact that energy efficiency projects installed after 2012 via
utility operated efficiency programs would count towards compliance, as utilities already conduct
this type of EM&V. Under a rate-based method, the SIP would likely want to address how to
account for and credit efficiency projects enacted outside of utility programs during the 2015-2022
timeframe.

The CPP’s EM&V guideline details a number of terms to avoid double-counting of efficiency
projects which might conflict with recent changes to Ohio law by SB 310. We will detail these
concerns at the end of this memorandum.

Clean Energy Incentive Program

The CPP offers a bonus for energy efficiency achieved via the Clean Energy Incentive Program
(CEIP). Efficiency conducted under the terms of the CEIP will count double towards compliance in
both the mass and rate-based approaches. However, CEIP has very narrow terms. First, it only
applies to low-income residential efficiency projects. Second, it only applies to these projects
completed after SIP submission (September 6%, 2018) and before the 2022 compliance petiod. Low-
income residential efficiency projects completed prior to 2018 would still count towards compliance,

4 See Page 14, Section A. 3. “The program is designed to incentive investment in certaing types of RE projects, as well as
demand-side energy efficiency (EE) projects in low-income communities. ...these EE projects must commence
implementation afte the date of submission of a final plan to the EPA...on or after September 6, 2018”
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just at the standard rate. Commercial, industrial, and non-low-income residential projects would be
unaffected, and qualifying projects completed after 2012 would count towards compliance.

CHP

CHP is an eligible compliance technology for the CPP’, though it was not accounted for in the
targets the EPA set for states. In a rate-based approach, CHP can earn “emission rate credits”
(ERCs) for generating emissions-free MWh. EPA provides detailed guidance on how to explicitly
write CHP into a compliance plan and directly adjust the reported CO2 emission rate of affected
EGUs. In a mass-based approach, CHP can earn “allowances” for emissions reductions, but there is
less guidance for how states would count savings from CHP. EPA does not require specific EM&V
protocols or accounting methodologies because compliance is measured via tons emitted at the
source smoke stack. From this perspective, energy efficiency of all stripes automatically counts
toward compliance, since it displaces emissions under the state’s cap and frees up allowances that
can be traded. Under a mass-based approach, states need to develop their own methods for ensuring
that CHP is incentivized, either by directly allocating allowances to CHP projects using a set-aside
(specifically set aside for CHP) or by auctioning allowances and then using the proceeds from the
auction to incentivize CHP.

Who gets compliance credit will depend on how states choose to structure their plans. In a rate-
based approach, a CHP plant owner can clearly generate an ERC and sell that ERC to a utility that
needs to satisfy its emission goals. Utilities could also earn ERCs if they own and operate CHP units
off site. In a mass-based approach, states may choose to directly allocate allowances to energy
efficiency providers (which could trickle down to owners of CHP systems) and those allowances
could then be sold to utilities.

Considerations

Multiple studies have shown energy efficiency to be a least-cost energy resource. Maximizing least-
cost energy resources has been a long-time priority of the OMA. The prospect of new emissions
regulations on the electric sector only underscores the need for energy efficiency, which now is also
a low-cost compliance tool. It is widely expected that energy efficiency will be critical to keeping
compliance costs of the CPP low for manufacturers.

Therefore, increasing the quantity of energy efficiency achieved in Ohio has is of increased
importance. There are several areas of concern, then, for manufacturers:

> Current and Proposed “Freeze” of Ohio’s Energy Efficiency Resource Standard (EERS) —

EERS have shown to increase the amount of efficiency implemented in a region, in addition
to saving consumers several times more than the costs. It is possible then that the two-year
freeze (2015, 2016) of Ohio’s EERS is detrimental to low-cost compliance with the CPP.
For example, during this period, FirstEnergy has suspended nearly all of its meaningful

5> CPP, p. 64902. “Electric generation from non-affected CHP units may be used to adjust the CO, emission rate of
an affected [electric generating unit] EGU, as CHP units are low-emitting electric generating resources that can
replace generation from affected EGUs.”
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efficiency programs. As FirstEnergy accounts for about 3/8 of Ohio’s investor-owned utility
electric load, this creates a compliance gap. A further continuation of the freeze would
exacerbate this situation.

Lost opportunities — While some stalled efficiency projects from the current freeze or
potential future freezes may be made-up prior to 2022, there are others that likely will not.
These are “lost opportunity” projects: efficiency projects that need to occur at specific, rigid
times. If the investment is not made at these times, it could be a matter of years or decades
before a business is able to revisit upgrading the equipment. This includes efficiency
investments made at the time of equipment replacement, in addition to large capital
investments that can only occasionally be budgeted for in a business’s financial cycle.
Manufacturers should pay increasing attention to their efficiency opportunities that can be
made in conjunction with capital investment and/or equipment replacement. As a regulatory
matter, OMA should focus on encouraging utility programs to design programs around this
decision making process. As a policy matter, it is imperative to encourage efficiency in the
short-term, such that these opportunities can be taken advantage of. Otherwise, some low-
cost efficiency may be lost until after the 2030 compliance period.

Non Investor-Owned Ultility efficiency programs — The CPP applies to the entire state of
Ohio. Ohio’s EERS law, however, applies only to investor-owned utilities. Municipal electric
companies and rural electric cooperatives do serve enough electric load in Ohio to be able to
contribute energy efficiency resources. Currently, some municipal electric companies offer
energy efficiency programs, but not all. Similarly, rural electric cooperatives have limited
efficiency offerings.

Non-utility efficiency projects and programs — Significant amounts of energy efficiency
projects can occur outside of utility-operated efficiency programs. This includes energy
service contracting, property-assessed clean energy (PACE) finance programs, and self-
financed efficiency programs. Under the mass-based method, all of these projects would
create emissions reductions. Under a rate-based method, these projects and programs would
need to undergo EM&V to receive ERCs and thus be used for compliance.

Rate of Efficiency Gain — Studies have shown efficiency programs often become more
economical over time, and with economies of scale. However, at very high rates of efficiency
gain (for example, 2% savings/yeat), the cost of efficiency programs can increase measurably
per kWh saved. Thus, eliminating or reducing efficiency standards today, and thus relying on
higher rates of efficiency gains in later years, could have cost impacts to Ohio manufacturers.

CHP — CHP is an eligible compliance technology under both the rate and mass-based
accounting approaches.

Asset Ownership — Both the mass and rate-based methods create new commodities
representing the value of carbon reduction. The rate-based method creates energy reduction
credits (ERCs) and the mass-based method creates “allowances”. In the mass-based method,
though, allowances are distributed to effected electric generation plants, and some to
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renewable energy projects. No allowances are distributed to efficiency projects. It is not clear
then in the mass-based method how customer-financed efficiency projects would receive
financial credit for reducing the regulatory burden on electric generators.

» SB 310 & CPP — A number of issues atise from law changes created by SB 310.

(@]

Retroactive Savings from 2006 - SB 310 created a law change so that “...solely at the
option of the electric distribution utility, such savings and reduction achieved since
2006 may also be measured...” Because 2012 is the CPP baseline year, if utilities
count savings from between 2006 and 2012 towards their EERS, these would not be
eligible CPP compliance.

Optional baselines - SB 310 created a law change that “Energy efficiency savings
...shall be measured on the higher of an as found or deemed basis”. This provision
could inflate energy savings beyond what the CPP would allow for compliance under
the rate-based method.

Production energy intensity — Of importance to manufacturers is how improvements in
production energy efficiency will be accounted for and credited. A simplified
approach relying solely on energy intensity (kWh/part) would reward expanding
manufacturers, while penalizing manufacturers in down production years. The CPP
thus correctly recommends a regression-based method to account for production
energy intensity improvements. Regression based methods are currently being
inconsistently applied by utilities and the PUCO in Ohio.

Egquity — For a variety of reasons, some ratepayers in Ohio are currently paying for
efficiency programs while others are not. Some utilities do not offer efficiency
programs. Some customers are able to “opt-out” of paying for efficiency programs.
However, efficiency programs are producing value, and will likely continue to
produce financial value, for low-cost CPP compliance to all of Ohio’s ratepayers.
Propetly accounting for compliance contribution during the 2012-2022 years could
thus be challenging.

Counting thermal energy — SB 310 created a law change so that “renewable energy
resources do not have to be converted to electricity in order to be eligible to receive
renewable energy credits.” It does not appear that the CPP would allow thermal
renewable energy to count for compliance, as it does not reduce electric sector
emissions.

Citing specific federal standards — SB 310 created a law change that “For new
construction, the energy efficiency savings and peak demand reduction shall be
counted based on 2008 federal standards...” Under the rate-based method, the CPP
also will reference federal standards and codes as baselines. However, as codes and
standards are regularly updated, citing a specific edition of a standard in the ORC is
problematic, as it would need to be continually updated. Moreover, this specific
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language is problematic, as the federal government does not adopt standards for
building code.
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ATTORNEYS AT LAW

280 PLAZA, SUITE 1300
280 NORTH HIGH STREET
coLuMBUS, OHIO 43215

MEMORANDUM
To: OMA Energy Committee
From: Kim Bojko and Ryan O’Rourke, OMA Energy Counsel
Re: Energy Committee Report

Date: November 19, 2015

Active Administrative Actions in which OMAEG is Involved:

American Electric Power (AEP Ohio):
= ESP Application (Case No. 13-2385-EL-SSO, et al.)

» Order issued on February 25, 2015.

» Entry on Rehearing subsequently issued — PUCO deferred ruling on
applications for rehearing related to the purchase power agreement (PPA)
rider.

» Applications for rehearing on the same are under consideration.

*= PPA Rider Expansion Case (Case No. 14-1693-EL-RDR, et al.)
» AEP filed an Amended Application in which AEP seeks PUCO approval of
AEP’s proposal to enter into a new affiliate PPA between the Company and
AEP Generation Resources, Inc. (AEPGR), through which the Company
would purchase the output of specific generating units owned by AEPGR.
» The evidentiary hearing concluded this month and briefing is underway.

= Fuel Adjustment Clause Case (Case No. 11-5906-EL-FAC, et al.)

The PUCO is entertaining arguments on AEP’s alleged double recovery of
certain capacity-related costs.

Discovery is ongoing.

The PUCO selected an auditor to investigate the double-recovery issue.
An application for reconsideration is under review regarding the auditor’s
duty to share information with other parties.

VVY 'V

Duke Energy Ohio:

= ESP Application (Case No. 14-841-EL-SSO, et al.)
» Order issued on April 2, 2015, wherein PUCO approved establishment of the
Price Stabilization Rider (PSR) regarding a PPA, but Duke was not authorized
to collect any PPA costs through the PSR.
» Several parties, including OMA, filed applications for rehearing of the
PUCO’s decision — the applications for rehearing are still pending.

Page 63 of 138



= 2013 Shared Savings Incentive Audit Case (14-457-EL-RDR)

» The PUCO recently issued a decision in which it adopted the rationale
advanced by OMAEG in denying Duke the ability to collect a shared savings
incentive for 2013 through use of banked energy efficiency savings in years in
which Duke had not met its benchmark through savings achieved through its
approved programs alone.

» The PUCO granted applications for rehearing pending further review.

= Shared Savings Mechanism Extension Case (14-1580-EL-RDR)
> Duke sought PUCO approval of its request to extend the use of its shared
savings incentive mechanism in 2016.
» The parties are awaiting a PUCO decision.

FirstEnergy:

= ESP IV Application (Case No. 14-1297-EL-SSO)

> In late May and early June 2015, FirstEnergy filed two additional
supplemental stipulations which included specific provisions for the purpose
of gathering additional support for FirstEnergy’s Economic Stability Program.

» OMAEG filed testimony opposing FirstEnergy’s application to establish a
PPA Rider and addressing the supplemental and second supplemental
stipulations.

» The evidentiary hearing is over and briefing is underway.

Statewide:

= Challenges to the FirstEnergy Solutions RTO Expense Surcharge
» Numerous complaints have been filed with the PUCO. The only activity has
been that FES’ motion to dismiss one of the complaints is on the PUCO’s
agenda this week.
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Judicial Actions—Active Cases Presently on Appeal
from the PUCO to the Supreme Court of Ohio

AEP Ohio:

e In the Matter of the Application of Ohio Power Company for Authority to Establish a
Standard Service Offer Pursuant to Section 4928.143, Ohio Revised Code, in the Form of
an Electric Security Plan, Case No. 2015-1225 (Appeal of Case No. 13-2385-EL-SSO, et
al.)

= (Case Status: The Ohio Supreme Court recently dismissed the appeal as
premature given the pending rehearing requests at the PUCO.

= Brief Synopsis: Appellants filed appeals of the PUCO’s recent decision on
AEP’s ESP 11, contending, among other things, that the PUCO erred when
it established the PPA Rider and approved the Basic Transmission Cost
Rider.

Duke Energy Ohio:

e In the Matter of the Application of Duke Energy Ohio, Inc., for an Increase in its Natural
Gas Distribution Rates, Case No. 2014-328 (Appeal of Case No. 12-1685-EL-AIR, et al.)
= (Case Status: The matter is fully briefed; however the Court has not yet
set the case for oral argument.
= Brief Synopsis: OMA, OCC, Kroger, and Ohio Partners for Affordable
Energy appealed a PUCO order that permitted recovery from ratepayers
for environmental remediation costs associated with two former
manufactured gas plant sites.
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From the Columbus Business First

-http://www.bizjournals.com/columbus/blog/ohio-energy-inc/2015/11/dynegy-well-sue-to-stop-
aep-and-firstenergy-power.html

Dynegy: We'll sue to stop AEP and
FirstEnergy power purchase deals

Nov 16, 2015, 11:43am EST

Gittings Photography
Dynegy Inc. CEO Bob Flexon

Tom Knox
Reporter- Columbus Business First

Dynegy Inc. would sue to stop power purchase agreements for Ohio electric utilities if state regulators approve the
controversial proposals.

Executives from FirstEnergy Corp. and American Electric Power Company Inc. expect a decision by the first
quarter of 2016, and are optimistic they’ll reach a negotiated settlement on their plans.

If that happens, merchant generator Dynegy and its allies will fight to stop it.

See Also

Dynegy not looking out for Ohio's interests, AEP Ohio president says

AEP plan should be rejected, PUCO staff report concludes

FirstEnergy shuts down power plant at site of Ohio's ethane cracker

“It’s so ridiculous it’s even made it this far,” Dynegy CEO Bob Flexon told me. “It’s absurd that two investment-
grade companies are running with their hands sticking out to the consumers and citizens of Ohio to pay them
money that they don’t need. It’s the most absurd argument I've ever heard.”
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The plans would allow the utilities to buy electricity from their affiliated power plants via long-term contracts and
sell it on the open power market. It would mark a return to regulation for that portion of power and a major shift
under Ohio’s deregulated power market.

Risk would shift to ratepayers instead of the companies and their investors. The utilities project customers would
ultimately benefit, while opponents say the proposals would cost customers.

A settlement with the Public Utilities Commission of Ohio could mean contracts with shorter length. FirstEnergy
wants 15 years, and AEP (NYSE:AEP) wants contracts for the life of its plants.

“Any competitive generator should challenge the results,” Flexon said. “Even if they get one year, we’ll challenge
it.”

(Click here to read the president of AEP Ohio's defense of the plan.)

Power plant operators including Houston-based Dynegy (NYSE:DYN) recently received more money from the
organization in charge of the regional power grid. PJM Interconnection upped capacity payments to power

providers to make sure they can run power when it’s needed in response to problems during the extreme cold of
the winter 2014 polar vortex. Power generators will be penalized more if they fail to deliver.

Flexon said the increase in payments is more proof that the utilities don’t need what groups like the Sierra Club call
“bailouts.”

Dynegy is among the most vocal challengers to the plans. It entered the Ohio power market last year when it

bought Duke Energy's (NYSE:DUK) Midwestern power plants. It sees the plans as an unfair advantage for the
state’s utilities, while AEP says it’s a necessary hedge to combat volatile energy prices.

Still, there’s probably some truth to the likelihood of some type of settlement for FirstEnergy (NYSE:FE) and AEP’s
plans, Flexon said.

“We have two sitting CEOs saying ‘We’re going to get this,” ” Flexon said of AEP’s Nick Akins and FirstEnergy’s
Chuck Jones. “I can’t imagine they’re making that up.”
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https://www.csuohio.edu/urban/research/shale-reports

\ 7N\
angas JobsOhio
N

Natural Gas
Alliance

AGENDA

Ohio lateral pipeline stakeholder roundtable
October 26, 2015

1. Welcome & introductions
2. Overview of goals

3. Relationships between LDC’s and manufacturers

a. How are working relationships between gas companies and manufacturers?

b. Do all of the relevant individuals (energy managers and LDC large customer
relations staff) know each other and have good communications?

c. Are there ways to improve interaction that would lead to an increase in natural gas
utilization?

d. Is there a regular review of capacity and pressure availability/limitations that is made
available to the manufacturer?

e. Is there a routine discussion regarding the options and associated cost to overcome
any limitations.

f. Is this kind of communication going on routinely?

g. What are some ways that might improve dialogue between LDC’s and
manufacturers? Conferences, roundtable discussions, one-on-one meetings etc.?

4. Financial
a. What are the major financial barriers for manufacturers wanting to access gas?
I. Accessing funds?
ii. Not wanting to have debt on their books?
iii. Inability to justify that much debt, not enough time to pay down the debt,
government policies?
b. What are the main financial concerns of LDC’s when looking at lateral line projects?
i. Project needs to be paid for up front or in short term?
c. What are potential ways to help improve the process of financing lateral pipelines?
i. Changes in government policies?
ii. Longer term financing programs?

5. Policies and regulations
a. Are there changes in the law or regulatory policies that would make development
easier?
i. Financing
ii. Construction
iii. Regulation
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Nov-Dec-Jan 2015-16 Temperature Outlook
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Nymex Settlement

Futures @ Henry Hub
Updated As Of 11/13/2015

NYMEX Futures Settlement
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