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Q. 
Please state your name, address, and profession.

A. 
My name is Paul A. Coomes. My address is 3604 Trail Ridge Road, Louisville, KY 40241. I am a consulting economist. I have a Ph.D. in economics from the University of Texas. I have been a faculty member of the University of Louisville since 1985. 

Q. 
Have you testified before the Public Utility Commission of Ohio before?

A. 
Yes, for a similar case in 2009. Also, I have testified several times before the Kentucky Public Service Commission. 

Q. 
Why are you here today?

A. 
I have been retained by Ormet Primary Aluminum Corporation (Ormet) to analyze the likely economic and fiscal impacts in the region if the Hannibal smelter were to close. I have prepared a report, dated July 30, 2011, which I hereby incorporate and adopt the contents of in its entirety into this testimony. A brief summary is below. 

Q. 
What are your main findings?
A. 
My primary objective was to measure the economic importance of the smelter operations to the regional economy. My approach was to simulate what would likely happen to jobs, payroll, and tax revenues were the plant to close. Ormet employs around 1,000 people and pays wages and salaries annually of about $63 million, plus excellent fringe benefits. Employees live in eighteen counties in three states, of which sixty percent reside in Ohio. Activity at Hannibal has ebbed and flowed over the past decade, reflecting changing conditions in the international market for aluminum. Were the plant to close, I estimate that the total net annual impact in the region would be a loss of 3,117 jobs and $238 million in total employee compensation. State and local governments in Ohio would lose about $9 million annually in tax revenues.

Q. 
How important is the aluminum industry to that region?

A. 
The Ormet smelter is among the largest private sector employers in the regional economy, and clearly the largest industrial employer in Monroe County. Federal data reveal that $52.1 million of the County’s $118.0 million in total wages and salaries are attributed to the manufacturing industry, of which Ormet is essentially the only firm. With the average pay of $61,000, no other place of work in the County comes close to this employment opportunity. Moreover, employee benefits are very lucrative. The company reports that its contributions to the social security and Medicare programs for its employees, plus the value of retirement, health insurance, and other fringe benefits are almost as large as the base wages and salaries.  

Q. 
Briefly, what methods did you use to analyze the importance of the aluminum smelters to the regional economy?

A. 
Because aluminum operations serve primarily national and international markets, they bring new dollars into the regional economy. I use standard regional economic impact methods to evaluate the total economic and fiscal impacts of the loss of the two plants. Region-specific economic multipliers were obtained by simulations of an input-output model, IMPLAN, for the primary aluminum production industry there. This industry is defined according to the North American Industrial Classification System (NAICS), using code 331312. 


The IMPLAN model provides estimates of indirect (inter-industry purchases) and induced (household spending) effects on sales, jobs, and payrolls for export-based expansions or contractions of any of 440 local industries. For example, the job multiplier for the primary aluminum production industry in the Hannibal region economic area is 3.026, meaning that for every job at the aluminum smelter, another 2.026 jobs are created elsewhere in the regional economy. Similarly, the employee compensation multiplier for the industry there is 2.329, meaning that for every dollar of payroll created at the aluminum smelter another $1.329 in payrolls are created in other sectors around the region. These economic multipliers were used to estimate the likely total impact of a shut-down on jobs and payrolls in the region. By comparing the growth in tax receipts to the growth in payrolls historically, I calculate ‘effective’ tax rates and use those to estimate the amount of income and sales taxes linked to the aluminum industry payrolls.

Q. 
THE ORMET ALUMINUM PLANT HAS ADJUSTED ITS PRODUCTION VOLUME AND EMPLOYMENT LEVELS SEVERAL TIMES OVER THE PAST DECADE TO REFLECT CHANGING PRICE AND COST CONDITIONS. DO THESE ADJUSTMENTS SHOW UP IN PUBLICLY AVAILABLE DATA ON THE REGIONAL ECONOMY?

A. 
Yes, it is clear in federal data on employment and wages in Monroe County. For example, in 2005 and 2006, when the facility was idle, wages and salaries fell in the County about $40 million per year. When all six potlines were again operating in 2008, County wages and salaries rebounded to their 2004 levels, about $130 million annually. Then, when the facility operated with only four potlines during most of 2009 and 2010, County wages and salaries fell accordingly, to about $120 million per year. And preliminary data for 2011 show the full recovery in County payrolls after all six potlines were back in operation last year.

Q. 
Does that conclude your testimony today?
A. 
Yes, thank you.
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