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Tn the Matter of the Application of
Columbus Southern Power Company
for Approval of a Mechanism to
Hecover Deferred Fael Costs Ordered
Under Section 4928.144, Ohio Revised
Code.

Case No. 11-4920-E1L-RDR

I[n the Matter of the Application of
Ohio Power Company for Approval of
a Mechanism to Recover Deferred
Fuel Costs Ordered Under Section
4928.144, Ohio Revised Code.

Case No. 11-4921-EL.-RPR

. . o

COMMENTS OF ORMET PRIMARY ALUMINUM CORPORATION

‘The Commission should ot simply rubber-stamyp the Phase-In Recovery Rider ("PIRR™)
that AEP (hio has proposed in this proceeding. 1t should carcfully examine the proposal in light
ol the state of the economy and the rate increases already being borpe by AEDP Ohio customers
dug to the recent expiration of the rale caps on the Fucl Adjustment Charges (“FAC™). Although
the Commission has already approved the charges in the deferred fuel accounts as well as the
tme period for the recovery of those sums, there stiil remains substantial opportunily to provide
customers with relief when adopting a specific mechanism lor the recovery of those costs. Two
areus in particular provide an avenue for the Commission to reduce the potentiaily devastating
impact of the PIRR on customers while keeping ARP Ohio ﬁmmtiaily stable: the proposed
currying charges should be reduced and the bulances should be adjusted 1o reflect the benefit that
AP Qhio receives from accumulated deferred income tax (“ADIT™),
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AEP Ohio has enjoyed net income ol over §1 billion over the last two calendar ycetrs.' h
also carned 4 Retarn on Equily of 12.06 percent in 2011,% a rate higher than any ROE approved
for an eleetric utifity in the countey in 2011.° In deforring AEP's recovery of full fuel adjustment
clause increases n the last ESP case, PUCO held that AEP's customers could not afford to bear
an increase of more than 6-8 percent over the last three years. While ceonomic conditions have
nod materially improved, AP nevertheless asks for approval (o: (8) recover carrying charges at
an extraotdinarily high rate, and (b) recover significantly more than the actual effects associated
with its defereal of PIRR Tunds,

(Ohioans in general, and Ormet in particular, could not afford an increase of this nature in
the last ESP proceeding, and such an increase could prove devastating this year. Applying the
updated fuel costs 1o the reinstated 20171 rates has atready resulted in an § percent rate increase
over the average GS-4 tariff rate that was applicable to Ormet in 2011, Adding the proposed
PIRR would add an additional $10.3 mitlion per year (o Ormet’s rates, creating a 12 peceent
inerease over the average GS-4 tart{f rate applicable to Ormetin 2011,

BACKGROLUND

AP Ohio tited tg initial application for approval of a mechanism to recover delerred

fuel costs in this proceeding on September 12011, On September 7, 2011, a Stipulation was

' See Amerivan Electric Power's Annual 10-K Report al p, 189 (Feb, 28, 2012}, availublc at
http:/fwww acp.com/investors/ {inancial lilings
andreports/edgar/filings.aspx?scction=COhicPowerFilings.

" Direct Testimony of William A, Allen in Supporl of AEP Ohio’s Modified Flectric Security
Plan at 14 {Mar, 34, 2012).

7 See Lxhibit A auached, avaituble ar http/iwww. fortnightly.com/exclusive.cfin?o id=7¢ by
selecting "clectric” as the utihity type with a date range of all months in 2011 and sorting by
"ROT Rate Newly Authorized.”
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filed in the AEP Ohio ESP H case that included 1 different PIRR and this proceeding was
consolidated mto e ESP 1 case on September 16, 2011, with the procedural scheduie in this
case suspended until further order of the Conumission.” The Commission initially approved that
Stipulation on December 14, 201 1.% but subsequently rejected the Stipulation, and with it the
PIRR, on rehearing on February 23, 2012.7 Injits Febroary 28, 2012 Compliance Filing re-
establishing 2011 rates in light of the rejection of the Stipulation, ALP Ohio again proposed a
shghtly different PIRR.® The Commission rejected the proposed PIRR, de-consolidated the

proceedimgs and stated that any further action with respect 10 a proposed PIRR would tike place

* Stiputation and Recommendation, I the Matter of the Application of Columbus Southern
Power Company and Ohio Power Company for duthority to Establish a Standard Service Offer
Purssemt to § 4928 143, (hio Rev. Code, in the Form of un Electric Security Plan, Nos., 11-346-
L1-880, ef af, (Sept. 7. 2011).

*Batry. In the Matter of the Application of Colimbus Seuthern Power Compery and Ohio Power
Compuny for Authorin to Establivh o Standard Service Offer Pursuant to § 4928 143, Ohio Rev,
Cade, in the Form of an Electric Security Plan, Nos, 11-346-E8-S80, er ol (Sept. 16, 2011,

¢ Opinton and Order, fi the Matter of the Application of Columbus Southern Fower Compuny
and Ohio Power Company forr Authority to stablish o Standard Service Offer Pursnand 1o §
4928143, Ohia Rey. Code, in the Form of an Electric Security Plan, Nos, 11.346-11L-880, ¢r al.
(Bee. 14, 2011).

" Entry on Rehearing. In the Marer of the Application of Columbus Southers Power Company
and (hio Povwer Compeniy for Authority to Establish a Standard Service Offer Pursuant to §
4928143, Ohiv Rev. Code, in the Form of an Electric Security lan, Nos, 11-336-E1L-SS0, ef ol
{Feb, 23,2012),

¥ Comptiance Fiting, i the Marer of the Application of Columbus Southern Power Company
and Ohio Power Compary for Awthority (o Establish a Standard Service Offer Pursvant (o §
4928143, Ohio Rev. Code, in the Form of an llectric Security Plan, Nos. 11-346-EL-880, ¢t al.
{Feb, 28, 2012).
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in this proceeding alone.” On March 14, 2012, the Atorney FExaminer in this proceeding found
that the cases should now move forward and set a procedural schedule allowing for comments.’”
COMMENTS

The expiration ol the caps on the FAC at the end of 2011 has created a significant rate
increase which, when combined with the poor state of the economy, has put a significant
{inancial strain on many, if not most, of AEP (hio’s retail customers, including Ormet.
Although the Commission has already approved the deferral of the costs to be collected through
the PIRR, the recovery mychanism itself has vet to be approved, and the design ol the recovery
mechanism will have a significant fnancial impact on customers, Each of the proposed PIRRs
that have boen put forth in this proceeding 10 date have a rate impact in the range of $8-10.3
million per year on Ormet which, coupled with the other rate proposals approved and pending,
threaten Ormet’s survival,

The Commission can mitigate sigmificantly the impact of this rate increase upon
customers while still making AEP Ohio whole for the burden of the deferrals. 1t nced oaly

reduce the carrying charpes on the balances and adjust the balances to reflect ADIT,

S Lintry, fn the Matter of the Application of Columbus Southern Pover Company and Ohio Power
Company for Authority to Establish a Standard Sevvice Offer Pursuant io § 4928.143, Ohio Rev.
Code, in the FForm of an Electric Security Plan, Nos. 11-346-EL-880, et af. (Mar. 7, 2012).
" Entry, In the Matter of the Appiication of Cohimbus Southern Power Company and Ohio
Power Company fur Authority 1o Fstablish a Standavd Service Offer Pursuant (o § 4928 143,
Olio Rev. Code, in the Form of an Electric Security Plan, Nos, 11-346-E1-550, er ¢, (Mar. 14,
2012). Ormet notes that in lipht of the Commission’s rejections of the PIRRs proposed in
conjunetion with the Supulation and the Compliance filing, it now appears that the PIRR
proposal currently under consideration in this proceeding is the original September 1, 2011
proposal, and Ormet has styled these comments as comments regarding that specific proposal.
The general principles behind Ormet’s comments apply to all three proposals, though the
financial impact varies shightly between them. Ormet reserves the ripht (o [ile additional
comments should it subsequently he made clear that one of the other proposals is under
consideration in this proceeding,

4



084/02/2012 15:46 FAX +1202408B6398 SNR DENTON d006/014

A The Carrying Charges on the Deferral Balange Shouid Reflect AEP Ohio’s Long-
Term Cost of Debl

The proposed PIRR also reflects a continuation of the 11,15 percent carrying cliarges on
the deferred costs based on AEP Ohio’s weighted average cost of capital (“"WACC™). Asit
considers whether and how to alow AEP Obio to begin collections of the deferred balances, the
Commission should also reconsider the reasonableness of continuing to atlow ALEP Ohio 1o
collect 11,15 percent in light of the Commission’s precedent requiring thal carrying costs on a
deferral be limited to the utility's long-term cost of debt once amortization of a deferred asset
h{:gins.“

Although the Commission approved carrying charges based on the WACC in the ESP |
cases, that approval was for the FSP | time period of 2009-2011," and it need not be continued.
The Comunission huas broad discretion under Revised Code Section 4928 144, Revised Code,
regarding the creation and duration ol a phase-in of a rate increase established pursuant to
Sections 4928, 141 through 4928.143, Revised Code. Further, as the Ohio Supreme Court has
explained, “fajgencies undouhtedly may change course, provided thal the new regulatory course
is permissible.™ Indeed, under Ohio Jaw:

an agency "need not demonsirale o a court's satisfaction that the reasons for the new
policy are heiter than the reasons for the old one; it suffices that the new policy is

" Opinion and Order at 24, In the Matier of the Application of Ohio Edison Company, The

Cleveland Flectric Hlwminating Company, and The Toledo Edison Company for dpproval of o

New Rider and Revision of un Fxisting Rider, No. 10-176-EL-ATA, (May 25, 2011). see also in

re Application of Duke Energy Ohlo, Inc. for an Increase in Rates, No, 07-589-GA-AIR, 2008

WIL 2390285, at *5 (Ohio PLULC. May 28, 2008).

1 Opinion and Order, In the Marer of the Application af Calumbus Southerr Power Company

Sor Approval of an Llectric Security Plan; an Amendment to irs Corporate Separation Plan; and

the Safe or Transfer of Certain Generating Assets, Nos, 08-917 ¢f of. (Mar, 18, 2009,

Y Unl Serv, Parters, e, v. Pub. Utils. Comm'n of Chio, 921 NLE.2d 1038 at} 043 (Ohio 2009).
5
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permissible under the statute, that there are good reasons for it, and that the agency
believes it 1 be better, which the conscious change of course adequately indicates,”™

There are other permissible and lawful methods of caleulating carvying charges at the
Commission’s disposal. Circumstances have changed significantly between 2008 and 2012 in o
manner that warrants a change of course by the Commission,

According to Commission precedent, carrying costs on a deferral should be limited w the
utility's Tong-term cost of debt once amortization of a deferred asset begins,” Changing o this
method ol caleuluting carrying costs would provide relief for customers, and would be congistent
with Commissicon precedent. Such a change would reflect the fact that once the deferral
collection has begun, the risk of recovery is sipnificantly lessened, making a lower cost of capital
more appropriale.

Muoreover, circumstances for customers have changed substantially since the Commission
issued tts ESP 1 order in carly 2009. AEP Chio’s customers have now been stragpling with an
exlended economic downturn for three additionat years, The expiration of the rate caps on the

FAC hag already subjected customers to a significant rate increase -- in Ormet’s case an increase

o (quoting Fed. Conmme 'ny Comar'n v, Fox Television Stations, Ine. 129 8.C1 1800, 1811
(20093 (ermphasis in original)); see afso fn re: Application of Columbus Southern Power Co., 947
NF.2d 655,667 (Ohio 201 1) ("t is true that we have instructed the commission to ‘respect ils
own precedents in its decisions o assure the predictability which is cssential i all areas of the
faw, including administrative law.” . .. This does not mean that the commission may never
revisil a particular decision, only that if it does change course, it must explain why,” See, e.g.,
Uril, Serv. Pariners, Inc. v, Pub, Utils. Conun'n, 921 NLE.2d 1038 (Ohito 2009): Office of
Consumers’ Counsel v. Pub, Utils. Comm'n, 475 NE. 2d. 786 (Ohio 1985)),
" Opinion and Order at 24, In the Matter of the Application of Ohio Edison Company, The
Cleveland Electric Huminating Company, and The Toledo Edison Company for Approval of a
New Rider and Revision of an Existing Rider, No. 10-176-LL-ATA (May 25. 201 1), see alvo In
re Application of Duke Energy Qhio, fnc. for an nerease in Rates, No. 07-589-GA-AIR, 2008
WL 2390285, at *5 (Ohto PULC. May 28, 2008). See alvo, Qpinion anct Order at . 5, Jn the
Matter of the Application of The Dayton Power and Light Company For Approval of its Electric
Security Plon, Case Nos, O08-1094-LL-550, ¢/ of. issued June 24, 2009 (approving a Stipulaion
containing carrying charges set at the uttliiy’s cost of debt),

6
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ol & percent over the average G8-4 tarifl rates appiicable to Ormet in 2011 Adding the PIRR
would result in a rate increase ol 12 percent for Ommet and add another $10.3 million to Ormet’s
rates pEI‘ y(;_‘ﬂl',

in 2009, when the Commission first approved the deferrals, it noted that the 15 percent
cap initially proposed by the Companies in that case was 100 high given the current economic
climate, and instead mmposed a cap of 6-8 percent for each year of the ESP. Many of AEP
Ohio’s customers are even worse ofl today than they were in 2009, and allowing a much larger
rate inercase than that permitted in 2009 in this ceonomic environment is cven less advisable
now than it was then, Indeed, allowing such an increase would have the effect of greatly
cnrtching AEP Qhio, which is already performing cxceptionally well, at the expense of its
customers, who have been struggling for vears.

Finally, the Commission now knows the magnitude of the deferral balance -- a number
unknown in 2009 -- and it is very large, $628,073,325, for the Ohio Power territory as of
December 31, 2011, The very high 11,135 percent carrying charge rate on such a high balance
whl be catastrophic to custorvers, Accordingly, the Commission should exercise its authority to
recduce the carrying charges to AP Ohio’s long-term cost of debt.

B. The Deterral Balances Should be Adjusted 1o Reflect the Fffect of Accumulated
Deterred Income Tax,

‘The Commission should also consider modilying its course on the issue of whether the
delerral balance should be adjusted 1o reflect ADIT. There are permissibic alternatives with
regpect to this issue and changed circumstances provide ample fustification for the Commission
to change course.

Although the Commission in 2009 found that the carrying charges on the FAC deferrals
should be caleulated on a gross-of-tax rather than a net-of~tax basis, restricting carrying charges

to a net-ofstax basis woudd be consistent with the Commission’s eulinge on this issue in the
5
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Firstinetgy standard service offer case.'® The timing difference between the tax deduction and
the book accounting treatment redaces AEP Ohio’s federal income tax liability, creating tax
suvings realized by AP Ohio related o the deferral balances that should be passed on to
customers,

Because of the tax savings, AL Ohto is not {inancing 100 percent of the deferral, and the
awortization of the deferral balance should be reduced by the effects of the ADIT, Reducing the
baiance to reflect the savings AEP Ohio has realized through ADIT would still keep AL Ohio
whobe with respect (o its fuel costs, but would provide significant refief to ratepayers. 1t would
ensure that AEP Ohio recovers the actual effects of the deferral -- and not significantly more.
After all, AEP Obio i3 already performing exceptionally well, it does not need to recover a
windfall over and ahove the actual eflcets associated with the deferral, carned off the backs of its
struggling customers,

This change is essential since many ratepayers are now facing ¢ven more significant an
extended hardships than they were in 2009 and are already facing a significant rate increase due
to the expiration of the caps on the FAC. The Commission also now has specific deferral
balance numbers to consider that were not available to 1 in 2000, The Commission should take
all of these factors into consideration when examining the proposed PIRR,

CONCLUSTON

For the reasons set forth above, the Commission should require that the carrying charges

applied to the deferral balances be based upon the long-term cost of debt, und should require that

the deferral balances be adjusted to refleet the impact of ADIT,

' Opindon and Order, In the Marter of the Application of Oio Edison Company, The Cleveland
Elecirie Huminating Company, and the Toledo Edison Company Jor Authority to Extablish
Standerd Service Offer Pursuant to Section 4928 143, Revised Code in the Form of an Lleciric
Secnriiy Plan, No, 08-935-EL-580 (Dee. 19, 2008).

8
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Respectfully submitted,

~ 7
e TP

Dan Barnowski (PHV-1356-2012)
Emma F. Hand (PHV-1353-2012)
SNR Denton US LLP

1301 K Streer, NW

Suite 600, Last Tower
Washington, DC 20005

Tek: 202-408-6400

Fax: 202-408-6399
dan.barnowski@snrdenton.com
emma.hand@snrdenton.com
Attorneys for Ormet Primary Alwminum
Corporation

April 2, 2012
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CERTIFICATE OF SERVICE,

| hereby certily that a copy of the Comments of Ormet Primary Aluminum Corporation
was served by V.S, Mail and email upon counsel identified below for all parties of record this

and day of April, 2012,
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Emma I°. Hand

SERVICE LIST

Steven 1. Nourse AEP Retail Energy Pariners LLC
Matthew J. Satterwhite Annc M. Vogel

American Electric Power Corp. i Riverside Plaza, 29th Floor

I Riverside Plaza. 291h Floor Columbus, OH 43215
Columbas, Ohio 43215 amvogeli@aep.com

stnourse{nep com
myjsatterwhie/dacp.com

Selwyn I Dias Terry L. Ltter

Columbus Southern Power Maurcen R. Grady

8§30 Tech Center Drive Office of the Ohio Consumers” Counsel
Crahunna, O 43230 10 West Broad Street, Suite 1800

Columbas, Ohio 43215-3485
ctierfdoce. state.ohuus
grady(@oce.state.oh.uy
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Matthew R, Pritchard
MeNees Wallace & Nurick
21 Hast State Street, 1710 Floor
Columbus, Ohie 43215
samgmwnemh.com
Jolikerf@mwnemh,com
fdarrgdmwnembcom

Mark A. Whilt

Melissa L. Thempson

Whitt Sturtevant LLP

NG Plaa, Suite 2020

155 Euast Broad Street
Columbus, O} 43215

whitt( ?:if,wl‘li t-sturlevant.com
thompson{aiwhitt-sturtevant.com

M. Howard Petricoff

Vorys. Sater, Seymour and Pease
3215, Gay St

POy Box 1008

Columnbus, O 43216
mhpetricoffiivssp.com

(Ohio Partners For Atfordable Encrpy

David €. Rinebolt

231 West Lima St.

PO Box 1793

Findlay, OH 45839-1793
drinelbolt{@aol.com
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Vincent Parisi

Matthew Whitc

Interstate Gas Supply Inc.
6100 Emerald Parkway
Mablin, OH 43016
vparisi@gigsenergy.com
mswhite@@igsenergy.com

Laura C. McBride

N. Trevor Alexander

Calfee, Halter & Griswold LLP
1400 KeyBank Cenler

800 Superior Ave.

Cleveland, OH 44114
imebridder@enlfee.com
talexander(@ealive.com

Deb 1. Bingaham
Pattt Mallaree

Office ol the Ohio Consumers” Cournsel

10 West Broad Street, Suite 1800
Columbus, Ohio 43215-3485
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Bricker & Eckler
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Columbus, Ohio 43215-4291
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