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Cohimbiis Southern Power Company ) 

for Approval ol' a Mcchnnism to ) 
Recover Deferred Vud ('osts Ordered ) 
Under Section 4928.144, Ohio Revi.sed ) 
Code. ) 

CJ«.SC No. 11-4920-I :L"RI>R 

In the Matter of the Application of 
Ohio Power Compiiny for Approval of 

a Mechanism to Recover Deferred ? f ̂ asc No. 11 -4921 -J';L-Ri)R 

Fuel Cos«s Ordered Under Section 
4928.144, Ohio Revi.sed Code. 

COMMENTS OF ORMEI PRIMARY ALUMINUM CORPORA FION 

rlic Cojiimission should nut simply rubber-slanip the Phase-In Recovery Rider ("PiRR") 

liiat AHP Oiiio ha.s proposed in ihi.s proceedlMg. It should carcllilly examine the propofial in light 

of the state of the economy and the rate increases aircacly boirjg borrie by AHl* Oliio customers 

due to the recent expiration of the rate caps on the f'"ucl Adjii.stmcnt Charges ("FAC"). Aithougii 

the Conimission has already approved the charges in the deferred fuel accounts as wcU as the 

tinic |icriod for the recovery of those sums, there still remains substantial opportunity to provide 

customers with relief when adopting a specific mechanism for the recovery of those costs. Two 

areas in particular provide an avenue for the Commission to reduce the potentialty devastating 

impact of the PiRR on customers while keeping AEP Ohio financially stable; the proposed 

carrying charges should be reduced and the balaacx's should be adjusted to reflect the benefit that 

/MiP Ohio receives from accumulated deferred income tax ("AlXT"), 

T h i s IS t o c e r t i f y t h a t t h e images a p p e a r i n g a r e an 
a c c u r a t e and comple te r e p r o d u c t i o n of a c a s e f i l e 
docuKient dal iveroja i a t h e r e g u l a r cour se of b u s i n e s s . 
Technic ian 4 4 A Date Processed APR 0 2 2(112 
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yVHP Oiiio has enjoyed net income of over $ 1 billion over the last two calendar years. It 

also eained a Return on Equity of 12-06 percent in 2011," a rate higher than any ROB approved 

for an oiectric utility in the country it) 2011 ,•' In deferring AEP'.s recovery oi' full fuel adjustment 

clause increases in the last RSI' case. iHlCX) held tliat AEI-"s customers could not afford to bear 

an increase of more than 6-8 percent over the last three years. While economic couditioris have 

not materially improved, AliP nevertheless asks for approval lo: (a) recover carrying cliarges at 

an extraordinarily high rale, and (b) recover significantly more than the aclital effects associated 

with itsdefci-ra! of I'lRK funds, 

Oliioans in general, and Onriet in particular, could not afford an increase of this nature in 

the last l:SP proceeding, and such an increase could prove devastating this year. Appl)'ing the 

updated J'uei costs to the reinstated 2011 rates has already resulted in an 8 percent rate increase 

{)ver the average ()S-4 tariff rate that: was applicable to Ormel in 2011. Adding the proposed 

PIRR would add an additional $10,3 nriilion per year to Ormet's rates, creating a 12 percent 

increase over the average CS-4 tariff rate applicable to Ormet in 2011. 

BACKGROUND 

AliP Ohio filed its initial application for approval of a mechanism lo recover deferred 

fuel costs iji this proceeding on September 1, 2011. On September 7, 2011, a Stipulation was 

' See American Electric Power's Annual 10-K Report at p. 189 (Feb. 28, 2012), available at 
ht!p://www.aep.corn/investors/nnancial filings 
andrepoits/edgar/fllings,aspxVscction=OhioPovvcrFilings, 
•' Direct Testimony of William A, Alien in Supptirt of AHP Ohio's Modified Electric Security 
Planat 14 {Mar. 30.2012). 

' See f'̂ xhibit A attached, available al iittp://www.fortnightly.eorn/c.xckisivc,cfin?o id---70 by 
selecting "electric" as tlie utility type witli a date range of all months in 2011 and sorting by 
"ROE Rate Newly Authorized." 

7 

http://www.aep.corn/investors/nnancial
http://www.fortnightly.eorn/c.xckisivc,cfin?o


0 4 / 0 2 / 2 0 1 2 15:4G FAX +1202408G389 SNR DENTON i 0 0 4 / 0 1 4 

ilicd in the /\l.iP Oliio ESP 11 case that included a different PIRR'* and this proceeding was 

consolidated into the ESP 11 case on September 16, 2011, with the procedural schedule in this 

ease suspended until furtlier order of the Com,mission.'̂  'fhe Commission initially approved that 

Stipulation on December 14, 2011/' but subsequently rejected the Stipulation, and witli it the 

PIRR,, on rehearing on February 23, 2012.^ In its February 28, 2012 C'ompliance I'iling re­

establishing 2011 rates in light of the rejection of the Stipulation, AEP Ohio again proposed a 

sHglUly diffci'cnt PIRR.** The Commission rejected the proposed PIRR, de-consolidated the 

proceedings and stated that any further action witli respect to a proposed PIRR would take place 

Stipulation and R.econunendatit)n, In the Matter oftiw Application ofCJohtmhits Soutitern 
Power Company and Ohio l\»ver Conipaiiy for Authority to EsluhU.sh a Slandard Service Offer 
Pursuant to § 4928.14.i, Ohio Rew Code, in the Form of an Eleetric. Security Plan, Nos. 11-346-
V.l-SSO.e/a/. (Sept, 7, 2011). 
' l:ntry, ht ihe Mutter of Ihe Application ofColumhm Southern Power Company and Ohio Power 
Company for .4uthorily to I'Lstablish a Standard Service Offer Pur.situnl lo § 492S.! 43, Ohio Rev, 
Code, in the Form of an Electric Security Plan, Nos, 11 -346-BE-SSO, et al (Sept. 16, 2011). 
'•• Opinion and Order, fn ihe Matter of the Application ofColumhu.s Soultwrn Power Company 
and Ohio Power Company for ALithoritŷ  to Fsiahlish a Standard Service Offer Ihirmani lo § 
492S..I4S, Ohio .Rev. Code, in the Form of an Flectric Security Plan. Nos. 11-346-BE-SSO, el al. 
(Dec. 14,2011). 

Itntry on Rehearing, In ihe Matter of the Application ofColufnbus Soutiiern Power ComiHiny 
and Ohio Power Company for Authority to E.stahli.sh a .Standard Service Offer Pursuant to if 
4928.143, Ohio Rev Code, in the Form of an Electric Security If an, Nos, I l-346-EE-SSO, etal. 
(Feb. 23,2012), 

^ Compliance I'iling, In the Mailer of Ihe Application of Columbus Southern Power Company 
and Ohio Power Company for Author ily lo Eslahlish a Standard Service Offer Pursuant to § 
4928.143, Ohio Pev. Code, in the Form of an Electric Security Plan, Nos. 11-346-EL-SSO, el al. 
(Feb, 28. 2012). 
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in this proceeding alone.'' On N4arch 14, 2012, (he Attorney Examiner in this proceeding found 

that the cases slioidd now move forward and set a procedural schedule allowing for comments."' 

COMMENl'S 

The expiration of llie caps on the I'AC at tlic end of 2011 has created a significant rale 

increase which, when connbined with the poor state of the economy, lias put a significant 

financial strain on many, if not most, oi'AEP Ohio's retail customers, including Orniet. 

Although Ihe Commission has already apjirovcd the deferral of the costs to be collected through 

the PIRR. tiic recovery mechanism itself has yet to be approved, and the design of the recovery 

mechanism will have a significant financial impact on customers. Bach of the proposed PIRRs 

that have been put fortli in this proceeding to 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 Ormcl's survival. 

The Commission can mitigate signiiieantly the impact of this rate increase upon 

cu-stomers while still making AEl* Ohio whole for the burden of the deferrals. It need only 

reduce the carrying charges on llie balances and adjust the balances to refiect ADf f. 

lintry, hi the Matter of the Application of Columbus Southern Power Company and Ohio Power 
Company for Authority to iistablish a Standard Service Offer Pursuant lo § 4928.143. Ohio Rev. 
Code, in the Form of an Electric Security Plan, Nos. 11-346-EL-SSO. et al. (Mar. 7, 2012). 
'" l:intry, In the Matter of the Application ofCohifubus Southern Power Company and Ohio 
Power Company for Aulhorily to Establish a Standard Service Offer Pursuant lo § 4928.1 •13, 
Ohio Rev. Code, in ihe l'\>rm of an Electric Security Plan, Nos, 11-346-EL-SSO, et al. (Mar, 14, 
2012). Ormet notes that in ligiit of the Commission's rejections of the PlRRs proposed in 
con,iiinction witli tiic Stipulation and the C;on.ipliancc filing, it now appears tfiat tlie PlRJl 
proposal currently under consideration In this proceeding is the original September .1, 2011 
proposal, and Ornict lias styled these comments as comments regarding that specific proposal, 
'fhe general principles behind Ormet's comments apply to all three proposals, though the 
linancia! impact varies slightly between them. Ormet reserves the right to file additional 
comments sliould it ,>!ub.sequently be made clear that one of the other proposals is under 
consideration in lliis proceeding, 
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A. The Carrying C.'hart,'.es on the Deferral Balance Should Refiect AEP Ohio's Lons,',-
'ferni C'ost of Debt. 

fhe proposed PIRR also rcllccls a continuation of the 11,15 percent corrying charges on 

the deferred costs based on AEP Ohio's weighted average cost of capital ("WACC"). As it 

considers whether and how to allow AEP Oliio to begin eoliections of the deferred balances, the 

Commission should also reconsider the reasonableness of continuing to allow AEP Ohio to 

collect 11,15 percent in light of the Commission's jirccedcnt requiring tliat carrying costs on a 

deferral be limited lo the utility's long-term cost of debt once amortization of a deferred asset 

begins. 

/Vlthough the Commission approved carrying charges based on the WACC in the ESP I 

cases, that approval was for the ESP I time period of 2009-2011J^ and it need not be continued, 

fhe Commission has broad discretion under Revised Code Section 4928.144, Revised Code, 

regarding the creation and duration of a phase-in of a rale increase established pursuajit to 

Sections 4928.141 through 4928.143, Revised Code, Further, as the Ohio Supreme Court has 

explained, "[ajgencies undoubtedly n)ay change course, provided thai the new regulatory course 

is permissible."'' Indeed, under Ohio law; 

an agency 'need not demonstrate to a court's satisfiaction that the reasons for the new 
policy are heller than the reasons for the old one; it suffices thai the new policy is 

Opinion and Order at 24, /;/ the Matter of the Application of Ohio Edison Company, Tlie 
Cleveland Electric Illuminaling Company, and The Toledo Edi.wn Company for Approval of a 
New Rider and Revision of an Existing Rider, No. 10~176-EL-ATA, (May 25, 2011), sec also !>> 
re Application oflJuke Knergy Oliio, Inc. for an Increase in Rales, No, 07-.589-GA-AIR, 2008 
Wf, 239028.S. al '̂5 (Ohio P,l.J.C. May 28, 2008). 
'̂ ' Opinion and Order, In Ihe Matter of the .Application of Columbus .Southern Power Company 

for Approval of an .Electric Security Plan; an Amendment to its Corporate Separation Plan; and 
the Sale or Transfer of Certain Generating Assets, Nos. 08-917 et al. (Mar, 18, 2009). 
'•' iflil. Serv. Partners, inc. V. Pub. Utils. Comm'nofOhio, 921 N.E,2d 1038 a1l043 (Ohio 2009). 

5 
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permissible under the statute, that there are good reasons for it, and that the agency 

believes it 10 be belter, which the conscious change of course adequately indicates,'''* 

I here are other permissible and lawful methods of calculafing can-ying charges at the 

Commission's disposal. Circumstances have changed significantly between 2008 and 2012 in a 

manner that vvarrants a change of course by the Connnission. 

According to Commission precedent, carrying costs on a deferral should be limited lo the 

utility's long-leim cost of debt once amortization of a deferred asset begins,̂ "'' C'hanging lo tJtis 

method of calculating carrying costs would provide relief for customers, and would be consistent 

with Commission precedent. Such a change would refiect the fact that once the dcicn-al 

collection has begun, the risk of recovery is significantly lessened, making a lower cost of capital 

more appropriate. 

Moreover, circumstances for customers have changed substantially since the Commission 

issued its BSl* 1 order in eaiiy 2009, AEP Ohio's customers have now been struggling with an 

extended economic downturn for three additional years. The expiration of tlie rate caps on the 

[•/\C has already subjected customers to a significant rate increase -- in Orinct's case an increase 

''* Id. (quoting Fed. Commc'ns Comm'n v. !u)x Television Stations, Inc. 129 S,C!t. 1800. 1811 
(2009) (emphasis in original)); see also In re: yipplication of Columbus Southern Power Co... 947 
N-li,2d 6,5,5,667 (Ohio 2011) ("It is true tliat we have instructed the commission to 'respect ils 
own precedents in its decisions lo assure the predictability which is essentia! in all areas of the 
law, including administrative law,' , . , This does not mean that ihe commission may never 
revisit a particular decision, only that ii~it docs change cour.sc, il must explain why," See, e.g., 
Util. Serv. Partners, inc. v. Pub. Uiih. Comm'n, 921 N.E,2d 1038 (Ohio2009); Office of 
Consumers' Counsel v. Pub. Utils. Comm 'n, 475 N.E. 2d. 786 (Ohio 1985)), 
''' Opinion and Order at 24, In the Matter of the Application of Ohio Edison Company, The 
Cleveland Electric Illuminating Company, and The Toledo Edison Company for Approval of a 
.\'ew Rider and Revision of an Existing Rider. No. 10-176-EL'-ATA (May 25. 2011), .see also In 
re Application of Duke Energy Ohio. Inc. for an Increase in Rates, No. 07-589-GA-AlR, 2008 
WL 2390285, at *5 (Ohio P.U.C. May 28, 2008). See also. Opinion and Order at p, 5, In the 
Mailer of the Application of Tiie Dayton Power and .Light Cotnpany For Approval of its Electric 
Security Plan, Case Nos. 08-1094-EL-SSO, el al. issued June 24, 2009 (approving a Stipulation 
containing carrying charges set at the utility's cost of debt). 

6 
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ol'8 percent over tlie average C3S-4 tariff rales applicable to Ormet in 2011, Adding the PIRR 

would result in a rale increase of 12 percent for Ontiet and add another $10.3 million to Orniefs 

rates per year. 

In 2009, when the Connnission first approved the deferrals, it noted that the 1,5 percent 

cap inifialiy proposed by the Companies in that ea.se was too high given the eun-enl economic 

climate, and instead imposed a cap of 6-8 percent for each year of the ESP. Many of ABP 

Ohio's customers arc even worse ofi'today than they were in 2009, and allowing a much larger 

rate increase than that permitted in 2009 in tiiis economic environment is even less advisable 

now than it was then. Indeed, allowing such an increase would have the elTect of greatly 

enriching ABP Ohio, wiiich is already performing exceptionally well, at the expense of ils 

customers, who have been struggling for years. 

Finally, tlie 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, 'fhe very high 11,15 pei'ccnt carrying charge rale on such a high balance 

will be catastrophic lo customers. Accordingly, the Commission should exercise its authority to 

reduce the carrying charges to AEP Ohio's long-term cost of debt. 

B. The Deferral Baianees Should be Adjusted to Retled^lhg Effect of ^̂ ^ 
Deferred Income Tax. 

'fhe Commission should also consider modifying its cour.sc on the issue of whether the 

deferral balance should be adjusted lo refiect ADl'f. 'fhere are permissible alternatives with 

respect to this issue and changed circum.stances provide ample justification for the Commission 

to change course, 

Although tlic Connnission in 2009 ibund that tlie carrying charges on the FAC deferrals 

sliould be calculated on a grosS"Of-ta.\ rather than a ncl-of-tax basis, restricting carrying charges 

to a nct-of-tax basis would be consistent with the Commission's ruling on this issue in tiie 

http://ea.se
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I'irstEncrgy standard service offer case."' 'flic timing difference between the tax deduction and 

the book accounting treatment reduces ABP Ohio's federal income tax. liability, creating tax 

savings realized by AEP Ohio related to the deferral balances that should be passed on to 

customers. 

Because of the tax savings, AHP Ohio is nol financing 100 percent of the deferral, and the 

amortizatioji of tlic deferral balance should be reduced by the effects of the ADIT. Reducing tlie 

balance to refiect the savings AI:iP Ohio has realized through ADIT would still keep AfiP Ohio 

whole with respect to its fuel costs, but would provide significant relief to ralc|:)ayers. It would 

ensure that AEP Ohio recovers the actual effects of the defen'ai — and not significantly more. 

After all, Al:̂ P Ohio is already performing exceptionally well, it does not need to recover a 

windfall over and abcwc the actual effects as.soeiated with the deferral, earned off the backs of its 

struggling customers. 

This change is essential since many ratepayers are now facing even more significant and 

extended hardships than tliey were in 2009 and are already lacing a significant rale increase due 

to the expiration of the caps on the FAC. I'hc Commission also now has specific deferral 

balance numbers to consider that were nol available to it in 2009, The Commission should take 

all of these iaetors into consideration when examining the proposed PIRil, 

CONCLUSION 

For the reasons set forth above, the Clomrnission should require that the cai'rying charges 

applied to the dctt'rral balances be based upon the long-term cost of debt, and should require that 

the deferral balances be adju.stcd to reflect tiie impact ol'ADIT, 

"' Opinion and Order, In ihe Mailer of the Application of Ohio Edison Company, The Cleveland 
Electric llhiminaling Company, and the Toledo lidison Company for Authority to Establish a 
Standard Service Offer Pursuant to Section 4938,143, Revised Code in Ihe Form of an Electric 
Security Plan, No, 08-935-EL-SSO (Dec. 19, 2008). 

8 
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Respectfully submitted. 

::?-
Dan Biummski (PHV L3S6-2012) 
Emm:. F. Hand (PHV-1,353-2012) 
SNR Denton US LLP 
1.301 KStrcct/N'W 
Suite 600, East lower 
Washington, DC 20005 
Tel; 202-408-6400 
Fax: 202-408-6399 
dnn,barnowski(«)snrdenton.eom 
emma.handCa;?siirdenton.coni 
Attorneys for Ormet Primary Ahirninum 
Corporation 

April 2, 2012 
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