BEFORE

THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of

)

Columbus Southern Power Company and 
)

Ohio Power Company for Authority to 
) 
Case No. 11-346-EL-SSO

Establish a Standard Service Offer 

) 
Case No. 11-348-EL-SSO

Pursuant to §4928.143, Ohio Rev. Code, 
)

in the Form of an Electric Security Plan. 
)

In the Matter of the Application of

)

Columbus Southern Power Company and 
) 
Case No. 11-349-EL-AAM

Ohio Power Company for Approval of 
) 
Case No. 11-350-EL-AAM

Certain Accounting Authority. 

)

ANSWERING TESTIMONY OF

WHITFIELD A. RUSSELL

on behalf of

ORMET PRIMARY ALUMINUM CORPORATION

Filed May 4, 2012
TABLE OF CONTENTS


Page
The Importance Of Electricity Pricing To Aluminum Smelters
4

Ormet's Costs Of Power Are A Critical Factor In Its Ability To Compete
4

ESP II Would Impose Significant Rate Increases On Ormet 
8

Other Ratepayers Benefit From Ormet’s Continuation As A Customer Of AEP Ohio
11

Problems With The RSR
14

Proposed Solutions
16

BEFORE

THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of

)

Columbus Southern Power Company and 
)

Ohio Power Company for Authority to 
) 
Case No. 11-346-EL-SSO

Establish a Standard Service Offer 

) 
Case No. 11-348-EL-SSO

Pursuant to §4928.143, Ohio Rev. Code, 
)

in the Form of an Electric Security Plan. 
)

In the Matter of the Application of

)

Columbus Southern Power Company and 
) 
Case No. 11-349-EL-AAM

Ohio Power Company for Approval of 
) 
Case No. 11-350-EL-AAM

Certain Accounting Authority. 

)

ANSWERING TESTIMONY OF

WHITFIELD A. RUSSELL
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ORMET PRIMARY ALUMINUM CORPORATION
Q. 
PLEASE STATE YOUR NAME AND ADDRESS.

A. 
My name is Whitfield A. Russell. I am a public utility consultant and principal of

Whitfield Russell Associates.  My office is located at 4232 King Street, Alexandria, VA.

Q.
ON WHOSE BEHALF ARE YOU TESTIFYING?

A.
I am testifying on behalf of the Ormet Primary Aluminum Corporation ("Ormet").
Q. 
PLEASE DESCRIBE YOUR QUALIFICATIONS.

A. 
I hold a Bachelor of Science degree in Electrical Engineering from the University of Maine at Orono, a Master of Science degree in Electrical Engineering from the University of Maryland, and a Juris Doctor degree from Georgetown University Law Center. I have been accepted as an expert on bulk power systems in more than 150 proceedings before State and Federal courts, administrative agencies and other tribunals in more than 30 States and in three Canadian provinces.  I founded Whitfield Russell Associates in 1976.  My Statement of Qualifications is attached.

Q.
WHAT IS THE PURPOSE OF THIS TESTIMONY?

A.
My purpose is to address the Modified Electric Security Plan (“ESP II”) filed on March 30, 2012, by Columbus Southern Power Company and Ohio Power Company (together called AEP or AEP Ohio).  If ESP II is approved as filed, GS-4 rates will have increased 50% from 2007.  The cumulative effect of these increases is significant and threatens the ability of a large industrial user, like Ormet, to continue its Ohio operations.



In the present application, ratepayers are asked to guarantee AEP a several-year stream of non-fuel generation revenues through a mechanism called the Retail Stability Rider (“RSR”).  AEP takes the position that it needs this guaranteed revenue as a means of protecting itself from the harms that might be occasioned by ESP II’s encouragement of customer shopping and competition in Ohio.    


Although the RSR protects AEP from the financial harms caused by its recent loss of customers, it would force AEP’s ratepayers who aren’t even allowed to shop (such as Ormet) to pay for the potential benefits of shopping.  It also would guarantee AEP several years of revenues from the more than 36% of its customers who have already left the Company (or given notice of that intent) before the ESP II Application was even filed.
  By definition, their exit has nothing to do with anything in the Application, and they were not driven to shop by any pro-competitive measures advanced by ESP II.  Finally, ratepayers would be forced to guarantee revenues from customers who stop taking service from AEP for reasons wholly unrelated to shopping -- i.e., going out of business, leaving the State, conservation efforts, etc. 



In short, the RSR forces ratepayers to protect AEP from competition, ensuring that it receives a steady stream of non-fuel revenues, no matter how many customers leave or why.



In my testimony, I will explain these and other problems with the RSR.  I will also outline: (a) the importance of electricity pricing to aluminum smelters generally, (b) how Ormet’s costs of power adversely affect its ability to compete, (c) how the ESP II would impose a significant rate increase on Ormet and threaten its ability to continue in business in Ohio, and (d) how Ormet’s continuing operation in Ohio has benefited and will continue to benefit other Ohio ratepayers.  I will also explain and support my recommendations for the following relief:

1. If the RSR is approved and implemented, any customers who cannot shop (including Ormet) should be exempted from it.  Applying that rider to those parties would violate the principle of cost-causation in that they are not permitted either to engage in - or benefit from - shopping, the principal cause of the lost revenues to be collected under the RSR.  If these parties are not exempted, the RSR Rider should be redesigned to prevent a shift of benefits from high-load-factor customers to low-load-factor customers, a further violation of cost causation principles.

2. The Fuel Adjustment Clause (“FAC”) should be redesigned to employ time-of-use energy charges.  Ormet takes a disproportionately large portion of its energy during off-peak hours when fuel and purchased power costs are lower than average.

THE IMPORTANCE OF ELECTRICITY PRICING
TO ALUMINUM SMELTERS
Ormet's Costs of Power Are a Critical Factor in its Ability to Compete
Q.
PLEASE SUMMARIZE ATTRIBUTES OF ORMET'S LOAD AND ITS NEED FOR LOW-COST POWER. 
A.
Ormet Primary Aluminum Corporation ("Ormet") operates an aluminum smelter  at Hannibal, Ohio that purchases approximately 505 MW of power at approximately 98.5% load factor under a special contract tied to the GS-4 Rate Schedules of Ohio Power Company ("OPCo") and  of Columbus Southern Power Company ("CSP"), (referred to jointly as AEP or AEP Ohio).   
Ormet's cost of power represents approximately one-third of Ormet's total cost of making aluminum.  Under the rates proposed in connection with ESP II, the cost of power to Ormet under the two GS-4 Rate Schedules is estimated to be approximately $232 million per year.

Q.
YOU INDICATED THAT ORMET NEEDS LOW-COST POWER.  PLEASE EXPLAIN.
A.
Ormet has been buying power from AEP Ohio at a discount from the GS-4 rates under the Special Contract it entered into in 2009.  Despite that advantage, Ormet is once again threatened with the possibility of being forced to shut down all or part of its Hannibal operations.  Ormet's margins have been severely squeezed by (a) low aluminum market prices, (b) substantial increases in the GS-4 rate and (c) the year-by-year decline in discounts required by Ormet's present Special Contract.


More generally, Ormet competes with aluminum smelters in a worldwide market.  In many parts of the world, smelters are supplied at subsidized rates and/or from low-cost hydro/coal generating facilities.  Ormet paid $50.3/MWH in 2008 and $35.8/MWH in 2009 whereas the global average cost of power to smelters was forecast to be $30.7/MWH in 2009.  Smelters in low-cost areas paid much less.  For example, smelters in Africa were forecast to pay $15.4/MWH in 2009 and smelters in Russia were forecast to pay $18.1/MWH.

As recently as June 2000, there were 23 smelters operating in the United States.  Ten of those smelters were then operating in the Pacific Northwest on low-cost hydro power supplied by BPA or public bodies (e.g., Chelan County PUD).  Most of those 23 smelters are now shut down because the power rates they would be required to pay are so high that their potential aluminum production would not be competitive on price.  As of December 31, 2011, only 15 of those 23 smelters remained in existence, five of which were shut down, leaving only ten currently operating.
  

In 1999, the capacity of primary aluminum smelters in the United States was 3,779 thousand metric tons.  That capacity declined by more than half to 1,726 thousand metric tons in 2010.
    

Q.
YOU STATED THAT ALUMINUM PRICES HAD DECLINED.  WHAT HAS BEEN THE TREND IN ALUMINUM PRICES?

A.
Aluminum prices averaged $1.20/lb in 2007 and $1.17/lb in 2008 before plummeting to $0.76/lb in 2009 (when Ormet entered its Special Contract).  Since then, aluminum prices recovered only partially to an average of $0.99/lb in 2010, $1.09/lb in 2011 and $0.99/lb in 2012 (through March).
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Q.
HAS THE COMMISSION TAKEN ANY ACTION TO TRY TO ENSURE ORMET’S ACCESS TO LOWER-PRICED ELECTRICITY?

A.
Yes, in September of 2009, Ormet entered into its present Special Contract, the POWER AGREEMENT between ORMET PRIMARY ALUMINUM CORPORATION and OHIO POWER COMPANY and COLUMBUS SOUTHERN POWER COMPANY ("Special Contract" or "Unique Arrangement"), effective from the filing date of the executed contract through December 31, 2018, subject to Article Three, Early Termination.   

The Special Contract was designed to preserve more than 1000 Hannibal-based jobs by helping Ormet bridge the potentially turbulent economic situation over the ensuing few years so that it could stay in business in Ohio over the long term.  Ormet had been struggling to balance its power costs since emerging from bankruptcy in 2005.  When Ormet filed testimony in April 2009, global aluminum prices had dropped 53% since July 2008 as a result of declining global demand.

Q.
PLEASE SUMMARIZE ANY OTHER PROVISIONS OF THE 2009 SPECIAL CONTRACT THAT ARE RELEVANT TO THIS PROCEEDING.

A.
Ormet's Special Contract requires Ormet to take from AEP - and to pay AEP for - 100% of Ormet's power requirements.  E.g., under Article 2.01, "AEP Ohio agrees to furnish to Ormet, and Ormet agrees to take from AEP Ohio, all of the electric energy of the character specified herein . . . except as otherwise set forth herein." 
ESP II WOULD IMPOSE SIGNIFICANT RATE INCREASES ON ORMET 
Q.
YOU STATED THAT ORMET RECEIVES DISCOUNTS FROM THE GS-4 RATES OF AEP OHIO.  WHAT HAS HAPPENED TO GS-4 RATES IN THE LAST FEW YEARS?
A.
GS-4 rates have increased 50% from 2007 (when Ormet would have paid $35.65/MWH had it taken service under the GS-4 tariff) to 2012 (when Ormet expects to pay $53.31/MWH under the proposed ESP II GS-4 before adjusting downward for discounts provided under its Special Contract).

A major factor in the rise of the GS-4 rate has been the FAC component which has increased 60% since 2009 and 22% just since 2011, from 


FAC Average Cost in 2009


$22.09 
100%



FAC Average Cost in 2010


$25.80

117%




FAC average cost in 2011 


$28.94

131%


FAC for Q2 2012 is 



$35.42

160%

Q.
IN ADDITION TO THE INCREASE IN GS-4 RATES, HAVE ORMET’S DISCOUNTS OFF THOSE RATES DECLINED AS WELL?  IF SO, HOW MUCH AND WHY? 
A.
Yes.  In the 2009 Special Contract, Ormet was granted a discount off the GS-4 rate starting in 2010 that produced a low initial power price.  That price was scheduled to ramp up as a result of annually declining discounts from the GS-4 rate.  The maximum annual discount reached a level of $60 million per year in 2010 and 2011 and is scheduled to decline to $54 million in 2012 and then decline further by $10 million per year for 2013 through 2018.  See Article 5.08(b). 



Under the proposed ESP II rates, the GS-4 rate applicable to Ormet would increase by approximately 10.5% over the 2011 average GS-4 rate. However, because its Special Contract discount is scheduled to decrease, the rate that Ormet will pay in 2012 under the Special Contract would increase by 18% over the 2011 Special Contract rate. And unless modified by the Commission, the Phase In Recovery Rider (“PIRR”) would increase Ormet’s actual cost of power by an additional $632,000 ($1.742/MWH) per month beginning June 2013.
In total, because of the combined impact of ESP II’s increased rates, FAC increased rates and the declining discount under the Special Contract, Ormet would pay $30.1 million more in rates in 2012 than it did in 2011, and $47.1 million more in 2013 than it did in 2011.


The figure below shows the price of aluminum over the period 2007-2012 and its relationship to Ormet's price, the price of GS-4 power and the market price.  The price of GS-4 power grew substantially and monotonically since 2007 whereas Ormet's price and the market price declined together before Ormet's price rebounded.  Note also how the price of aluminum experienced a bump in 2010 and 2011 before dropping in 2012, causing it to drop while the prices of GS-4 power and Ormet's power continued their rise.  This pattern of low or decreasing aluminum prices, coupled with rising GS-4 prices and Ormet's declining discounts, has severely squeezed Ormet's margins.
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	Aluminum Price
	GS4 Price
	Ormet Price

	Market Price Average

	2007
	$1.20/lb
	$35.65
	$49.39
	$46.37

	2008
	$1.17/lb
	$37.58
	$50.30
	$53.33

	2009
	$0.76/lb
	$39.78
	$35.83
	$33.27

	2010
	$0.99/lb
	$45.08
	$25.12
	$38.16

	2011
	$1.09/lb
	$48.22
	$34.14
	$38.70

	2012
	$0.99/lb
	$52.62
	$40.25
	

	
	
	
	
	

	In the table above, 2012 numbers for GS-4 power and Ormet's power are projected through   2012 for the whole year which includes multiple rate increases.  The AEP Zone Market Price is equal to the AEP-Dayton day-ahead hub plus an AEP Zone adder of $0.49/MWH.



Also note how the price of market power dropped precipitously after its 2008 spike (related to the spike in world oil prices) and has since remained low.  Nevertheless, AEP retained its ability to raise prices on regulated sales to both Ormet and GS-4 customers in the face of declines in retail and wholesale demand brought on by the Great Recession, increased wholesale competition and the resulting nosedive of prices in wholesale markets.  Indeed, AEP has been able to buy low in the wholesale market and sell high in its retail market. 

Other Ratepayers Benefit from Ormet’s 
Continuation as a Customer of AEP Ohio

Q.
HAVE OTHER CUSTOMERS OF AEP OHIO BENEFITED FROM ORMET’S CONTINUATION AS A CUSTOMER OF AEP OHIO?  IF SO, EXPLAIN HOW AND STATE WHETHER THEY WOULD CONTINUE ENJOYING THOSE BENEFITS IN THE FUTURE.

A.
Yes, other customers have benefited from Ormet’s continuation as a customer of AEP and they can expect to continue to enjoy those benefits if Ormet can continue its Ohio operations.  

If ESP II is approved, AEP would receive a ratepayer guarantee that its non-fuel generation revenues (along with its Competitive Retail Electric Service (“CRES”) Capacity Revenues, Auction Capacity Revenues and Credit for Shopped Load) will equal a Revenue Target of $929 million.  See Exhibit WAA-6.  The Revenue Target will be maintained through imposition of the non-bypassable RSR that is discussed infra at 16 et seq.  If Ormet shuts down, other ratepayers will have to make up for the resulting loss of non-fuel generation revenues from Ormet through additional RSR charges. 



If Ormet continues to operate and pays rates in excess of the fuel adjustment charge, other ratepayers will be benefited (and be relieved of the increased RSR charges as well as increased fixed transmission and distribution charges).  In other words, Ormet will make an important contribution toward the guaranteed level of non-fuel generation revenues if it continues as an AEP Ohio customer.  


If Ormet were to shut down all or part of its smelter load, other ratepayers will lose the benefit of Ormet's non-fuel revenues.  It is probable that AEP would then seek other markets for the capacity and energy freed up by the shutdown, most likely by making off-system sales of energy and capacity. To the extent AEP diverts to off-system sales the energy freed up by an Ormet shutdown, other ratepayers would not benefit because AEP Ohio has no obligation to credit its profits on those off-system sales to fuel costs recovered through its Fuel Adjustment Clause.
  


In summary, AEP Ohio would recover through the RSR from its other ratepayers all of the non-fuel generation revenue that Ormet would cease paying upon its curtailment or shutdown.  In addition, AEP would be able to sell the energy and capacity freed up as a result of Ormet's curtailment or shutdown and to retain all profits it earned on the associated off-system sales.



An estimate of the increased costs to other customers caused by a complete Ormet shutdown is shown in the tables below. 

Q.
WHAT ARE THE DOLLAR AMOUNTS OF THE BENEFIT TO OTHER RATEPAYERS IF ORMET CONTINUES TO OPERATE?
A.
Our preliminary estimate indicates that, after taking account of the Special Contract discounts, other ratepayers will benefit in the following amounts from Ormet's contribution to the $929 million Revenue Target (Ormet’s Non-Fuel Gen Payments), Ormet’s RSR Payments, Ormet’s PIRR Payments and fixed cost of transmission and distribution.   Total benefits over the next three years are shown in the following table for each June-May planning year through 2014/2015.  
  
[image: image3.emf]Estimated Benefits to Ratepayers June 2012 June 2013 June 2014

($000) May 2013 May 2014 May 2015

Fixed Costs Benefit 13,344 $          13,344 $          13,344 $         

Ratepayer paid Discount (49,777) $         (39,863) $         (29,863) $        

Ormet Non-Fuel Gen Payments 52,746 $          52,746 $          52,746 $         

RSR (Ormet RSR Payment) 7,380 $            7,380 $            7,380 $           

PIRR Benefit - $               7,586 $            7,586 $           

Annual Benefits to Ratepayers 23,693 $          41,193 $          51,193 $         

Cumulative Benefits 23,693 $          64,886 $          116,079 $       



These amounts are in addition to those contributed earlier by Ormet.  In 2007 and 2008, Ormet contributed an additional $58.5 million and $60.5 million, respectively, to AEP Ohio's non-fuel revenues.  

Thus, the benefits to other AEP ratepayers of Ormet's continuing its operations are real and substantial.  The revenues required from other customers by ESP II would be far greater if Ormet were not to continue operating in Ohio. 
PROBLEMS WITH THE rsr
Q. 
PLEASE DESCRIBE THE PROBLEMS, IF ANY, THAT YOU HAVE IDENTIFIED WITH THE DESIGN OF THE RATE STABILITY RIDER.

A.
In short, for several reasons, the RSR is too expensive and is fundamentally flawed in its design.  



First, the RSR is designed to guarantee AEP generation revenues at historical levels earned in 2011 as a means of softening the blow associated with the pro-competitive measures and encouragement of shopping that are contained in ESP II.  Yet the 2011 generating revenues include at least some revenues earned from the 36% of AEP’s connected load which switched to alternative suppliers before the Application was even filed and for reasons unrelated to ESP II.  The Application did not encourage these customers to shop – they were doing so before the Application was filed.  And any suggestion that AEP’s proposal played a role in these customers deciding to shop is tenuous at best.



Additionally, the RSR would force ratepayers to guarantee several years of revenues from customers who stop taking service from AEP for reasons wholly unrelated to shopping – i.e., going out of business, leaving the State, conservation efforts, etc.

Q.
PLEASE EXPLAIN THE BASIS FOR ORMET'S REQUEST TO BE EXEMPT FROM THE RSR.

A.
Ormet seeks relief from the RSR because this charge is driven principally by customer shopping, an option not available to Ormet under its September 16, 2009, Power Agreement, as I have already described.  Accordingly, imposing the RSR rider on Ormet violates the regulatory cost-causation principle: that costs should be allocated to and be borne by the customers that cause a utility to incur those costs or that derive a benefit from those costs.
  


Irrespective of whether the Commission exempts Ormet from RSR charges, any reduction in customer revenues reflected in the RSR should be offset by the associated increase in capacity and energy sales by AEP/AEP Ohio to sister companies under the AEP System Agreement along with any profits on increased off-system sales.  It appears that Mr. Allen (in Exhibit WAA-6 and at 13:21-14:1) is capturing some of those offsets in the "$3/MWh credit for shopped load related to possible energy margins that could be realized by AEP Ohio for reductions in SSO Load."  

PROPOSED SOLUTIONS
Q.
DO YOU HAVE RECOMMENDED SOLUTIONS THAT WOULD ADDRESS THE PROBLEMS YOU HAVE IDENTIFIED WITH THE PENDING APPLICATION?

A.
Yes, at least partially.
Q.
PLEASE EXPLAIN YOUR RECOMMENDATION TO REDESIGN THE RSR CHARGE.

A.
The RSR should not be charged to customers who cannot enjoy the benefits of shopping.  Additionally, revenues that AEP Ohio would lose as a result of customer shopping (or a customer's election to take interruptible service under Rider IRP-D) are recovered under the RSR on a per-kWh basis even though the RSR is intended to recover the loss of fixed cost revenues (demand charges).  In the absence of customer shopping, these fixed costs would, in large part, be collected through demand charges imposed on customers that opted to shop (e.g., $10/kW-month for a GS-4 customer who opted to shop).  Under the RSR, the revenues that would otherwise be collected on a charge per kW-month are collected as a charge per kWh, thereby shifting the burden away from low-load-factor customers to high-load-factor customers such as Ormet.  The proposed RSR rate design discriminates against high-load-factor GS-4 customers in that such customers would bear disproportionately high costs - e.g., they would contribute in proportion to their high kWh-per-kW consumption even though costs recovered through the RSR are related to fixed costs that are caused by, and are proportional to, the kW demands of GS-4 customers that elect to shop.
Q.
WHAT OTHER CHANGES SHOULD BE MADE TO THE RSR?

A.
The RSR is likely to over collect.  The RSR is designed to enable AEP to collect a $929 million target revenue in all three years of ESP II even though the revenue lost to customer shopping is projected to be much lower in the first year of ESP II.  See Allen testimony at 13-14, Exhibit WAA-6 and Exhibit DMR-3.  The RSR charge should be reduced in the first year of ESP II in order to reflect actual expectations of revenue loss.

Secondly, the RSR is designed to collect lost revenues associated with AEP Ohio's cost of owning the generating assets.  However, those assets will be transferred largely to AEP’s affiliate, Genco, on January 1, 2014, where the ownership costs should be much lower (with one unit going to APCO and one to Kentucky Power).  After acquiring the now-regulated generating assets from AEP Ohio, it would be customary and to be expected for AEP Genco to lower the fixed capacity costs associated with ownership of the transferred generating assets. That is, Genco can be expected to refinance with a capital structure typical of independent power producers (e.g., 80/20 debt/equity structure as opposed to the 50/50 capital structure usually associated with vertically integrated utilities).  However, although it can expect to incur much lower capacity ownership costs starting on January 1, 2014, Genco intends to continue collecting the higher capacity costs now associated with ownership of the generation by AEP Ohio.
Third, based on its use of a 10.5% rate of equity, AEP requests approval of the RSR which would guarantee $929 million in annual revenues resulting from retail non-fuel generation revenues, CRES capacity revenues, auction capacity revenues, and credit for shopped load.  I understand that another Ormet witness, John Wilson, has testified that AEP's use of a 10.5% rate of equity is too high and that a proper rate of equity would be in the range of 7.94%-8.96%, and certainly not higher than 9%.  I continue to believe that the Commission should not approve the RSR at all, and should not apply it to Ormet.  However, in the event the Commission approves it, I have re-calculated the RSR to reflect Mr. Wilson's rate of return testimony.  If the Commission agrees that the proper ROE is 7.94%, the revenues guaranteed by the RSR should be reduced to $754 million.  If the Commission agrees that the proper ROE is 8.96%, the revenues guaranteed by the RSR should be reduced to $824 million.  If the Commission adopts the mid-point ROE within the range set forth in Mr. Wilson's testimony (8.45%), the revenues guaranteed by the RSR should be reduced to $789 million.  Finally, if the Commission agrees that the proper ROE is 9%, the revenues guaranteed by the RSR should be reduced to $827 million.


Finally, as I explain above, the RSR seeks to guarantee for AEP generation revenues on the connected load associated with customers who left the Company (or announced the intention to do so) before the Application was even filed and, thus, for reasons unrelated to ESP II.   Those customers were not incented to shop by anything in the Application.  The target revenues associated with the RSR should therefore be reduced to reflect the lost revenues associated with AEP Ohio’s connected load already committed to leave.

Q.
DO YOU HAVE ANY OTHER RECOMMENDATIONS?

A.
Yes.  Owing to its 98.5% load factor, Ormet consumes a far greater proportion of its energy during off-peak periods than do most customers.  However, even though off-peak energy costs are low, Ormet is required to pay the same average FAC energy charge that is imposed on other customers whose energy usage is weighted far more heavily toward high-cost, on-peak periods.  This design discriminates against high-load factor customers such as Ormet.  Ormet requests that the Commission separate the FAC into two separate charges, one for on-peak periods and the second for off-peak periods. 

Q.
DOES THIS COMPLETE YOUR TESTIMONY?

A.
Yes, it does.  

� The target revenue in Exhibit WAA-6 is set based on generating revenues earned in 2011, including at least some revenues earned on the 36% of AEP’s connected load which switched before the Application was filed.  See Mr. Allen's testimony at 4:1-7 which indicates 26.1% of connected load had switched as of March 1, 2012, a percentage which would rise to 36.7% after pending and noticed load switches are accounted for. 


� See Testimony of Ormet Chief Executive Officer, Mike Tanchuk, in Case No. ER09-119-EL-AEC, dated April 23, 2009, pages 5-6.  I understand from Mr. Tanchuk that actual 2009 rates were similar.  The global average cost of power to smelters was $29.2/MWH in 2009.  Smelters in Africa and smelters in Russia paid $19.0/MWH and $13.1/MWH respectively.


� See http://www.lightmetalage.com/producers_primary.php





� See http://minerals.usgs.gov/minerals/pubs/commodity/aluminum/index.html#mcs





� 	The GS-4 rate in 2007 was						$35.65


Ormet GS-4 (before Special Contract discount) in 2011 		$48.22


Jan-Feb 2012 							$52.49


Under the PUCO Order of Feb 23rd, 2012 				$49.75


Current Rates April-May 2012-8% increase over 2011		$51.96


Proposed ESP II, Jun 2012- May 2013				$53.31 








� After accounting for discounts, Ormet’s power cost dropped to $35.83 in 2009 and further in 2010 before rising sharply in 2011 and 2012.  These rates do not include the PIRR starting in June 2013, any further FAC rate changes and assumes no changes to other riders.  


� See the March 18, 2009, Opinion and Order in Case Nos. 08-917-EL-SSO and 08-918-EL-SSO at page 17.    The Ohio Supreme Court affirmed the PUCO with respect to excluding profits on off-system sales from the FAC at In re Application of Columbus S Power Co., 128 Ohio St.3d 512, 2011-Ohio-1788 at ¶53-54.    


� AEP did not provide enough information in its application to enable Ormet to meaningfully evaluate the option offered as an alternative to the RSR.  Ormet is therefore not in a position to recommend for or against that option.  However, Ormet reserves the right to recommend that option when more information is made available about its operation.





� In the alternative, if the Commission is not willing to exempt Ormet from application of the RSR, it should at least allow Ormet to enjoy some of the benefits of that rider by allowing Ormet to take service under Rider IRP-D.  Ormet may need some modifications in the curtailment provisions of Rider IRP-D in order to maximize the amount of its curtailable load.
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