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In the Matter Of The Application Of :  Case No. 09-119-EL-AEC
Ormet Primary Aluminum Corporation for :

Approval of a Unique Arrangement with Ohio :

Power and Columbus Southern Power Company

OBJECTIONS OF
THE OHIO ENERGY GROUP

Pursuant to the April 17, 2009 Entry, the Ohio Energy Group (“OEG”™) submits the folloWing

Objections.

OEG’s members who are participating in this intervention are: AK Steel Corporation, Aleris
International, Inc., ArcelorMittal, BP-Husky Refining, LLC, Brush Wellman, E.I. dupont de Nemours &
Company, Ford Motor Company, GE Aviation, Griffin Wheel, Linde, Inc., Procter & Gamble
Distribution Company, PPG Industries, Inc., Republic Engineered Products, Inc., Severstal Wheeling
and Worthington Industries. OEG opposes Ormet’s Application because it is an ill-advised economic

development proposal for Ohio. For 2010, Ormet’s Application would:

Result in Ormet receiving 4.66 million mWh of free electricity;
2. Result in delta revenue of $206,1 million;

Cost an average residential customer of Columbus Southern and Ohio Power $88.24 and
$80.14 per year respectively; and

4. Cost $344,649 per direct job for each of Ormet’s 598 Ohio employees, and $103,256 per
job for all direct and indirect jobs created by Ormet.



If the Application is approved it should be modified to: 1) set a price floor at AEP’s fuel adjustment
clause, currently $24.02/mWh,; and 2) exclude POLR charges from delta revenue because AEP would be
the exclusive electricity supplier under the unique arrangement and AEP would therefore have no POLR

risk during the term of the contract.

A. Background

On February 17, 2009 Ormet Primary Aluminum Corporation (“Ormet”) filed an Application for
approval of a ten-year unique arrangement under R.C. Section 4905.31 and OAC Section 4901:1-38-05
between itself and AEP-Ohio. The unique arrangement ties the price of electricity (“Indexed Rate™)
paid by Ormet to the worldwide pﬁce of aluminum as established on the London Metal Exchange
(“LME”). The Indexed Rate is the amount in $/mWh that Ormet could pay to “produce sufficient cash
flow to sustain its operations at the Hannibal Facilities and to pay its required legacy pension costs,
depending upon the Annual LME price of aluminum.” (Proposed Unique Arrangement at Paragraph
1.13). The difference between what Ormet determines that it is able to pay for electricity (the Indexed
Rate) and the tariff rate it would otherwise pay is proposed to be charged to all other ratepayers (“Delta
Revenue™), Ormet asserts that this variable electric rate tied to its ability to pay and LME pricing is
balanced because “when aluminum prices are low, Ormet will receive a discounied rate, and when
aluminum prices are high, Ormet will pay a premium.” (Application at pp. 6, 8). The maximum
amount of the premium is 5% more than the otherwise applicable AEP-Ohio tariff rate. At current AEP-
Ohio tariff rates of $44.24/mWh for Ormet’s full load this 5% premium is approximately $10.3 million.!
This 5% premium will apply when the LME price is more than $3,000/tonne. The April 27, 2009 LME

price is less than half that at approximately $1,398/tonne (Attachment 2).

1540 MW x 8,760 x 0.985 =4,659,444 mWh. $44.24/mWh x 4,659,444 x 0.05=$10,306,690. The current tariff rate
Ormet would pay of $44.24/mWh is taken from AEP’s Supplemental Respoase to RFD-4, Atiachment 1.
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B. Objections To Proposed Unique Arrangement

1. There Is No Floor On How Low Ormet’s Electric Rate Can Go.

While Ormet’s proposed unique arrangement caps its power costs at 5% above the otherwise
applicable large industrial rate in the event LME aluminum prices more than double from their current
level, there is no floor. The fact that there is no price floor was confirmed by Ormet witness Mr.
Tanchuk at p. 7 of his testimony. As proposed by Ormet, the rate that it would pay could go to zero.
This means that Ormet proposes that AEP’s residential, commercial and industrial customers would be
required to pay for the fuel, environmental (emission allowance costs for 80;, NOX and very likely in
the near future C0O,) and other out of-pocket variable costs to serve its 540 MW load over the period
2010-2018. We are aware of no power contract anywhere in the United States where the consumer did
not have to pay at least for the out-of-pocket variable costs to serve its load. In sum, if the aluminum
market stays depressed, the largest power consumer in the Midwest wants the opportunity to receive free

electricity.

Despite Mr. Tanchuk’s admission that there is no price floor, Ormet witness Mr. Fayne claims to
the contrary at pages 5-6 of his testimony and points to Paragraph 2.03 of the proposed unique
arrangement. Paragraph 2.03 provides that the Commission “may” require “modification” of the unique
arrangement prior to January 1, 2016 if the cumulative net discount received by Ormet exceeds 50% of
the amount Ormet would have paid under the AEP-Ohio Tanff Rate. But this provision ties the
Commission’s hands more than it provides ratepayer protection. Under Paragraph 2.03, the Commission
is prohibited from amending the contract before 2016 if the cumulative net discount is 49% or less, It is
only when the discount exceeds 50% that the Commission “may” act to modify the Agreement.
Paragraph 2.03 provides no binding ratepayer protection and the fact remains that there is no floor in

Ormet’s proposed agreement.



Just as there is a hard 5% cap on the premium Ormet may pay, there should also be a hard floor.
The floor should be the payment of all out-of-pocket variable costs to produce the power consumed by
Ommet, plus some contribution to fixed costs. As shown on Attachment 1, for 2009 the fuel adjustment
clauses of CSP and OPC are $28.684/mWh and $19.3463 (mWh respectively). (These FAC rates are
understated because they do not include significant FAC deferrals). Ormet should not be charged less
than these FAC rates. Because 50% of Ormet’s load is served by each OPC and CSP, this would result
in a price floor of $24.02/mWh. This price floor would be 21.7% below the forecasted 2009 global
average power tariff for aluminum smelters of $30.7/mWh cited by Mr. Tanchuk at p. 6 of his

testimony.

2. Using Current LEM Futures Prices, Ormet’s Proposal Would Result In It Getting
Free Electricity In 2010 And Would Result In Delta Revenues Of $206.1 Million For
That Single Year.

Ohio Office of Consumers’ Counsel witness Mr. Ibrahim calculated that the delta revenue that
would be produced by Ormet’s proposal in 2010 would be $179 million.? He made this calculation
based upon a CSP/OPC combined tariff rate of $38.43/mWh. But that was before the ESP rate
increases. Based upon AEP’s supplemental data response submitted after Mr. Ibrahim’s testimony was
filed, the combined tariff rate is now $44.24/mWh, which yields a delta revenue of $206.1 million.

(Attachment 3).

Mr. Tbrahim also calculated that for any LME price of less than $1,941/tonne Ormet would
receive free electricity.’ Again, that calculation used pre-ESP tariff rates. Using the post-ESP tariff rate

of $44.24/mWh, Ormet will receive free electricity if the LME price of aluminum is less than

; Ibrahim Direct Testimony at p. 10.
Id



$1,822/tonne.* This means that the current LME price of $1,398/tonne would have to go up by 30%

before Ormet would pay anything for electricity.

As OEG noted in its intervention and as Mr. Ibrahim notes in his testimony, the formula
proposed by Ormet actually results in a negative price of electricity. But it would be unlawful to require
consumers to pay Ormet to use electricity (i.e., a negative power rate). Furthermore, from an energy
efficiency and environmental perspective, it is hard to imagine a worse policy than charging the largest

power consumer in the Midwest a negative price for electricity.

A delta revenue of $206.1 million in 2010 will result in significant rate increases per customer
class. The Economic Development Cost Recovery Rider approved by the Commission in AEP’s ESP
case allocates delta revenue on the basis of distribution revenue. Attachment 4 shows residential,
commercial, industrial and other distribution revenue as a percent of total for OPC and CSP. Using

these percentages and 2010 delta revenue of $206.1 million results in the following rate increases,

Rate Increases By Class Assuming
Annual Delta Revenne Of $206.1 Million

CSP OPC
Residential $59.8 million $54.1 million
Commercial $33.4 million $26.1 million
Industrial $9.3 million $21.7 million
Other $0.6 million $1.1 million
CSP OPC
Residential $7.74/mWh $7.03/mWh
Commercial $3.64/mWh $4.37/mWh
Industrial $1.62/mWh $1.51/mWh
Other $10.91/mWh $12.11/mWh

“[($2,725 - $1,822) * 0.049] - 44.24 = Zero.




For the average residential customer using 950 kWh per month this translates into an annual rate
increase of $80.14 for OPC and $88.24 for CSP. For a large steel company like Severstal Wheeling,
Republic or Timken the delta revenue subsidy to Ormet would be more than $1 million per year by each
steel company. The annual delta revenue that would be paid by the OEG members served by AEP

would be approximately $4.1 million

The economic impact study performed by Ormet witness Prof. Coomes did not take into account
the job losses and economic hardship associated with a $206.1 million per year wealth transfer from
1.46 million customers to a single corporation. Ormet has 598 direct employees who live in Ohio. The
delta revenue amounts to $344,649 per direct Ohio employee. This is not a wise economic development

arrangement for Ohio.

3. The Proposed Unigue Arrangement Allows Ormet To Effectively Set Its Own
Electric Rate.

This proposed unique arrangement effectively allows Ormet to set its own electric rate. The
Target Price and Indexed Rate sought by Ormet for 2010 and 2011 are attached to its Application.
Pursuant to Paragraph 5.02, beginning October 1, 2011, each year Ormet is to prepare and submit to the
Commission a schedule showing the Target Price and Indexed Rate that Ormet unilaterally determines
that it needs/wants for the following year. There is no contractual standard as to how Ormet will
determine the electric price it needs/wants to pay, other than it will be the rate Ormet determines is
necessary to “produce sufficient cash flow to sustain its operations at the Hannibal Facilities and to pay
its required legacy pension costs.” (Proposed Unique Arrangement Paragraph 1.13). “Sufficient cash
flow” is undefined. “Sustain its operations” is undefined. Nor can either term be quantified and
therefore audited. The contract does provide that Ormet will pay for an independent third party to
review “any schedule” submitied by Ormet. But the schedule is a one-page piece of paper in the form of
Schedule A to the Application. There is no provision limiting the salaries or dividends Ormet can pay
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while it is receiving a ratepayer subsidy. There is no incentive for Ormet to control its costs because if
its cash flow is hurt through excessive expenses, then its power rate will be correspondingly lower. But

the power rates of all other consumers will then go up through increased delta revenue payments.

Ormet’s proposal that it be able to set its annual electric rate based upon its determination of its
cash flow needs is an abdication of the ratemaking function to itself. No utility is allowed to establish
the rates it charges based upon its unilateral determination of its cash flow needs. Yet Ormet seeks this

privilege regarding the rates it will pay, and therefore the delta revenue everyone else will pay.

Ormet has $289 million “legecy” costs. (Attachment 5). These include $220.8 million in
pension obligations that Ormet has under funded. Over the next five years the cash cost of Ormet’s
legacy obligations is estimated at $241 million. It would be wonderful if this state was rich enough to
bail out Ormet. But we are not. Forcing 1.46 million consumers to pay higher electric rates to bail out
Ormet only means that these same 1.46 million consumers will continue to sink deeper into their own
holes of economic despair. Who is going to bail them out? This Commission is supposed to protect the

public interest, not the private interests of Ormet.

4. The Economic Impact Of Ormet Extends 58% Te Ohio And 42% To West Virginia,
Yet Ohio Consumers Would Pay All Of The Ormet Subsidy.

Attachment E to the Application is a study showing the economic impact of Ormet to the
surrounding seven county region. Four of these seven counties are in West Virginia. Ormet directly
employs 1,027 people. 598 in Ohio, 427 in West Virginia and 2 in Pennsylvania. Ormet’s employment
is therefore 58% in Ohio and 42% in West Virginia. Because each industrial job creates additional jobs
through a multiplier effect, Ormet’s study estimates that the total net annual impact on the seven county
region is 3,441 jobs (1,996 in Chio and 1,445 in West Virginia} and $195 million in total employee

compensation ($113 million in Ohio and $82 million in West Virginia).



A subsidy by Ohio ratepayers of $206.1 million in 2010 to maintain 1,996 direct and indirect
Ohio jobs is $103,256 per job. This means that the subsidy is more than the value of the jobs. Of
course, there is no question that this unique arrangement is a tremendous benefit to the economy of West

Virginia because it gets 42% of the benefit and pays none of the delta revenue.

5. Delta Revenue Should Not Include Any POLR Charges.

The unique arrangement proposed by Ormet would make AEP the exclusive electric supplier to
its Hannibal, Ohio facility. (Proposed contract §2.01). Therefore, if the unique arrangement is
approved, AEP would have no risk that Ormet would shop for competitive generation during the
contract term. Because AEP would have no POLR risk, POLR charges should be excluded from any
delta revenue. POLR charges to Ormet under AEP’s existing tariffs are approximately $15.3 million per

year. (Attachment 1).

If POLR charges are not excluded from delta revenue, then AEP will actually benefit from the
unique arrangement because it would receive the full tariff revenue (including POLR), but have no
POLR risk. Delta revenue should be used to keep the utility economically neutral (at most), not provide

it with an affirmative benefit.



C. Conclusion

As proposed, this unique arrangement is unreasonable and unlawful and should be modified by

the Commission to:

1) Establish a price floor at AEP’s fuel adjustment clause, currently $24.02/mWh; and

2) Exclude POLR charges from delta revenue.

Respectfully submitted,

David F. Boehm, Esq.

Michael L. Kurtz, Esq.

BOEHM, KURTZ & LOWRY

36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202

Ph: (513)421-2255 Fax: (513)421-2764

E-Mail: dboehm@BK Llawfirm.com
mkurtz@BKI lawfirm.com

April 28, 2009 COUNSEL FOR THE OHIO ENERGY GROUP
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COLUMBUS SOUTHERN POWER COMPANY’S AND OHIO POWER
COMPANY’S RESPONSE TO OHIO CONSUMERS' COUNSEL
DISCOVERY REQUESTS
FIRST SET
CASE NO. 09-119-EL-AEC

REQUEST FOR PRODUCTION OF POCUMENTS

RPD-4. Please provide a copy of ali documents, communications, and information
that were used to respond to OCC Interrogatory No. 6.

RESPONSE:

See the Companies’ response to OCC Interrogatory No. 6.
SUPPLEMENTAL RESPONSE:

See the aitached 4 pages that support the Supplemental Response to OCC

Int 6.

Prepared by: Cousnsel
Supplement Prepared by: D.M Roush
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COLUMBUS SOUTHERN POWER COMPANY’S AND OHIO POWER
COMPANY’S RESPONSE TO OHIO CONSUMERS’ COUNSEL
DISCOVERY REQUESTS
FIRST SET
CASE NO. 09-119-E1-AEC

INTERROGATORY REQUEST
INT-6 Please identify the amount of delta revenues expected to be preduced on a

yearly basis by the unique arrangement proposed in the Application.
Pease provide an explanstion regarding the calculation of the delta
revenues that would be produced by this unique arrangement ~ please
include all assumptions made, and all rate comparisons, including
schedules, and riders that are components of the delta revenue calculation
provided in response to the preceding interrogatory.

RESPONSE:
The Companies have not identified the amount of delta revenues expected
to be produced on a yearly basis by the unique arrangement proposed in
the Application.

SUPPLEMENTAL RESPONSE:

Assumming full production, and a 338/MWH charge to Ormmet the delta

revenues fiom June through December 2009 would be $16,587,162. Over

that same time period, assuming the shut down of two potlines and a

$34/MWH charge to Ormet, the delta revenues would be $18,729,288,

Prepared by: Counsel
Supplement Prepared by: DM Roush
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Aluminium

Browse our site

Choose a contract -

r ABOUT THE LME
» LME SERVICES

NON-FERRQUS
TMETALS
* News B evenis
* Aluminium
Price graphs

Contract specification

Ring trading times
Industry usage
Committee

* Aluminium Alloy

» NASAAC

+ Copper

¥ Lead

rZinc

¥ Nickei

rTin

¥ LMEX

r LMEmini

» MINOR METALS

+ STEEL

* PLASTICS

* MARKET DATA

* EDUCATIGN

* MEDIA & EVENTS
ONLINE STORE

@ el e s pags

http://www.lme.co.uk/aluminium.asp

Page 1 of 2

LONDON METAL EXCHANGE

09.14 (Jocal) 28 Apr 200G
Yous are here: home | non-ferrous metals | aluminim

Primary Aluminium

Welcome to the Primary Aluminiust hub page. In this useful section of the site you
will find information relating to the LME's largest traded contract.  For convenienca,
settlement prices, opening stocks and the forward price curve for Aluminium are
detadled below. From this page you £an aisa navigate 1o

the Primary Aluminium contract specification, detatls of the Aluminium committes
members, consumption and production information, and current listed brands.

LME Official Prices (US$/tonne)}  LME Official Opening Steck
for 27 Apr 2009 {in tonnes)
ALUMINIUM DATE ALUMINIUM

CASH BUYER 1,368.00 27 Apr 2609 3701325
rrienz 1,398.50

3-MONTHS BUYER 1,434.50

3-MONTHS SELLER 1,435.00

15-MONTHS BUYER 1,573.00

15-MONTHS SELLER 1,578.00

27-MONTHS BUYER 1,698.00

27-MONTHS SELLER 1,703.00

LME Official Prices Curve
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http://www.lme.co.uk/alummium.asp
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ATTACHMENT 3

. Ormet Annual Energy Usage ~ 540 MW x 8,760 x 0.985 = 4,659,444 mWh

" Calculation of Indexed Rate for 2010 using April 27, 2009 LME Forward Pricing
of $1,573/tonne and Schedule A, Page 1 of Application:

$2,725 - $1,573 = $1,152
$1,152 x 0.0490 = $56.45/mWh
$44.24 — $56.45 = ($12.21/mWh)
- Assuming that today’s LME futures prices accurately predict 2010 LME daily cash
settlement prices, Ormet’s proposed formula results in free electricity in 2010.
. Under AEP-Ohio Tariff Rate Ormet would have paid $206,133,802.°

= Total Delta Revenue of $206,133,802.

34,659,444 x $44.24 = $206,133 802
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ATTACHMENT 5



INT-7. Referring to page 4, paragraph 6 of the Application and the statement
“Ormet supports large legacy costs™: please:

a. identify all the “large legacy costs ;

b. provide a description of each cost; and

c. and the amount of each cost.

RESPONSE: a. Please see table below.
b. Please see table below.

¢. Please see table below.

Ormet Corporation
Legacy Costs
($ In thousands)

Below are the Onmet legacy costs which included defined benefit
pensian, retires healthcare provided through Voluntary Employee
Beneficiary Association (“VEBA”) and environmental superfund liabllity.
As of December 31, 2008, Ormet's liability for these costs

totaled $288 million. Cash cost over the next five yesars is

estimated at $241 million

f 12/31/2
Penslons
Under Funded Status 5 220841
As OF 12/31/2008
VEBA
Liabibity S 64988
As Of 12/31/2008
Environmental Liabjlity
CERCLA Site - Hannibal S 3134
Ohio
Prepared by: Tommy Temple, Vice President Alumina and Engineering Dated: 4/3/09

-9.



