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I. PROCEDURAL HISTORY


On July 1, 2004, the Georgia Power Company ("Georgia Power" or "Company") filed a general rate case in accordance with the Georgia Public Service Commission's ("GPSC" or "Commission") Order issued on December 21, 2001, in Docket No. 14000-U, Georgia Power Company's 2001 Rate Case.  Consistent with its Procedural and Scheduling Order dated June 2, 2004 ("June 2 Order"), as modified by the Procedural and Scheduling Order dated June 17, 2004 ("June 17 Order"), at the above-captioned docket, the Commission suspended and set for hearing Georgia Power's rate case filing ("Filing").  


In its Filing, the Company is proposing a 7% (i.e., $328.3 million) increase in total revenue requirements,
 a 9.02% overall rate of return ("ROR") and continuation of its 12.5% return on equity ("ROE").
  The Company is also proposing various rate design changes, including a new Time of Use Large Business rate ("TOU-LB-1") tariff available to all eligible TOU-5 customers;
 a transfer of all SCH-10 new School Load Management rate ("SLM-7") to replace the School Service rate ("SCH-10");
 increasing the risk recovery factor of the Company's RTP Day-Ahead and Day-Ahead Adjustable rates from 3 mills per kilowatt-hours ("kWh") to 5 mills per kWh and 4 mills per kWh, respectively;
 realignment of the "Controlled Energy Only" and "Continuous Burning" prices in the Company's outdoor lighting tariffs;
 withdrawal of certain tariffs;
 establishment of several new customer-specific fees and increases to an existing customer fee;
 elimination of Section G, which authorized the Company to offer special contracts to promote economic development; 
 and language changes to certain tariffs and riders.


On August 2, 2004, Gerdau Ameristeel Corporation ("Gerdau") filed a Notice of Intent to Intervene and Application for Leave to Intervene with the Commission.  In addition to Gerdau, the following parties intervened in this proceeding: Association for Fairness in Rate Making ("AFFIRM"); BJ's Wholesale Club, Inc. ("BJ's"); Cable Television Association of Georgia ("CTAG"); Calpine Corporation ("Calpine"); Cobb County Board of Commissioners ("Cobb County"); Federated Department Stores ("Federated"); Georgia Electric Membership Corporation ("Georgia EMC"); Georgia Industrial Group ("GIG"); Georgia Retail Association ("Georgia Retail"); Georgia Textile Manufacturers Association, Inc. ("GTMA"); Kohl's Department Stores, Inc. ("Kohl's"); The Kroger Company ("Kroger"); Lowes Home Centers, Inc. ("Lowes"); Metropolitan Atlanta Rapid Transit Authority ("MARTA"); Resource Service Administries, Inc. ("RSA"); Southern Alliance for Clean Energy, Inc. ("Southern Alliance"); United States Department of Defense and other affected Federal Executive Agencies (collectively, "DOD"); VHA Georgia, Inc. ("VHA") and Georgia Alliance of Community Hospitals ("GACH") (collectively, "Georgia Hospitals"); and Wal-Mart Stores East, LP ("Wal-Mart").  Commission Adversary Staff ("Commission Staff" or "Staff") and Consumers' Utility Counsel participated in accordance with their statutory mandates.  

Pursuant to the procedural schedule established in the Commission's June 2 and 17 Orders, Gerdau participated in hearings on the Company's Direct Testimony held on September 20-23, 2004.  On October 8, 2004, Gerdau submitted the Direct Testimony of Edward C. Woodrow ("DT Woodrow") and Charles Huff ("DT Huff") on behalf of Gerdau.  

Gerdau received Direct Testimony from: Paul H. Raab on behalf of CTAG; Randall J. Falkenberg on behalf of Calpine; Roger Tutterow, Ph.D, Jeffry Pollock, Michael Gorman, and Kathryn Iverson on behalf of GIG and GTMA; Brad A. Bowers and James F. Grubiak on behalf of Cobb County; Carrie Civic, Charles Martin, Jim Stanway, and Rick Swiontek on behalf of BJ's, Kohl's, Lowes and Wal-Mart; Bruce E. Biewald on behalf of MARTA; Steven W. Ruback on behalf of Consumers' Utility Counsel; Kevin Higgins on behalf of Kroger; Richard T. Howarton, III, and Monty M. Veazy, and Dan O. Moore on behalf of Georgia Hospitals; William R. Lyon on behalf of Federated; Jim Clarkson and John Heavener on behalf of Georgia Retail; Russell L. Klepper on behalf of AFFIRM; Lynn R. Westergard on behalf of RSA; Kenneth L. Kincel and Thomas J. Prisco on behalf of DOD.   

On October 14, 2004, Gerdau also received Direct Testimony filed by Michael J. Maloros, Jr.; Charles W. King; Daniel R. Cearfoss, Jr., and John H. Wilson, Ph.D; James P. McGaughy, Jr.; William R. Jacobs, Jr., Ph.D; Steven G. Hill; and Robert J. Henkes on behalf of Commission Staff.  On October 25-29, 2004, Gerdau participated in hearings on Direct Testimony submitted by intervenors and Staff.


On November 8, 2004, Gerdau received Rebuttal Testimony filed by Ron Hinson, Paul Moul, Steven Fetter, Terry Austin and Jon Kubler on behalf of the Company.  On November 18-19, 2004, Gerdau participated in hearings on Rebuttal Testimony filed by the Company.

Consistent with the Commission's procedural schedule in this proceeding, Gerdau hereby submits this Brief in response to George Power's Filing.  

II. BACKGROUND

Gerdau was formed in 2002 after the successful merger of Ameristeel, Co-Steel, Gerdau Courtice Steel, and Gerdau MRM Steel, making Gerdau the second-largest minimill company in the world.
  Gerdau, a publicly traded company authorized to do business in Georgia, operates 10 electric steel minimills, 13 scrap recycling facilities, and 32 downstream fabricating facilities in the United States and Canada.
  The U.S. mills are located in Cartersville, GA; Charlotte, NC; Jackson, TN; Jacksonville, FL; Knoxville, TN; Perth Amboy, NJ; and Sayreville, NJ.
  

Gerdau acquired its minimill facilities in Cartersville, Georgia ("Cartersville Plant" or "Plant") from Birmingham Steel Company.
  The Cartersville Plant's operations consist of a Melt Shop, which produces steel billets from scrap, and a Rolling Mill that converts the billets into finished products.  The Melt Shop utilizes an Electric Arc Furnace ("EAF") to melt scrap into molten steel by arcing electricity among three large electrodes in the EAF.  The charge among the electrodes raises the temperature in the furnace to approximately 3,000 degrees Fahrenheit, melting the scrap steel.  The molten steel is then cast into billets.  The total elapsed time for a complete melt (i.e., from the time scrap is placed into the EAF until it can be "tapped" for billet production) is less than one hour.  When operating, the EAF moves continuously through a series of melts, one right after the other.  The steel billets are then re-heated and are sent through the Rolling Mill to be shaped into finished products.
  The Rolling Mill at the Cartersville Plant is configured to produce structural steel, consisting primarily of I-beams, angles, and flats.
  

The Cartersville Plant currently takes service from Georgia Power pursuant to the Fixed Pricing Alternative ("FPA-1") tariff.
  Under the FPA-1, the Rolling Mill and Melt Shop pay 10.5 cents per kWh, plus a Fuel Costs Recovery ("FCR") charge, during FPA-1 On-Peak hours, defined under the tariff as 1400-1900 on all non-holiday weekdays during the period of June 1 through September 30.  The Rolling Mill and Melt Shop pay individually determined rates for the remaining hours of the year, defined as the FPA-1 Off-Peak period.
  The Cartersville Plant has found the FPA-1 tariff to be helpful in scheduling and optimizing its employees' productivity,
 resulting in a steady increase in total production
 and the addition of 75 well-paying jobs.
  However, in order to increase output from its EAF, Gerdau must receive a more favorable pricing mechanism.
III. SUMMARY OF ARGUMENT

Gerdau Ameristeel Corporation respectfully requests that the Commission:  (1) direct Georgia Power Company to establish a new pilot tariff to accommodate increased production at the Cartersville Plant's Melt Shop; (2) direct Georgia Power Company to collaborate with Gerdau to develop a reasonable permanent tariff to supersede the pilot tariff no later than the effective date of the Commission's order in Georgia Power Company's next rate case; and (3) approve a revenue requirement for Georgia Power Company that is just and reasonable, based on an allowed return on equity of 10.0%.

IV.  ARGUMENT

A. The Cartersville Plant Faces Strong Intra-Company, National, and International Competition With Respect To Production of Steel Billets.


  Electricity is a critical cost component of the Cartersville Plant's operations, representing approximately 15% of total conversion costs and approximately 41% of variable production costs.
  FPA-1 has been an important tool for managing the Plant's energy costs.  The Cartersville Plant has successfully restructured its Melt Shop operations to correspond closely with the pricing and the timing of the On-Peak periods in FPA-1.  Specifically, in response to the structured tariff provisions in FPA-1, the Cartersville Plant has configured its Melt Shop operations to run during the week in the Off-Peak period, which allows Plant employees to not work on weekends.  However, during the On-Peak period, Melt Shop operations are reconfigured to require continuous Melt Shop operation from the end of the On-Peak hours on Friday (i.e., at 1900) to the beginning of the On-Peak hours on Monday (i.e., at 1400).  Gerdau's Melt Shop employees work through all summer weekends to accommodate this production schedule. 


Today, Gerdau is faced with a critical choice.  While Gerdau would like to continue steadily increasing production at the Cartersville Plant, it may be precluded from pursuing this course of action due to economic considerations attributable to Gerdau's current rate arrangement with the Company.
  Despite the somewhat favorable pricing available under FPA-1 relative to national average industrial rates, the cost of electricity at the Cartersville Plant is not the lowest among Gerdau's North American mills or even the lowest among its mills in the Southeast.
  In fact, among Gerdau's Southeast mills – in North Carolina, Tennessee, Florida, and Georgia – the Cartersville Plant pays the highest per-unit cost for electricity.
 Moreover, steel billets are a fairly homogeneous product that can be manufactured at all – or at least most – of Gerdau's other minimills.
  This means that if electricity costs caused billet production costs at the Cartersville Plant to become less competitive vis-à-vis other Gerdau plants, the Rolling Mill could be directed to import billets from Gerdau facilities in other states and the Melt Shop could lose production opportunities not only within the Cartersville Plant but to other Gerdau rolling mills.


In addition to intra-company competition, the Cartersville Plant faces fierce national and international competition, particularly from Chinese steelmakers.
  The North American steel industry, as a whole, has been under severe market pressures in recent years.  From 1998 to 2001, the volume of imports of unfairly priced steel increased dramatically, eroding domestic markets and creating serious financial conditions for domestic steel producers.  Gerdau, along with other steelmakers, has aggressively pursued trade cases against offending countries.  However, the overall benefits of any remedy from these cases may not be realized by the domestic steel industry for some time because large inventories of imports were stockpiled prior to the imposition of anti-dumping and countervailing duties.


During the past 12 months or so, the extremely rapid growth in China's domestic economy and China's emergence as a world-level manufacturing nation have had a tremendous impact on North American steel operations.  For example, China's rapid growth has contributed directly to meteoric rises in scrap prices during 2004.  Other factors such as the drop in the U.S. dollar against a few other major currencies, an improving U.S. economy, and actions by several countries to curb their own scrap and other steelmaking raw materials exports have also intensified the rapid climb in scrap prices.  Consequently, the Cartersville Plant is impacted by international competition not only for the products it manufactures, but also with respect to the price of its manufacturing inputs.

B. A Modified Version of the Fixed Pricing Alternative Tariff, Including Establishment of a Pilot Tariff While a Permanent Tariff Can Be Developed, Would Enhance the Cartersville Plant's Competitive Posture and Position It to Increase Its Billet Production and Electricity Consumption. 

In the face of increasing energy costs and growing intra-company, national, and international competition, Gerdau seeks Commission approval of a modified version of the FPA‑1 tariff that would result in a "win-win-win" situation for Georgia Power, its ratepayers, and the Cartersville Plant.
  As previously discussed, Gerdau has reconfigured operations at the Cartersville Plant to eliminate consumption by the Melt Shop from the start of the On-Peak hours on Monday through (and often including) the On-Peak hours on Friday.
  As a result of this focused operation, the Melt Shop is operating at just over 50 percent capacity.
  The modified version of the FPA-1 tariff that Gerdau proposes is designed to provide the Cartersville Plant with a reasonable opportunity to increase Melt Shop production beyond its current 50 percent capacity factor,
 while producing benefits for the Company and its customers.

Accordingly, Gerdau's witnesses outlined, and the Company essentially agreed with, a two-phase process for establishment of tariff modifications to facilitate increased Melt Shop production.  The first phase would involve creation of a modified version of the FPA-1 tariff, with the addition of a "shoulder period" that would include the periods from 2:00 PM to 7:00 PM on Mondays and Fridays.  The "shoulder period" price would be set at a level higher than the current FPA-1 Off-Peak rate applicable to the Melt Shop, but substantially below the FPA-1 On-Peak rate that makes expanded Melt Shop operation cost-prohibitive.  Company witness Kubler agreed with establishment of such tariff provisions, in the form of a "pilot" tariff.
  As Mr. Kubler testified at the hearing on November 19, 2004, the Company, Gerdau, and Commission Staff have met regarding the specific parameters of a new pilot tariff.
  Mr. Kubler also testified that the new pilot tariff would undergo a revenue-adequacy analysis, would produce some incremental revenue to the Company, would not encounter cross-over effects due to its "pilot" stature, and should facilitate enhanced Melt Shop production at the Cartersville Plant.

Gerdau urges the Commission to direct the Company to place into effect on January 1, 2005 a pilot tariff consistent with the parameters that Gerdau and the Company have outlined in their Direct and Rebuttal Testimony, respectively.  The actual text of the pilot tariff could be included in the Company's compliance filing.

Approval of a pilot tariff should be an interim step toward establishment of a permanent Electric Arc Furnace ("EAF") Tariff.  As Mr. Woodrow testified, Gerdau looks forward to working with the Company and Staff to develop a permanent EAF Tariff that allows the Melt Shop to receive pricing that fits more closely with its unique operating parameters, including its ability to fully curtail more than 50 MWs of load with less than 1-hour notice.
  Development of a permanent tariff would allow the Cartersville Plant to seek additional opportunities to continue expanding billet production.  Accordingly, Gerdau respectfully requests that the Commission direct Georgia Power to collaborate with Gerdau and Commission Staff on the development, in the near future, of a permanent replacement to the pilot tariff.  

C. Establishment of a Pilot EAF Tariff and Development of a Permanent EAF Tariff Would Result In "Win-Win-Win" Outcomes for Gerdau, the Company, and Georgia Ratepayers.


As previously mentioned, Gerdau's proposal is designed to create a "win-win-win" situation for the Cartersville Plant, Georgia Power and the Company's customers.  Under the modified FPA-1, the Cartersville Plant could economically expand production during the shoulder hours of the FPA On-Peak period in an energy-efficient manner.  The Melt Shop operates much more efficiently if it remains hot for an extended period than if it is stopped and started repeatedly over that time.  In this sense, melting steel is much liking making large batches of Christmas cookies.  It makes much more sense to heat an oven, bake several batches of Christmas cookies, and then turn off the oven than it does to heat and cool the oven in between each batch.
  The more efficient operation of the EAF and the Melt Shop would enhance the competitiveness of the Cartersville Plant's Melt Shop as it seeks additional opportunities for expanded production.   

Increased production at the Cartersville Plant would provide Georgia Power with additional rate revenue that would not otherwise be realized under existing rate arrangements.
  Moreover, the pilot tariff fits nicely with the operational parameters of the Company's system and would not impact system reliability.  Georgia Power's system typically does not peak on Monday or Friday, indicating that the addition of load during the shoulder period would not add to the system peak load each year.  In fact, Georgia Power's annual peak load for each of the past five years occurred on a Tuesday, Wednesday, or Thursday, not over a weekend or on a Monday or Friday.
  Consequently, if historical operations hold true, the establishment of a shoulder-period rate as part of a new pilot tariff should not impact system reliability.
   

As a result of the increased production at the Cartersville Plant, Georgia Power's customers also stand to benefit from the potential reduction in the Company's FCR charge and from potential attrition in the Company's revenue.
  Georgia Power's FCR would tend to be lower for all other customers if the total cost of fuel is divided by a larger number of Off-Peak or shoulder-period kilowatt-hours of consumption, which would result from Gerdau's proposed modifications and the establishment of a pilot tariff.
  Currently, the Cartersville Plant consumes approximately 300 million kilowatt-hours per year, with the Melt Shop accounting for more than 200 million kilowatt-hours per year of total consumption.
  In other words, increased consumption would cause FCR costs to be spread across a larger number of kilowatt-hours, thereby reducing the cost per kWh for all other customers.

The new pilot tariff could also result in a more generalized fourth "win."  Increased production at the Cartersville Plant will provide Georgia citizens with an environmental benefit.  The Plant now recycles almost 700,000 tons of steel scrap per year in Georgia.  Increased production would necessarily require the Plant to increase use of steel scrap and, consequently, increase the recycling of steel scrap that would otherwise be added to landfill capacity.
  Finally, increased production benefits the local economy by ensuring that existing jobs remain in the area, and by providing for the creation of new jobs.  Since acquiring the Cartersville Plant in 2002, Gerdau has added 75 jobs at family-sustaining incomes, increasing the total number of employees at the Carterville Plant to 325.  Based on an extensive analysis of the impact of minimill operations and local economies conducted by the Steel Manufacturers Association, every full-time position at a minimill such as the Cartersville Plant contributes to four new local full-time positions.
  Gerdau has projected that the new pilot tariff could allow it to directly add 25-30 new positions at the Cartersville Plant, which could contribute to 100-120 new local employment positions.

Finally, Gerdau notes that its proposed pricing structure for the new pilot tariff does not create any risk of revenue erosion if Gerdau maintains current Melt Shop production levels, instead of the anticipated increase.  As mentioned, the Melt Shop currently consumes, and is expected to continue consuming, during FPA-1 Off-Peak hours.  As part of its pilot tariff proposal, Gerdau is not proposing any changes to the FPA-1 Off-Peak rate, except of course any changes that result from any change in the Company's revenue requirement.  Specifically, if the Melt Shop continues to consume at current levels, its power costs under the pilot tariff would be the same as they would be under the FPA-2 Tariff (the new Fixed Pricing Alternative proposed in this case).  Accordingly, the risk that the anticipated "win-win-win" could become a "loss-loss-loss" is nil. 

D. Gerdau Does Not Support the Company's Requested Revenue Requirement Increase.

Like all other Georgia Power customers, Gerdau would realize the full brunt of a rate increase, including a rate increase for the Melt Shop under the pilot tariff and its Rolling Mill under FPA-2, if the Commission approves the Company's Filing.
  The record indicates that the vast majority of the requested rate increase is driven by the Company's request for a 12.5% ROE.
  Gerdau opposes the requested increase.  However, rather than reiterate and duplicate arguments that will be made by other parties, Gerdau will simply note for the record here that it supports the testimony and positions espoused in this proceeding by the GIG and the GTMA, whose members, like Gerdau, are large industrial consumers of electricity.  At a minimum, the Commission should endorse an allowed ROE of 10.0%, as recommended by GIG/GTMA witness Gorman, which is more in line with current financial markets and recent decisions by state regulatory commission in both retail access and non-retail access states.
 

V. CONCLUSION


WHEREFORE, Gerdau Ameristeel Corporation respectfully requests that the Commission:  (1) direct Georgia Power Company to establish a new pilot tariff to accommodate increased production at the Cartersville Plant's Melt Shop; (2) direct Georgia Power Company to collaborate with Gerdau to develop a reasonable permanent tariff to supersede the pilot tariff no later than the effective date of the Commission's order in Georgia Power Company's next rate case; and (3) approve a revenue requirement for Georgia Power Company that is just and reasonable, based on an allowed return on equity of 10.0%. 
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