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Aluminum turns table, plugs into power deals 
By Alison Ciacco 
Published: 
Aug 7 2009 3:36PM 
 
NEW YORK -- Sometimes downturns create opportunities. Just ask the North 
American aluminum producers who have been able to parlay the fear of job losses 
into subsidized long-term power contracts. 
 
"When the economy is weak and the government is weak aluminum companies can 
leverage (their advantage to) get power deals," Anthony Rizzuto Jr., managing 
director of Dahlman Rose & Co. LLC, told AMM. 
 
However, while sweetheart power deals protect jobs, they also run the risk of 
knocking the fundamental supply and demand balance further out of whack by 
coaxing producers to bring high-cost smelters back online prematurely, he said. 
 
Smelting companies, renegotiating for their survival, clearly realize that the specter 
of mass layoffs can be a powerful bargaining chip, James Southwood, president of 
Commodity Metals Management Co., said. 
 
"Cost is everything, so despite market oversupply if I were a smelter I would 
renegotiate my power contract so I was the one who didn't have to die," he said. 
 
The Bonneville Power Administration (BPA), for example, a federal agency serving 
the Pacific Northwest, recently issued a preliminary proposal that would provide 
Alcoa Inc.'s Intalco smelter in Ferndale, Wash., with about 320 average megawatts 
(aMW) of electricity for $64 per megawatt hours (MWh) through 2016. 
 
The Pittsburgh-based company, which currently gets a $15-per-MW cash subsidy 
from BPA, said that the 279,000-tonne smelter was in "dire jeopardy" of closing 
unless it receives a new favorable long-term power contract by October. 
 
"The plant has to operate at least two potlines to be viable," an Alcoa spokesman 
said. The company will commit to employ an average of 528 full-time workers at 
the Intalco plant as long as it receives 320 MW. 
 
The proposed deal is "fantastic news to the people of the Pacific Northwest" and 
gives the plant the opportunity to survive, the spokesman said. However, there is 
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still work to be done. "If you have followed the long and storied history in the 
Pacific Northwest you would know that it's not done until it's done," he added. 
 
In another part of the country, Alcoa is still conducting talks with the Tennessee 
Valley Authority (TVA) over its idled South Plant smelter, which employs about 500 
people. 
 
The aluminum giant shut the smelter's second potline in March as aluminum 
demand collapsed, noting that the 215,000-tonne-per-year plant's potlines would 
remain idle until market conditions improve. 
 
The power company is "working diligently to reach an agreement on a long-term 
power contract for the future," a TVA spokesman said, adding that while the 
contract negotiations are confidential, "we are working to reach an agreement that 
will allow Alcoa to operate its Tennessee facility while at the same time not 
disadvantaging other Valley rate-payers." 
 
It remains unclear how long talks are likely to take and if Alcoa will restart both 
potlines at the smelter. 
 
The power battle for other aluminum players is coming to a close—at least for the 
time being—as Century Aluminum Co. and Rio Tinto Alcan settled power contracts 
in Kentucky after working for more than five years to "unwind" existing agreements 
with power suppliers Big Rivers Electric Corp. and E.ON U.S. The deal provides 
Century's Hawesville plant and Rio Tinto Alcan's Sebree smelter in western 
Kentucky with long-term power deals. 
 
The new contract will secure power for Sebree's smelting operations through 2023, 
which produced almost 200,000 tonnes of metal last year while at full capacity. 
Century's Hawesville produces around 244,000 tonnes of aluminum annually from 
five potlines, but currently has one potline curtailed due to the depressed market. 
 
A Century spokesman said no decision has yet been made to reopen the idled 
potline. "We are looking at the supply/demand price fundamentals and we still think 
that probably there is more risk for aluminum prices on the downside than the 
upside," he said. 
 
Production at the Hawesville and Sebree plants is unlikely to move the needle of the 
aluminum oversupply issue, an industry analyst said, adding: "Aluminum is still in 
oversupply, but the size of the oversupply will likely go down over the next year. 
There could be a deficit in 2010." 
 
Another benefactor of a new power deal could be Ormet Corp. The Public Utilities 
Commission of Ohio has approved a deal for American Electric Power Co.-Ohio 
(AEP-Ohio) to provide electric service to the company's 266,000-tonne-per-year 
primary aluminum smelter in Hannibal, Ohio, through 2018. The deal would link 
Ormet's rate to the price of aluminum on the London Metal Exchange, with other 
AEP-Ohio customers making up the difference for any discounts. 



 
Ormet will receive a maximum electric rate discount of $60 million during calendar 
years 2010-11, to be adjusted if Ormet's payroll falls below 900 workers. 
 
However, the company is on the verge of curtailing some or all of its production. In 
July, Ormet issued a Worker Adjustment and Retraining Notification (WARN) Act 
notice stating that it might have to close the plant and lay off 833 hourly and 149 
salaried workers (AMM, Aug. 3). 
 
"Without this nice deal, there's no way that Ormet would even consider keeping its 
potlines operating," one U.S. aluminum trader said. "It's a perfect example (of a 
smelter) that has used the threat of closing to wrangle long-term power." 
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DATE: 9/09/09 Weather Information

Forecasted Simultaneous Peaks, Reserve, and Generation Limitations at Peak 
By Reserve Sharing Group(RSG)*BAs in California and Mexico that are not participating in an RSG

Area Peak Load Forecasted Reserve Required Reserve Gen. Outages
NWPP RSG 48,254 19,545 3,378 12,053
Includes: AESO, BCTC, GWA, AVA, BPA, TPWR, IPC, NWMT, PACE, PACW, PGE, CHPD, GCPD, DOPD, PSEI, SMUD, SCL, SPPC, TID & WAUW

SRSG 24,263 3,083 1,698 543
Includes: HGMA, AZPS, DEAA, EPE, GRMA, GRIF, IID, NEVP, PNM, SRP, TEPC & WALC

RMRG 8,183 1,171 573 2,002
Includes: WACM & PSCO

CAMX* 43,696 4,587 3,059 7,004
Includes: CISO, CFE & LDWP

WECC Total 124,396 28,386 8,708 21,602

Yesterday's Simultaneous Peaks, Reserve, and Generation Limitations at Peak
By Reserve Sharing Group(RSG)*BAs in California and Mexico that are not participating in an RSG

Area Peak Load Actual Reserve
NWPP RSG 44,720 19,241
SRSG 23,243 4,482
RMRG 9,326 1,365
CAMX* 42,605 4,051

WECC Total 119,894 29,139

WECC Path Limitations

Path Name Seasonal SOL Path Limitations* ETR

Path 1     (ALB‐ BC)
1000 E‐W &     
1200 W‐E 65 MW W‐E & E‐W   9/12/2009

Path 3     (NW‐BC)
3150 N‐S &       
2000 S‐N Nomogram # 5L52 9/9/2009

Path 8 (Montana/NW)
2200 E‐W &             
1250 W‐E

Path 14 (Idaho/NW) 
2304 E‐W &            
1090 W‐E

Path 15  (Midway‐Los Banos)
3265 N‐S &      
5400 S‐N Nomogram 9/14/2009

Path 26 (Northern‐Southern CA)
4000 N‐S &      
3000 S‐N

Path 31   (TOT 2A) 680 N‐S

Path 35  (TOT 2C)
300 N‐S &         
300 S‐N

Path 46 (WOR) 10623 E‐W 10593  E‐W 9/20/2009
Path 49 (EOR) 9300 E‐W

Path 65 (PDCI)
3100 N‐S &      
2200 S‐N 975 MW  S‐N UNKNOWN

Path 66: (California‐Oregon Intertie)
4800 N‐S &      
3675 S‐N

3900 MW N‐S    
2450 MW S‐N 9/11/2009

Path 78  (TOT 2B1)
530 N‐S &          
600 S‐N

Path 79  (TOT 2B2)
256 N‐S &          
300 S‐N

*Path limitations are supplied to the RC through the outage process, the individual OASIS sites should be consulted for exact times and limits.
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September 1, 2009 
 
 
Mr. Allen Burns—A-7 
Acting Deputy Administrator 
Bonneville Power Administration 
P.O. Box 3621 
Portland, Oregon  97208-3621 
 
 Re: “Lookback” Process Regarding DSI Contracts  
 
Dear Mr. Burns: 
 
 More than eight months ago, in December 2008, the Ninth Circuit Court of Appeals 
issued its decision in Pacific Northwest Generating Cooperative, et al. v. Bonneville Power 
Administration (PNGC v. BPA 1).  The Court held that the cash payments made by BPA to its 
aluminum DSI customers, Alcoa Inc. and Columbia Falls Aluminum Company, and BPA’s 
contract with Port Townsend Paper were unlawful.  The Court ordered BPA to “determin[e] the 
applicability of the [DSI FY 2007-2011] agreements’ severability and damage waiver 
provisions in light of our holdings.”   
 

On August 5, the Court issued an order denying BPA’s and Port Townsend Paper’s 
petitions for rehearing of the December 2008 decision.  On August 14, the Court entered an 
order staying issue of its mandate for 30 days. 

 
In addition, on August 28, the Court issued its opinion in Pacific Northwest Generating 

Cooperative, et al. v. Bonneville Power Administration (PNGC v. BPA 2), the Court ruled that 
cash payments made to Alcoa under the FY 2009 amendment to Alcoa’s FY 2007-11 contract 
were unlawful.  The Court again remanded the case to BPA with instructions to determine what 
amounts are owing by DSI customers. 
 

Earlier, in letters dated June 10 and July 24 to regional customers, stakeholders and 
other interested parties, BPA said that it would act as promptly as reasonably possible in 
resolving the Lookback issues, and laid out a schedule and a process for resolving the issues 
remanded to it by the Court.  Subsequently, BPA delayed initiating its process due to 
uncertainty about when the Court’s December 2008 opinion would become final.  Any 
uncertainty about the Ninth Circuit’s December ruling has now been removed, and further, we 
know that the FY 2009 payments made to Alcoa under its amended contract are also unlawful. 

 
 On August 19, BPA also put out for comment a proposed long term contract with Alcoa 
Inc.  We believe that the Lookback issues should be resolved before BPA enters into any 
contract or contract amendment with its DSI customers for the period starting October 1, 2009.  
It would not be responsible for BPA to enter new contracts with the DSIs without first 
determining what amounts must be recovered from them and how BPA will assure that 
recovery on a timely basis.  At a minimum, any new contracts with the DSIs must include a 



Mr. Allen Burns 
September 1, 2009 
Page 2 
 
provision which requires the DSIs to repay in full (with interest) all Lookback amounts 
immediately upon a final decision regarding Lookback issues. 
 
 BPA has had an extended period of time to develop its response to the Court’s remand, 
including the Lookback issues.  BPA should promptly initiate the Lookback  process because 
there is no justification for further delay. 
 
 Since October 1, 2006, BPA’s public preference customers have paid in their rates the 
costs of BPA’s unlawful cash payments to the aluminum DSIs and a below market sale to Port 
Townsend Paper.  BPA must not agree to incur additional costs that will be borne by preference 
customers to benefit the DSIs before determining how it will recover from the DSIs the 
subsidies already found unlawful by the Court.  Additionally, as the Court’s opinion strongly 
suggests, BPA should not enter into contracts for future service to the DSIs and incur costs for 
such service that will be borne by preference customers in preference rates.   Rather, BPA 
should immediately refund to preference customers those sums already unlawfully provided the 
DSIs. 
 

We urge BPA to proceed immediately with the “Lookback” process, and to make 
provisions to refund to preference customers the charges improperly included in their rates. 

 
 

Very truly yours, 
 
 

PACIFIC NORTHEST GENERATING 
COOPERATIVE 

       
By:  ____________________________ 
 

PUBLIC POWER COUNCIL 

        
By:  _____________________________ 

INDUSTRIAL CUSTOMERS OF 
NORTHWEST UTILITIES 

      
By:  ____________________________ 

NORTHWEST REQUIREMENTS 
UTILITITES  

      
By:  _____________________________ 
 

WESTERN PUBLIC AGENCIES GROUP 
 

      
By:  ____________________________ 

WASHINGTON PUBLIC UTILITY 
DISTRICTS ASSOCIATION 

         
By:  ______________________________ 
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NORTHWEST PUBLIC POWER 
ASSOCIATION 
 

         
By:  _____________________________ 
 

IDAHO CONSUMER-OWNED UTILITIES 
ASSOCIATION 

       
By:  ______________________________ 

WESTERN MONTANA ELECTRIC G&T 
COOPERATIVE, INC. 
 

       
By:  ______________________________ 
 

WASHINGTON RURAL ELECTRIC 
COOPERATIVES ASSOCIATION 

         
By:  ______________________________ 
 

OREGON MUNICIPAL ELECTRIC 
UTILITIES ASSOCIATION 

        
By:  ______________________________ 
 

OREGON RURAL ELECTRIC 
COOPERATIVES ASSOCIATION 

     
By:  ______________________________ 

OREGON PEOPLE’S UTILITY DISTRICT 
ASSOCIATION 

        
By:  ______________________________ 
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