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Imc First Set Data Request 

D-tecl November 10,2005 
Item No. 26 
Page 1 of 1 

Kentucky Power Company 

RESPONSE 

Ollie state incollie tax is imposed under the Ohio Corporation Fraiichise Tax. The oili0 
Corporation Franchise Tax requires the taxpayer to pay the greater of a fi-allcllise tax calculated 
on net worth (capped) or based upon taxable net income. Histol-ically, the C o ~ l ~ p a ~ l y  has 
Ohio franchise tax based upon taxable net income. 

WITNESS: Errol I< Wagner 
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Kentucky Power Company 

REQUEST 

Please confirin that the Coinpaiiy has jurisdictioiial sales in WV 

RESPONSE 

The Coiiipaiiy has no jurisdictional sales iii West Virginia. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

Refer to page 16 lines 12-13 of Mr. Wagner's Testimony. Please provide a copy of the Work 
paper referenced in hard copy and in electronic forinat with foriiiulas intact. 

RESPONSE 

See attached. 

WITNESS: El-rol K Wagner 
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421 West Main Streat 
Pmt Office Bax 634 
Franktort. KY 40602.0634 
15021 223-3477 
15021 223-424 Fax 
www.stites .corn 

October 12,2005 

Ms. Beth 01C)onnell 
Executive Director 
Public Service Commission of Kentucky 
21 1 Sower Boulevard 
P.O. Box 615 
Frankfort Kentucky 40602-0615 OCT 1 2  2005 

Rl2 P.S.C. Case No. 2005-00341 

Dear Ms. O'Donnell: 

Enclosed please 
Company's Motion For 

find and accept for filing the originat and ten copies of Kentucb Power 
Leave To Supplement its Application. 

M&C R &erstreet 

cc: Elizabeth E. Blackford 
Michael L. Kurtz 

~57:KE180:13133 kFRANKF0RT 

Atfenta. GA Frankfort, KY Hyden, KY Jeffersonvilk, IN Lexington, K Y  Louisville. kY Nashville, TN "dshington, DC 



KPSC Case No, 2005-00341 
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GENEiMLADJUSTMENTIN 1 

m c K y  POWER COMPANY 1 
ELECmC RATES OF ) CASE NO. 2005-00341 

JVlO"l0N TO SUPPLEMENT TO APPLICATlON 

Kentucky Power Company moves the Commission for leave to supplement its 

Application with certain work papers (consisting of six pages) that were to be included with 

Section V, Schedule 10 to the Application. The papers, pages 1-3, are attached hereto but were 

omitted inadvertently when the Application was being assembled. 

Bruce F. Clark 
Mark R. Overstreet 
Judith A. Villines 
STFTES & HARBISON, PLLC 
421 West Main Street 
P.O. Box 634 
Frankfort, Kentucky 40602-0634 
Telephone: 502-223-3477 
COUNSEL FOR 
RENTUCKY POWER COMPANY 
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CERTIFICATE OF SERVICE 

I hereby certify that a true and accurate copy of the foregoing Motion and attachment was 
served by placing the same in the United States Ma& first class postage prepaid, addressed to the 
persons below: 

Michael L. Icurtz 
Boehm, Kurtz & ]Lowry 
1510 URS Center 
36 East Seventh Street 
Cincinnati, Ohio 45202 

Elizabeth B. Blackford 
Kentucky Attorney General's Office 
Suite 800 
1024 Capital Center Drive 

on this the 12' day of October, 2005. 

Frankfort, K ~ ~ u c ~ Y  40601-8204 

Mark R. Overstreet 
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KIUC First Set Data Request 

Dated November 10, 2005 
Item No. 29 
Page 1 of 9 

Kentucky Power Company 

REQUEST 

Refer to page 16 lilies 15-19 of Mr. Wagner's Testimony. Please provide a copy of both 
docuiiieiits referenced. 

RESPONSE 

Attached you will find a copy of both documents referenced. 

WITNESS: Errol K Wagner 



KPSC Case No. 2005-00341 
KlUC First Set Data Requests 

Item No. 29 
Page 2 of 9 

11 1 FERC 761,351 
UNITED STATES OF AMERICA 

FEDEML ENERGY REGULATORY COMMISSION 

Before Commissioners: Pat Wood, UI, Chairman; 
Nora Mead Brownell, Joseph T. Kelliher, 
and Suedeen G. Kelly. 

Tax Deduction for Manufacturing Activities 
Under the American Jobs Creation Act of 2004 

Docket No. EL05- 109-000 

GUIDANCE OFCDER ON TAX DEDUCTION FOR MANUFACTURING ACTMTIES 
UNDER AMERICAN JOBS CREATION ACT OF 2004 

(Issued June 2,2005) 

1. 
to the Tax Deduction for Manufacturing Activities (TDMA) in section 102 of the 
American Jobs Creation Act of 2004 (the Act).’ The Act provides for a deduction for 
income attributable to certain domestic production activities, includhg income from the 
sale of electricity and natural gas produced in the United States? The TDMA will have 
ratemaking implications for public utilities that make jurisdictional sales of  electricity at 
cost-based stated rates or cost-based formula rates, which are discussed further below, but 
not for jurisdictional natural gas pipelines. 

This order provides guidance on the Commission’s ratemaking policy with respect 

Background 

2. 
for a deduction of up to 9 percent3 of the income attributable to qualified production 
activities. Income fi-om qualified production activities includes income fkom the lease, 
rental, sale, exchange or other disposition of electricity, natural gas or potable water 

On October 22,2004, the President signed the Act into law. The TDMA provides 

Pub. L. No. 108-357,118 Stat. 1418 (2004) (adding additional section 199 to the 
Internal Revenue Code, 26 U.S.C. 0 1 et seq. (2000)). 

Act, section 102, 6 199(~)(4)(A)(i)(III) (2004). 

The TDMA will be phased in so that the allowable deduction equals 3 percent 
from 2005-2006,6 percent for 2007-2009, and 9 percent from 2010 onwards. Act, 
section 102, 6 199 (a)(2) (2004). 
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produced in the United States. However, the TDMA does not apply to income 
attributable to the transmission and distribution of electricity, natural gas and water. 
When fully implemented, the TDMA will be the equivalent of reducing the effective 
federal corporate income tax rate on production activities from 35 percent to 32 percent? 

Discussion 

3. The TDMA is a special deduction that reduces the amount of income tax due fiom 
energy sales. The TDMA will have ratemaking implications only for public utilities that 
make jurisdictional sales of electricity at stated cost-based rates and cost-based formula 
rates. Income taxes are a cost that is included in the determination of virtually all cost- 
based rates. Accordingly, we expect these public utilities to appropriately reflect the 
TDMA amounts in any future filings to change their cost-based stated rates and cost- 
based formula rates. 

4. Additionally, some public utilities utilize cost-based formula rates that are 
designed to automatically track changes in costs. The Cornrnission is concerned that 
certain of the formulas established to develop rates may not be structured in a way that 
will provide an adequate mechanism for tracking the TDMA amount. Accordingly, we 
direct these public utilities to separately identifl the TDMA amounts in any fhture filings 
to change their cost-based formula rates. 

5. 
extent that the TDMA amounts are reflected in the cost of service, the TDMA will not 
have any ratemaking implications for jurisdictional entities to the extent that they engage 
in the sale of electricity at market-based rates. 

Moreover, since the TDMA only affects rates for jurisdictional entities to the 

6. 
pipelines. The TDMA applies only to income attributable to qualified production 
activities, and jurisdictional pipelines do not engage in production activities. 

The TDMA also does not have any ratemaking impIications for jurisdictional 

For individuals, the reduction in the effective tax rate varies depending on the 
individual’s tax bracket, but, in any case, the amount of the allowable TDMA cannot 
exceed 50 percent of the individual’s W-2 wages of the employer for the taxable year. 
Act, section 102,§ 199@)(1) (2004). 



Docket No. EL05- 109-000 

The Commission orders: 
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Item No. 29 
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Public utilities with cost-based stated rates or cost-based formula rates for electric 
energy sales should appropriately reflect the TDMA amomts in any futuxe filing to 
change a stated cost-based rate or formula rate. 

By the Commission. 

( S E A L )  

Linda Mitry, 
Deputy Secretary. 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY FtEGULATORY CO’IMMISSION 

Tax Deduction for Manufacturing Activities 
Under the American Jobs Creation Act of 2004 

Docket No. ELO5-109-000 

ERRATA NOTICE 

(July 6,2005) 

On June 2,2005, the Commission issued a Guidance Order’ on the Tax Deduction 
for Manufacturing Activities under the American Jobs Creation Act of 2004.2 

The last sentence of paragraph number 2 is revised as follows: 1) the phrase 
“equivalent of reducing” is replaced by the phrase “9 percent of qualified production 
activity income and could reduce,” and 2) the phrase %om 35 percent to 32 percent” is 
eliminated. 

By direction of the Commission. 

Magalie R. Salas 
Secretary 

’ 11 1 FERC 7 61,351. (2005) (June 2 Order). 
Pub. L. No. 108-357,118 Stat. 1418 (2004) (adding additional section 199 to the 

Internal Revenue Code, 26 U.S.C. 6 1 et seq. (2000)). 
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FASB STAFF POSITION 

NO. FAS 109-1 

Title: Application of FASB Statement No. 109, Accounting for Income Tuxes, to the Tax 
Deduction on Qualified Production Activities Pravided by the American Jobs 
Creation Act of 2004 

Date Posted December 21,2004 

1. The Board directed the FASB staff to issue this FASB Staff Position (FSP) that 
provides guidance on the application of FASB Statement No. 109, Accountingfor Income 
Tmes, to the provision within the American Jobs Creation Act of 2004 (the Act) that 
provides a tax deduction on qualified production activities.’ 

Background and Issue 

2. On October 22,2004, the Act was signed into law by the President. This Act 
includes a tax deduction of up to 9 percent (when fully phased-in) of the Iesser of 
(a) “qualified production activities income,” as defied in the Act, or (b) taxable income 

(after the deduction for the utilization of any net operating loss carryforwards). This tax 
deduction is limited to 50 percent of W-2 wages paid by the taxpayer. 

3. 
accounted for as a special deduction or a tax rate reduction under Statement 109. 

As a result of the Act, an issue has arisen as to whether that deduction should be 

FASB Staff Position 
4. The FASB staff believes that the qualified production activities deduction’s 
characteristics are similar to special deductions illustrated in paragraph 23 1 of Statement 
109 because the qualified production activities deduction is contingent upon the fbture 
performance of specific activities, including the level of wages. Accordingly, the FASB 
staff believes that the deduction should be accounted for as a special deduction in 
accordance with Statement 109. 

5 .  The FASB staff also observes that fhe special deduction should be considered by an 
enterprise in (a) measuring deferred taxes when graduated tax rates are a significant factor 
and @) assessing whether a valuation allowance is necessary as required by paragraph 232 
of Statement 109. See Appendix A for an example of the application of paragraphs 27 
and 232 of Statement 109 for the impact of the qualified production activities deduction 
upon enactment of the Act in 2004. 

This FSP refers to and describes a provision within the Act. While those comments reflect the best efforts 
of the FASB staff to describe relevant aspects of the Act, this FSP shall not be considered a definitive 
interpretation of any provision of the Act for any purpose. 

1 

FSP on Statement 109 (FSP FAS 109-1) P. 1 
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Effective Date and Transition 

6. This FSP is effective upon issuance. 

7. An enterprise that previously recognized the qualified production activities deduction 
as a tax rate reduction shall restate its financial statements in accordance with paragraph 
27 of APB Opinion No. 20, Accounting Changes, to reflect the deduction as a special 
deduction as prescribed in paragraphs 231 and 232 of Statement 109, and shall provide the 
disclosures required by paragraph 28 of Opinion 20 and paragraph 14 of FASB Statement 
No. 3, Reporting Accounting Changes in Interim Financial Statements, if applicable. 

FSP on Statement 109 (FSP FAS 109-1) 
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Appendix A 

EXAMPLE OF TREATING THE QUALUFIED PRODUCTiON ACTMTIES 
DEDUCTION AS A SPECIAL DEDIJCTION 

The following exainpIe illustrates how an enterprise with a calendar year-end would apply 
paragraphs 27 and 232 of Statement 109 to the qualified production activities deduction at 
December 3 1,2004: In particular, this example illustrates the methodology used to 
evaluate the qualified production activities deduction’s effect on determining the need for 
a valuation allowance on an enterprise’s existing net deferred tax assets. 

Assumed facts: 

Expected taxable income (excluding the qualified production 
activities deduction and net operating loss carryforwards) for the year 

Expected qualified production activities income (QPAI) for the year 
2005 $50,000 
Net operating loss carryforwards at December 3 1,2004, which expire 

2005 $21,000 

in 2005 $20,000 
Expected W-2 wages for 2005 $10,000 
Assumed statutory income tax rate 35% 
Qualified production activities deduction: 3% of the lesser of (1) 
QPAI or (2) taxable income (after deducting the net operating loss 
carryforwards). Limited to 50% of W-2 wages. $30 

The example intentionally is not comprehensive (for example, it excludes state and local taxes). 2 

FSP on Statement 109 (FSP FAS 109-1) P. 3 
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Conclusion: 

The enterprise would not recognize a valuation allowance for the net operating loss 
carryforwards at December 31, 2004, because expected taxable income in 2005 (after 
deducting the qualified production activities deduction) exceeds the net operating loss 
carryforwards, as presented below: 

Analysis to compute the qualified production activities deduction 

Expected taxable income (excluding the qualified production activities 
deduction and net operating loss carryforwards) for the year 2005 
Less net operating toss carryf~rwards~ 
Expected taxable income (after deducting the net operating loss 
canyforwards) 

Qualified production activities deduction 

Analysis to determine the effect of the qualified production activities 
deduction on the need for a valuation allowance for deferred tax 
assets for the net operating loss carryforwards 

Expected taxable income after deducting the qualified production 
activities deduction 
Net operating loss carryforwards 

Expected taxable income exceeds the net operating loss carryforwards 

$2 1,000 
20.000 

$ 1,000 

$20,970 
20,000 

The Act requires that net operating loss carryforwards be deducted from taxable income in determining the 
qualified production activities deduction. Therefore, the qualified production activities deduction will not 
result in a need for a valuation allowance for an enterprise’s deferred tax asset for net operating loss 
carryforwards. However, the staff observes that certain types of tax credit carryforwards are not deducted in 
determining the qualified production activities deduction and, therefore, could require a valuation 
allowance. 

FSP on Statement 109 (FSP FAS 109-1) P- 4 
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Kentucky Power Company 

REQUEST 

Refer to page 3 1 lilies 10-1 7 of Mr. Wagiier's Testimony. Please provide a copy of Appendix A 
to the Coniinission's Order in Case No. 99-149. It does not appear to be available 011 the 
Commission's website. 

RESPONSE 

Please see AG First Set Item No. 37. 

WITNESS: Errol K Wagner 
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Page 1 of 1 

Kentucky Pawer Company 

Refer to page 3 1 lines 10-17 of Mr. Wagner's Testimony. Please provide a schedule fioiii Year 1 
through the termination of the merger surcredi t showing the annual merger costs and/or 
amortization, gross merger savings, and the computation of the annual shareholder savings and 
ratepayer merger surcredit. 

RF,SPONSE 

Attaclmient A, page 1 , to the KPSC's Order Dated June 14, 1999 provides a schedule from year 1 
tlmugh the terniiiiatioii of the merger credit of the annual net merger savings. Attaclment B, 
page 1 of 3 shows both the Change in Coiitrol and the Cost to Achieve annual amortization 
expense. The gross merger savings is calculated by adding the yearly net merger savings 
(Attacluiient A page 1 of 1) to the annual costs to achieve and change in control (Attacluiient R 
page 3 of 3). The computation of the annual shareholder net savings and the ratepayer net 
savings is shown on Attaclment €3 page 2 of 3. A copy of the Comiission's Julie 14, 1999 Order 
in Case No. 1999-149 is attached to the Company's response to the AG 1st Set Item No. 37. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

Refer to page 34 lines 1-5 of Mr. Wagner's Testimony. Please provide a ten-year history of storm 
damage reserve activity through June 2005, providing for each month, the begiiming balance, the 
moiitlily accruals, the monthly payments, and the eliding balance. 

RESPONSE 

The Company expenses storm damage as it is iiicui-red. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

Refer to page 35 line 4 through page 37 line 14 of hh. Wagner's Testimony. Please provide all 
work papers used to quantify tlie proposed $24.9 base level of off-system sales. 

RESPONSE 

Attached is the workpaper used to quantify tlie proposed $24.9 million base level of off-system 
sales profit. 

WITNESS: Errol K. Wagner 
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(1 1 
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2 

3 
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10 

11 

12 

13 

Month I Year 
(2) 

JUL / 04 

AUG 104 

SEP I 0 4  

OCT I 04 

NOV / 04 

DEC I 0 4  

JAN 105 

FEB I05  

MAR 105 

APR / 05 

MAY 105 

Test Year 
System Sales 

Monthly 
Profit 

(3) 

$4,068,332 

$2,871,664 

$4.922,864 

$67,121 

$1,000,703 

$1,743,635 

$3,674,868 

$1,840,112 

($389,264) 

$3,333,982 

$3,622,195 

Kentucky Power Company 
Adjustment to Test Year System Sales 

to Reflect Environmental Costs 
Allocated to System Sales 

Adjusted 
Environmentai Test Year 

Allocated to Monthly 
costs System Sales 

System Sales ’ - Profit 
(4) (5) 

$605,999 $3,462,333 

$485,338 $2,386,326 

$572,105 $1,350,759 

$388,837 ($321,716) 

$0 * $1,000,703 

$0 * $1,743,635 

$0 * $3,674,868 

$0 * $1,840,112 

$0 * ($389,264) 

$0 * $3,333,982 

$0 * $3,622,195 

July 2003 - 
June 2004 

System Sales 
Monthly 
- Profit 

(6) 

$4,431,976 

$2,720,475 

$1,589,739 

$1,677,235 

$4,598,496 

$3,015,262 

$2,981,894 

$3,186,685 

$1,690,591 

$2,784,993 

$2,818,773 

July 2002 - 
June 2003 

System Sales 
Monthly 
- Profit 

(7) 

$1,426,832 

$71 5,253 

$2,311,209 

$1,976,175 

$1,814,515 

$2,342,350 

$2,676,054 

$2,814,330 

$4,773,737 

$3,372,210 

$1,853,514 

Three Year 
Total System 
Sales Monthly 

(8) = (5+6+7) 

$9,321,141 

$5,822,054 

$5,251,707 

$3,33:,694 

$4,413,714 

$7,101.247 

$9,332,816 

$7,841,127 

$6,075,064 

$9,491,185 

$8,294,482 

Profit 

KPSC Case No. 2005-00341 
KlUC 1 st Set Data Requests 

Three Year 
Monthly 

Percentage 
of Total 

(9) 

10.70% 

6.68% 

6.03% 

3.82% 

5.06% 

8.15% 

10.71% 

9.00% 

6.97% 

10.89% 

9.52% 

item No. 33 
Page 2 of 3 

Monthly 
System Sales 
- Base 
(10) 

$2.658,364 

$1,660,434 

$1,497,772 

$950,190 

$1,258,779 

$2,025,256 

$2,661,693 

$2,236,268 

$1,732,591 

$2,706,860 

$2,365,563 

JUN / 05 $3,151,393 $0 * $3,151,393 $4,897,906 $2,825,828 $1 0,875,127 12.48% $3,101,556 

TOTAL $26,907,605 $2.052,279 $24,855,326 $33,394,025 $28,902,007 $87,151,358 100.00% $24,855,326 

Source Monthly Environmental Surcharge Filings 1 

* Already Reflected in Column 3 
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KENTUCKY POWER COMPANY 
SYSTEM SALES PROFITS 

MONTH Jul 00-Jun 01 

(1) 

JUL 

AUG 

SEP 

OCT 

NOV 

DEC 

JAN 

FEB 

MAR 

APR 

MAY 

JUN 

TOTAL 

(2) 

4,995,371 

7.682.554 

2,286,323 

1,566,740 

1,592205 

5,717,103 

1,572,319 

877,653 

2.807.283 

4,453,206 

4,411.744 

1,684,319 

39.646.820 

% of Total Jul 01-Jun 02 

(3) (4) 

12.6 6,782,762 

19.4 3,144,284 

5.8 308.161 

4.0 517,025 

4.0 471,920 

14.4 (1,030,078) 

4.0 1'1 97,344 

2.2 752,540 

7.1 1,031,274 

11.2 1,662,867 

11.1 301,164 

4.2 3,489,678 

100.0 18,628,941 

% of Total 

(5) 

36.4 

16.9 

1.7 

2.8 

2.5 

(5.51 

6.4 

4.0 

5.5 

8.9 

1.6 

18.7 

100.0 

Historical 

Jul 02-Jun 03 

(6) 

1,426,832 

715.253 

2,311209 

1,976.1 75 

1,814,515 

2,342,350 

2676.054 

2,814,330 

4,773,737 

3,372,210 

1,853,514 

2,825,828 

28,902,007 

% of Total 

(7) 

4.9 

2.5 

8.0 

6.8 

6.3 

8.1 

9.3 

9.7 

16.5 

11.7 

6.4 

9.8 

100.0 

Jul 03-Jun 04 

(8) 

4,431.976 

2,720,475 

1,589,739 

1,677,235 

1,598,496 

3,015,262 

2,981,894 

3,186,685 

1.690,591 

2.784.993 

2,818,773 

4.897.906 

33,394,025 

% of Total 

(9) 

13.3 

8.1 

4.8 

5.0 

4.8 

9.0 

8.9 

9.5 

5.1 

8.3 

8.4 

14.7 

100.0 

JulO4-Jun 05 

($0) 

3.462.333 

2,386,326 

1,350,759 

(321,716) 

1,000,703 

1,743,635 

3,674,866 

1,840,112 

(389.264) 

3.333.982 

3,622,195 

3,151,393 

24,855,326 

% of Total 

(11) 

13.9 

9.6 

5.4 

(1.3) 

4.0 

7.0 

14.8 

7.4 

(1.61 

13.4 

14.6 

12.7 

100.0 

(1 2) 

4,219,868 

3,329.788 

1,569,242 

1,083,096 

1,295,571 

2,357,660 

2,420,502 

1,894,269 

1,982,731 

3,121,460 

2,601,484 

3,209,834 

29,085,504 

Three Year New Tariff 
% of Total Prior 3 Yr Avq % of Total % of Total Base Level 

(Col. 4-6-8) (Col .6+8+10 

(13) 

14.5 

11.4 

5.4 

3.7 

4.5 

8.1 

8.3 

6.5 

6.8 

10.7 

8.9 

11.0 

100.0 

(44) 

4,213,857 

2,193,337 

1,403,036 

1,390,145 

1,294.977 

1,442.511 

2285,097 

2,251,185 

2.498.534 

2,606.690 

1,657.817 

3.737,804 

26,974.991 

(15) 

15.6 

8.1 

5.2 

5.2 

4.8 

5.3 

8.5 

8.3 

9.3 

9.7 

6.1 

13.9 

100.0 

9,321.141 

5,822,054 

5,251,707 

3,331,694 

4,413,714 

7,101,247 

9,332,816 

TS841,127 

6,075,064 

9.491.185 

8.294.482 

10,875,127 

10.70% $2,658,364 

6.68% $1,660,434 

6.03% $1,497,772 

3.82% $950.190 

5.06% $1258,779 

8.15% $2,025,256 

10.71% $2,661,693 

9.00% $2,236,268 

6.97% $1,732,591 

10.89% $2,706,860 

9.52% $2,365,563 

12.48% $3,101,556 

87,151,358 100.00% $24,855,326 
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Kentucky Power Company 

REQUEST 

Provide the Company's forward price curves (future market price projections) for off-system 
sales as of June 30, 2004, September 30,2004, December 31,2004, March 31,2005 Julie 30, 
2005 and Septeiiiber 30,2005. The forward price curves as of these dates should be provided for 
all projected periods for which they are developed or otherwise obtained. Provide all 
assumptions underlying these forward price curves iiicluding, but not limited to natural gas 
prices. 

RESPONSE 

C O N F I D E N T I A L  

The requested information is considered confidential and the Company has requested 
coilfidential treatment in the forni of a Motion for Confidential Treatment. 

WITNESS: Robert Bradish 
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