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A T T O R N E Y S  

April 18,2013 

NAND DEL,IVERED 

PUBLIC SERVICE 
COMMISSION 

421 West  M a i n  Street 
Post Office Eox  634 
Frankfort, IKY 40602-OW. 
15021 223-3477 
15021 223-4124 Fa>( 
w v l l w ~  stiies. c o m 

Mark R Overstreet 
(502) 209-1219 
(502) 223-4387 FAX 
rnoverstreet@stites cam 

Jeff R. Deroueii 
Executive Director 
Public Service Commission 
2 1 1 Sower Boulevard 
P.O. Box 61.5 
Frankfort, KY 40602-06 1 5 

RE: Case No. 20 12-00578 

Dear Mr. Derouen: 

Enclosed please find aiid accept for filiiig the origiiial and eight copies of Kentucky 
Power Company’s April 18, 201 3 responses to Staffs third set of data requests to the Company 

A copy of this letter and the Company’s responses is being served by overnight delivery 
oii the iiidividuals indicated below and their associated counsel. Further, in accordaiice with Mr. 
Nguyen’s request, a copy of the respoiises also is being served by ove 
Drabinski, Boismenu, arid Buecliel. 

MRO 
cc: Michael L,. Kurtz 

Jennifer Black Hans 
Shannoii Fisk 
Joe F. Childers 
Robb Kapla 
Lane Kolleii 
Tim Woolf 

Alexandria, \/A /-\tlanra, GA Franldor-c, KY Franklin, Th! JeSiersonville, I N  lexing-con, KY Louisville, I(? Nashville, TN 



PlJBLlC SERVICE 
COMMISS ION 

I N  TiilE MATTER OF: 

APPLICATION OF KENTUCKY P O ~ E R  COMPANY FOR: 1 

AUTHORIZING T E TRANSFER TO THE COMPANY OF AN 1 
~ ~ ~ ~ I V ~ D E ~  FIFTY PERCENT INTEREST IN THE MITCHELL 1 

OF THE ASSUMPTION BY KENTUCKY POWER COMPANY OF ) 

( I )  A CERTIFICATE OF PUBLIC C ~ N ~ E N I E N C E  AND NECESSITY ) 

GENERATING STATION AND ASSOCIATED ASSETS; ( 2 )  APPROVAL ) 

C E R T A I N  LIABILPTIES I N  CONNECTION WITH THE TRANSFER OF) 
THE iMlTCWELL GENERATING STATION; (3)  DECLARATORY ) CASE NO. 2012-00579 
RULINGS; (4) DEFERRAL OF COSTS INCURRED IN CONNECTION ) 
WITH THE COMPANY’S EFFORTS TO MEET FEDERAL CLEAN AIR)  
ACT AND RELATED REQUIREMENTS; 5) FOR ALL OTHER ) 
REQUIRED APPROVALS AND RELIEF ) 



' h e  undersigned, Jeffery D. LaNeur, being duly sworn, deposes and says hc IS Vice 
President Generating Assets APCOPKY, that he lias personal luiowledge of the matieis 
set forth in the forgoing responses for which he is the identified witness and that thc 
infortnation coiltailled therein is true and correct to the best of his infoiiiiatioii, 
knowledge, and belief 

s'ixm OF WEST VIRGINIA 1 

COUNTY OF ICANAWHA ) 
) Case No. 2012-00578 

Siibscribed and sworii to before ary Public in and before said C'ounty 
rind State, by Jeffery D. LaFleur, this the y ofApril 2013. 

Notary Public I u 



The undersigned, Scott C. Weaver, being duly sworn, deposes and says he is Managing 
Director Resource Planning and Operation Analysis for American Electric Power, that he 
has personal knowledge of the matters set forth in the forgoing responses for which he is 
the identified witness and that the information contained therein is true and correct to the 
best of his information, knowledge and belief 

STATE OF OHIO 1 

COUNTY OF FRANKLIN 1 
) CASE NO. 2012-00578 

Subscribed and sworn to before me, otary Public in and before said County 
and State, by Scott C. Weaver, this the of April 20 13. 

Cfieryl L. strawser 

My Commission Expires: 



VERIFICATION 

The undersigned, Raiiie I<. Woluilias, beiiig duly sworii, deposes aiid says hc is the 
Managing Director Regulatory aiid Finance €or I<entucky Power, tliat he has personal 
litiowleclge of the matters set forth in tlie forgoing respoiises for which lie is thc iclcnti lictl 
witiiess aiid tliat the iiiforiiiatioii coiitaiiied therein is true aiid correct to the best of his 
iiif'oriiiation, knowledge, aiid belief 

Raiiie I<. Wohnlias 

C'OMMON WEALTH OF KENTUCKY 

COUNTY OF FRANKLIN 

) 
) CASE NO. 2012-00578 
1 

Subscribed aiid sworii to before me, a Notary Public in and before said Colinty 
aiitl State, by Raiiie I<. Woluihas, this tlie /%&day of April 2013. 

My Coiiiiiiissioii Expires 7 



es- Y 

Refer to TCeiitucky Power's respoiise to Coiiimissioii Staffs Secoiid Request lo1 
tdorliiatioii ("Staf€'s Secoiid Request"), Iteiii 3, wliich discusses the reasons lor thc 
decrease in ICeiitucky Power's deficit capacity position. Describe what impacts the 
iiierger betweeii C ~ l ~ i i i b ~ ~  Southem Power and Ohio Power Coiiipaiiy has liacl on 
Kentucky Power's 201 2 deficit capacity position. 

The Colui~ibus Soutliem Power (CSP) aiicl Ohio Powei Coinpaiiy (OPCo) iiici gci 
potentially had two sinal1 offsetting impacts 011 I~eiitucky Power's 20 12 deficit capacity 
position aiid payment. 

First, the CSP/OPCo coiiibiiied peak was poteiitially less tliaii what CSP's aiicl C)l'C'o's 
individual uimerged pealts would have beeii i l  their iiidividual pealts liad occui red in 
different hours. This would have resulted in a slightly liiglier MW cleficit posittoii 101 

Kentucky Power. 

Second, the iiierged CSP/OPCo capacity equalization rate was liltely less tliaii that 01 
OPCo by itsel1 aiid would have reduced the $/ltW-iiioiith rate paid by ICeiitucky Powcr. 

WIITNE§S: Rank K. Wolmlias 



Refer to Keiitucky Power's respoiise to Staffs Secoiid Request, Iteiii 4, wliicli states," 
ICeiit-Lrcky Power agrees that tlie Mitcliell Plaiit's Unit 1 fitel cost is approximately 1 1 - 
12% less than tlie fuel cost for Big Sandy Unit 2 for tlie years 201 1 aiid 2012." Also refer 
to I<.eiitucky Power's response to Coiiiiiiissioii Staffs First Request for Informati on, Iteiii 
12, Attacluiieiit 1. Provide the followiiig: 

a. The liiie iiiiinber which reflects tlie 11-12 percent reduction in fuel cost as stated 
above; also provide tlie dollar aiiiouiiit reflected in Attachiiieiit 1 . 

b. Tlie reductioii in fuel cost wliicli would flow to Kentucky Power's retail custoniers 
tlvougli the fuel adjustiiieiit clause, aiicl how it is reflected in Attaclmieiit 1 .  

a Tlie aiialysis prepared in I(rSC 1-12 Attacluiieiit 1 was based 011 an assumption that 
the Mitcliell transfer aiid tlie AEP Pool teriiiiiiatioii liad occurred 1/1/11, without re- 
dispatching ariy generating units. Oiily the iiicreiiieiital effects 011 iiidiviclual 
ieveiiues aiid expenses wliich would have been impacted under these assuiiiptioiis 
were reflected in tliat analysis. Big Sandy's fix1 aiid otlier O&M expense was iiot 
iiicorporatecl in tlie analysis, because it was assumed there would be 110 change in its 
level of generation during that year. This assuiiiptioii is based 011 tlie pieiiiise that all 
geiieratiiig units are dispatched by PJM only to serve region-wide load when they ale 
econoiiiic to do so, when compared to all of tlie otlier resources available 111 PJM 
Neither the eliiiiiiiatioii of tlie pool, nor the Mitchell transfer would have impacted 
tlie iiuiiiber oE hours that Big Saiirly would have beeii dispatched by PJM. Tlieicfoie 
tlie 1 1 - 12% difference is iiot reff ected in tlie response to IOPSC 1 - I  2 

11 The analysis prepared iii IQSC 1-12 Attacluneiit 1 did iiot sepaiately idcntify the 
cstiiiiates of' what tlie impacts OS the proposed actioiis 011 tlie €tiel adjustiiienl clause, 
system sales clause (SSC) or base rates would have beeii in 201 1. All of' the iiiipacts 
on cost of service were coinbiiied in the estimate of the 7.98% increase. 



The elimination of energy pLircliases made under tlie AEP Pool, reduction i n  111ail<et 
energy purchases, and changes in traiisiiiission losses are other items which 1 1111 

through fwl  which would have impacted retail €tiel costs. Consequently, thc I Lie1 
cost dillfereiice ($/MWh) between Mitchell a id  Big Sandy will iiot iiecessaiily icsull 
in an equivalent percentage difference in total dollas that run through tlie letail lire I 
clause. 

For an estimate of tlie iiiipacts on costs wliicli separately identified the impacts 011 

the hiel adjustment clause based 011 2012, please refer to the Company’s response lo 
Attorney General question 2- 12. 

WITNESS: Rank IC Woldias 



Y 

Rekr  to the ICeiitucky Power's response to Staffs Secoiid Request, Item 5 ,  which states: 

a. Sales coiiiiiiitted uiicler tlie curreiit American Electric Power [(I' AEPI') 1 
Iiitercoiuiectioii Agreeiiieiit [("Pool Agreeiiieiit")] that coiitiiiue beyoncl the 
agreeiiieiits scheduled teriiiiiiatioii will use the same allocator, Meiiibci Loat l 
Ratio [("MLR")], as was used at the tiiiie such sales were made. 

b The Coiiipaiiy caimot coiiiirm this statement. The calculatioii as preseiited iii the 
iequest utilizes a 2012 peak aid aiid therefore is iiot reflective oL tlie capacity 
required in 2014, iior does it account for any type of reserve iiiargiii capacity. 

With that said, ICeiitucky Power is curreiitly expected to have siirplus capacity 
during the 17-moiitli traiisitioiial period begiiuiiag Jaiiuary 1, 20 14, aiid custoiiieis 
will receive tlie iiiajority of tlie eiiergy l-miefits or  any S U ~ ~ ~ U S  capacity. 

c As of J a i i ~ ~ y  1, 2014, there will be iio "deficit" a d  ' l ~ ~ i r p l ~ ~ ~ "  companies under 
the AEP Iiitercoiuiectioii Agreeiiieiit siiice that agreeiiieiit will have teimiiiatecl 
Capacity sales that coiitiiiue after January 1 , 20 14 were eiitered iiito while tlic 
current pool was active; coiisequeiitly, MLR is beiiig used as the allocator lor 
such sales. 

d. The plxase "predominantly in PJM" is used solely to recogiiize that tlie Agent. on 
belial€ of l<PCo, will seek the best prices for I<PCo surplus eiiergy ancl as a 
consequence may sell certain blocks o€ eiiergy from time to time outsidc ol: P.JM 
(e.g., MISO) 

a. Coiifiriii that today under the Pool Agreeiiieiit, the curreiit month MLR is used as 
an allocator to allocate aiiy current iiioiith's capacity sales. 

b. Explaiii why Keiitucky Power proposes to use the Glial MLR as the allocator to 
allocate aiiy future iiioiith's capacity, even though the Pool Agreement terminates 
Deceiiiber 31,2013. 



c.. State wlieii tlie filial MLR will 110 loiiger be used to allocate energy sales. 

d. Coiifirm that today under tlie Pool Agreement, Keiitiicky Power aiid its custoiucis 
receive its current iiioiitli's MLR share of the energy beliefits. 

e. Explaiii why it is reasoiiable for Kentucky Power aiid its ratepayers to reccivc the 
majority of the energy benefits of any surplus capacity, but receive only heir  h a 1  
MLR share of tlie capacity sales €roiii tlie same surplus capacity. 

r. Esplaiii why, siiice the MLR aiid the Capacity Payiiieiits are both provisions ol ilic 
Pool Agreeiiieiit, it is appropriate to coiitiiiue the MLR provision alie~ thc 
termination date for capacity sales aiid iiot coiitiiiue the Capacity I-'ayment 
provision. 

g. State how iiiaiiy times, from 2010 to 2012, the Agent iiiade sales outside ol' P.IM, 
aiid provide the associated ainouiit of MWH for those sales. 

a. C oii tiriiied . 

b. Off-system sales commitments made while the curreiit Iiitercoiiiiectioii 
Agreeiiieiit ("Pool Agreement") is in effect and that coiitiiiue beyond December 
3 1, 20 I3 ("legacy transactions"), will use an MLR allocator because that is used 
uiider tlie curreiit Pool Agreement to allocate such transactions. Tlie filial MLR, 
as defiiied in Sectioii 1.4 of tlie Bridge Agreement as filed at FER.C, \vi11 be 
utilized to allocate these legacy traiisactioiis begiiiiiiiig January 1, 20 14. 

c. The MLR will no loiiger be used once all legacy trading transactions, which can 
include energy sales, have settled. 

d Today, Keiituclcy Power receives its iiioiit1iIy MLR share of o Cf-system sales 
Eiiergy piuchases aiid sales aiiioiig the operating coiiipaiiies to hlfi11 their iiitei nal 
load requireineiits are iiot allocated 011 ai MLR basis. Such energy sales aic iiiacte 
from the coiiipaiiies with an eiiergy S L K ~ ~ L I S  to those with an eiiergy deficit i n  each 
hour. 

e. Off-System sales coiiiiiiitiiieiits iiiade uiider the curreiit Pool Agreement [hat are 
legacy traiisactioiis will use aii MLR allocator as describe iii "b." above. Such 
allocation will eiid oiice these traiisactioiis are settled. Siiice there are no non- 
trading spot market energy comiiii~iieiits that have been iiiade under the cm-ent 
Pool Agreeineiit that will coiitiiiue after tlie agreement terminates, there w i I1 be 110 

such energy legacy transactions to allocate Lisiiig MLR. 



1. The final MLR will be usecl oiily €or the allocation o r  the legacy poithlio o€ ol'f- 
systeiii sales of capacity aiicl trading. These are transaction obligations that stil I 
iiiiist be met afier the Pool Agreeiiieiit has teriiiiiiated, aiicl siiice they wci c iiixle 
cluriiig a period wliicli used or uses MLR as the allocator, it is appio1-11 iatc to 
iiiaiiitaiii this allocatioii until such traiisactioiis caii all be settlecl. 

The Pool Agreeiiieiit teriiiiiiatioii will result in tlie eiid of lraiisactioiis among or  
bet w eeii tlie member coiiipmies , iiicludi iig tlie capacity pay iiieiit pi ovi si oils. 
Consequeiitly, there are 110 capacity transactions aiiioiig the iiieiiibers that intist be 
addressed. 

g. From 2010-2012 AEPSC, 011 belialr of tlie east operating companies, sold 20.9 
niillioii MWhs to points outside of PJM. The iituiiiber of iiidividual transactions 
are iiot available. 

%NESS : Raiiie IC Wohidias 



REQUEST 

l i e h  to KeiitLiclcy Power's respoiise to Staff's Second Request, Item I 0, Attacliiiient 1 

a. Esplaiii whetlier the Darby Plant capacity costs are used iii calcdatiiig the AEP Pool 
Capacity costs paid by tlie AEP Pool deficit members. 

b. State wlietlier the Darby Plant eiiergy costs (hel,  ftiel-liaiirlling aid vaiiable O&M) are used 
in calculating tlie primary eiiergy rate for AEP Pool purposes. 

c Stale whetlier the Waterlord Plant capacity costs are iised in calculating the AH-' Pool 
Capacity costs paid by the AEP Pool deficit iiieiiibers. 

cl. State whether the Waterford Plant energy costs (fuel, f~iel-haiidliiig, and vaiiable operation 
& iiiaintenance) are used in calculatiiig the priiiiary eiiergy rate for AEP Pool pui-poses. 

e 11- the aiiswer to any of Items a tlu-ough d above is yes, explaiii aiiy response ol' "No" in tlie 
Company's response to Staff's Secoiid Set, Iteiii No. 10, Attacliiiient 1, Section B. column 
titled "I-Iistorically Provide Pool Cap st Energy. 

RESPONSE 

a. The Darby Plant costs have been used to calculate OPCo's capacity cost paid by the AEP 
Pool deficit iiieiiibers for the Iiiiiited period siiice January I 2012, beginning with the 
merger oP Col~iiiib~is Southern Power (CSP) a i d  Ohio Power Coiiipaiiy (OPCo) 

17. Darby Plant eiiei-gy costs are nsed in calculating the priniaiy eiiergy rate lor /-\El' Pool 
purposes. Such primary eiiergy sales €ram CSP to ICPCo were extremely limited p i  ior to the 
CSP/OPCo iiierger due to CSP's eiiergy deficit position. 

c .  The Waterford Plant costs have been used to calculate OPCo's capacity cost paid by  tlie 
AEP Pool deficit meiiibers for tlie limited period siiice January 1 20 12, beginning with the 
merger or Colunbus Southern Power and Ohio Power Compaiiy. 



cl. Waterlord Plant energy costs are used in calculating the primary energy rate for AEP Pool 
purposes. Such priiiiary energy sales from CSP to IG'Co were extreiiicly limited prior to tlie 
CSP/OPCo merger due to CSP's energy deficit position. 

c As desciibed in the Coiiipaiiy's respoiises to parts a. tluough d. above, the Daiby and 
Watei ford plants did not provide any Pool Capacity aiid oiily liiiiited eiicigy to l<PCo pi ior 
to the CSP/OPCo merger, wliich occurred just last year. Therefore, the Daiby and 
Waterford units were designated as not historically providing capacity oi eiici gy as these 
units weie owned by CSP, a deficit ineinber of the pool for iiiaiiy years. 

By contrast, tlie next iiiost recent addition to OPCo, a S L U ~ ~ L I S  imiiiber of the pool, sl-1own in 
Attacluiieiit I, Part A of the Company's response lo ICPSC, 2-10, is the Gavin Unit  2, wliich 
achieved coiiiiiiercial operation in 1975, or 37 years earlier. It is this wide gap 111 time 'that 
results in a Pair distinction of units that "Historically Provide Pool Capacity and Energy" to 
exclude Darby or Waterford. 

WITNESS: Raiiie I<. Wolmlias 



CommissicbnTl Staff% 

Itern wo. 5 
Page 1 o f 1  
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Refer to Kentucky Power's responses to Staffs Second Request, Iteiii 21 aiid to Staffs 
Secoiid Request, Item 2.c. Provide aiid explain tlie order in which tlie accouiitiiig entries 
associated with tlie Mitchell Traiisfer will occur, along with Ilie accouiitiiig entries 
associated with tlie Iiiteriiii Allowance Agreement provisioii at the end of each calendar 
year, aiid whether each of the AEP Pool nieinbers are obligated to have their MLR share 
of the AEP East allowance iiiveiitory. 

The steps describing the order of the accounting entries associated with the Mitchell 
Traiisfer are described iii detail in the October 31, 2012 filiiigs at tlie FERC inade 011 

behalf of ICPCo. The FERC filings were provided for by reference in the Coiiipaiiy's 
application in this docket aiid C a l l  be found at 
littp://www. ae~~.coiii/iiivestors/CurreiitReguIatoryActivity/~egiilatory/~erc.asp?i 

In tlie Company's filed FERC 203 Ohio Corporation Separation Application, pages 17 - 
18 provide tlie steps describing the order of the accoiuitiiig entries to transfer the 
geiieratioii facilities fioin Ohio Power to AEP Geiieratioii Resources. Pages 8 -10 of the 
filed FERC 203 Amos a id  Mitchell TraiisCer Application provide tlie steps describing the 
order of tlie accounting entries of Amos aiid Mitchell transfer which will occur 
iiiuiiediately after closiiig o€ tlie Coi-porate Separatioii Transaction. 

Pages 7 - 8 of the Company's filed FERC 205 - Pool and IAA Teriniiialioii, PCA & 
Bridge Application provides that Pool Meinbers agree the IAA sliould terminate effective 
J a i i ~ ~ y  1, 2014. Therefore tlie filial IAA entries in December 2013 will be iiicluded in 
tlie closiiig and part oC tlie amounts transferred in the steps described above aiid in tlie 
FERC filings. 

The relevaiit pages, as indicated above, are iiicluded as ICPSC 3-5 Attaclxnent 1 

Each of the AEP Pool ineiiibers is obligated to have its MLR share of tlie AEP East 
allowaiice iiiveiitory, which will be determined prior to the transfer in the steps described 
above aiid in tlie FERC filings. 

TNESS: Raiiie IC. Woludias 



KPSC NO. 2012-00578 
Cornmi, 
Order Dated April 9, 2013 
Item No. 5 
Attachment 1 
Page 1 of 7 

,i Staff's Third Set of Data Requests 

intend that PCRRs that have tender dates after the closing of the Transaction would 

Generation Resources in the inaniier described above on OT about their 

tender dates.lG AEP Generation Resources would be inacle contractually responsible for 

costs of carrying the transferring PCRBs after closing of the Tran~act ion. '~  This 

arrangeinent is consistent with the Ohio @oininission's ruling (at pages 17- 18) in the 

Ohio Coimnission Corporate Separation Order. 

ansact ch will occur one 

a othe hi0 Commission-approved 

0 

Resources. The following thee steps will comprise the fsansfer from Ohio Power to M P  

Generation Resources: First, Ohio Power will contribute its generating units, generation- 

related assets and the associated liabilities to its direct, wholly-owned subsidiary, AEP 

ation Resources Next, Ohio Power will isti-ibute its shares of AEP Generation 

Resources to AEP, the parent 

AEP Generation Resources to a wholly-owned subsidiary holding company. This 

intermediate holding company will be a direct subsidiary of AEP and thus in a separate 

Finally, MI' will contribute all of the stock of 

As described in a Section 203 application being filed coiiteniporaiieously lierewith, PCRBs I6 

associated with Ohio Power's interests in Amos Unit No. 3 and the Mitchell generating station would be 
further transferred to APCo and IGCo. 

AEP Geiieratioii Resources would seek approval under FPA Section 204 for the above- described 
securities issuances, as appropriate. 

Nonetheless, to the extent Section 203(a)(2) is triggered, Section 33.1 (c)(2)(iii) provides a blanket 
authorization for a holding conipany to acquire any security or a subsidiary company within the holding 
coinpany system. 18 C.F.R. 33.l(c)(2)(iii). 

l7 If AJ3P Generation Resources did not have a waiver from the requirements of FPA Section 204, 

The Applicants do not believe that this interriiediale step higgers FPA Section 203(a)(2). 

- 17-  



KPSCC ’\lo 2012-00578 
Commis 
Order Dated April 9, 2013 
Item No. 5 
Attachment 1 
Page 2 of 7 

Staff‘s Third Set of Data Requests 

chain of ownership from tlie wires coinpany, 0150 Power, thereby structurally separating 

Ohio Power from AEP eneration Resources in AEP’s coi-porate structure, as shown in 

the post-Transaction organizational chart in Exhibit C. l9 

The Applicants intend to close the Transaction on or about December 31,2013. 

The Applicants request that the Conilission approve the Application witlizout a hearing 

within the statutorily-prescribed period of 180 days from the date of filing of tlie 

Application. 

The jurisdictional facilities that will be transferred to AEP Generation Resources 

are: (1) the Facilities;2” (2) the Cardinal station operating agreement between Ohio Power 

and Buckeye;21 and (3) the Wheeling Contract, but only if the APCo/Wheeliiig merger 

does not close at the same time as the Transaction closes.22 Following the closing of tlie 

As described in a separate application under FPA Section 203 being filed contemporaneously 
herewith, iinmediately after closing of the Transaction, APCo will obtain the transferred interest in Unit 
No. 3 of tlie Amos generating plant aiid appurtenant intercoiinectioii facilities aiid related assets and 
liabilities (APCo already owns the remaining interest in Amos Unit No. 3) and a SO% undivided interest 
in the Mitchell geiieratiiig plant and appurtenant interconnection facilities and related assets and liabilities 
(collectively, “Mitchell”), and KPCo will obtain the remaining SO% undivided interest in Mitchell. This 
Transaction is not, however, contingent upon the transfer of those interests to APCo and IWCo. 

*’ The disposition by Ohio Power of its geiieration units aiid related jurisdictioiial assets requires 
prior app-oval oE the Comn~ssion under Section 203(a)(l)(A), I6 U.S.C. Q 824b(a)( l)(A). The transfer of 
the generating units to AEP Generation Resources (which will be a public utility at the time of the 
Transaction) requires prior approval of the Corninission under Section 203(a)( I)(D), 16 U.S.C. 
Q 824b(a)( 1)(D). 

letter orders dated October 15,2004, and November 30,2004, in Docket No. ER04-1141. Under the 
Cardinal operating agreement, Ohio Power operates the Cardinal station, including Unit Nos. 2 and 3, 
wliich are owned by Buckeye. 

by letter order issued 011 January 8, 2010 in Docket No. ER10-275. As noted above, Ohio Power provides 
wholesale requirements service to its affiliate, Wheeling, under the Wlieeliiig Contract. In a separate 
Section 203 filing being made contemporaneously herewith, approval is being sought for a transaction 
under which Wheeling would merge with aiid into APCo, with APCo being the surviving company. The 

” The Ohio Power Comnpany First Revised Rate Schedule FPC No. 69 was accepted for filing by 

’’ The Ohio Power Company First Revised Rate Schedule FERC No. 18 was accepted for filing 

(continued) 

- 18-  
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The principal purpose of the Transaction is to transfer generation €rom AEB 

Generation Resources to APCo and KPCo so that they can satisfy their capacity 

requirements in PJM and provide baseload generation to meet their customers’ energy 

requirements at the time that the Pool Agreement is terminated. The generation assets to 

be transferred include Ohio Power’s existing interests in the John E. Amos and Mitchell 

generating plants. The John E. Amos generating plant is a three-unit coal-fired power 

plant located in Winfield, West Virginia, with an average annual capacity rating of 2,900 

MW. Ohio Power has an undivided two-thirds interest in Unit No. 3 of that station (867 

MW); APCo currently holds the remaining undivided one-third interest in lJnit No. 3 

(433 MW), and it owns all of Unit Nos. 1 and 2 of the Amos station. The Mitchell 

generating station is a two-unit coal-fired power plant located in Moundsville, West 

Virginia, with an average annual capacity rating of 1,560 MW. Ohio Power currently 

owns the entire station. 

saction will occur iinmediately after closing of the Corporate 

hich provides for Ohio er’s interests in tlie John E. S 

ter 

tr Immediately upon closing of 

oi-poi-ate Separation Transaction, ho E. 

ion and the Mitchell station will be transkned to M C o  and IQCo at the same 

pecifically, APCo (which already owns an interest in Amos Unit net book value price 

No. 3) will obtain Ohio Power’s former ownership interest in Unit No. 3 of the Amos 

0 
- 0 -  



t<PSC NO. 2012-00578 
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I Staffs Third Set of Data Requests 

generating station and appurtenant interconnection facilities (“Amos 3 Facilities”), and 

related assets and liabilities, and a SO% undivided interest in the Mitchell generating 

station and appurtenant interconnection facilities (‘cMitchell Facilities”), and related 

assets and liabilities. IQCo will obtain the remaining 50% undivided interest in the 

lVitchel1 Facilities, and related assets and l iabi l i t ie~.~ 

Several steps are involved in effecting the Transa First, immediately upon 

consumnation of the Corporate Separation Transaction Generation Resources will 

tribute its interest in the Amos 3 Facilities and a 50% u d interest in the 

ilities to a wholly-owned subsidiary of AEP Gen 

A In parallel, AEP Generation Resources ute the remaining 50% 

iv nterest in the Mitchell Facilities to ano wholly-owned subsidiary of 

eration Resources, NEWCQ Kentucky. Generation Resources will 

distribute its shares of NEWCO Appalachian and NEWCO ICentucky to its direct parent 

(which will be an intermediate holding company between AE eneration Resources 

ultimate p eneration Resources) olding 

company will distrib its shares of NEWCB Appalachian and NEiWCO Kentucky 

direct parent, Finally, NEWCO Appalachian will merge with and into APCo, with 

The limited, generation-x.lated transmission assets to be transferred to APCo and KPCo are the 
transinission facilities associated with the generating plants located at or forming part of the generating 
plants. 

Nonetheless, to the extent Section 203(a)(2) is triggered, Section 33.1 (c)(Z)(iii) provides a blanket 
authorization for a holding co~llpany to acquire any security of a subsidiary conipany within the holding 
compa~iy system. 18 C.F.R. 9 33.1 (c)(2)(iii). 

’ The Applicants do not believe that these intermediate steps tsigger FPA Section 203(a)(2). 
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APCo being the surviving entity, and NEWCO Kentucky will inerge with and into EWCo, 

with IQCo being the 

The Applicants intend to close the Transaction on or about December 3 1, 20 13. 

The Applicants request that the Conunission approve the Application without a hearing 

witlzin the statutorily-prescribed period of 180 days froin the date of filing of the 

Application. 

The jurisdictioiial facilities that will be transfeiyed to APCo are the Amos 3 

Facilities and an undivided 50% interest in the Mitchell Facilities. The jtirisdictional 

facilities that will be transferred to MPCo are an undivided 50% interest in the Mitchell 

Facilities.' 

Exhibit I contains the forms of the Asset Contribution Agreeinent between AEQ 

Generation Resources and NEWCO Appalachian and the Asset Contribution Agreeinent 

between AEP Generation Resources and NEWCCB I<eiitucky, as well as the forins of the 

Agreement and Plan of Merger of APCo and NEWCCb Appalachian and the Agreement 

and Plan of Merger of KPCo and NEWCO Kent~icky.~ The distiibution of the shares of 

NEW670 Appalachian and NEWCO ICentuclsy from AEP Generation Resources to its 

The disposition of the Amos 3 and Mitchell Facilities by M P  Generation Resources (which will 
be a public utility at the t h e  of the Transaction) iequives prior approval of the Commission under Sectioii 
203(a)(l)(A), 16 U.S.C. 9 824b(a)(l)(A). The transkr of the generating units to ApCo and I e C o  
requires prior approval oE the Coiniilission under Section 203(a)( I)@), 16 1J.S.C. $ 824b(a)( I)@). 

APCo and KPCo are also entering into an opeiating agreement with iespect to the Mitchell 
generating station (which they will jointly own after the Transaction closes), under wfiich APCo will 
operate the Mitchell geiieiating station. That agieciiient is being conteiiiporaneously filed with the 
Commission under FPA Section 205. 

7 

- 10- 
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IV provides for a fair allocation of the cost ofineeting pre-existing PJM Fixed Resource 
Requirement (“FRR”)’* obligations and setiling existing iiiarlteting and trading positions that 
will survive termination of the Pool Agreenient. 

The Commission has had occasion to review issues concerning the proposed withdrawal 
of one or inore ineinbers rrom an integrated holding company’s pool arrangements in Entei$,qy 
Services, Iiic., 129 FERC 7 61,143 (2,009); order. dmying reh ’g, 134 FERC 7 61,075 (201 I); 
aff’d, Cozrncil of the Cily ofNeiv Or.lecrns, Loziisiarici 17. FERC, No. 11-1043 (D.C. Circuit, 
August 14, 2012) (“Eiife7*gy”). In that case, the Commission ruled that there are three specific 
questions coiiceriiiiig the proposed withdrawal: whether the iiieinbers are permitted to leave tlie 
arrangement; whether they are required to coinpensate any reinaining members; and whether 
they have any “continuiiig obligations” to the remaining members. 129 FERC 7 61,143 at P 58. 
As confiriiied by review of Section 13.2, the Pool Agreement perinits each Pool Member to 
terminate its agreement (the equivalent of withdrawing €rani the agreement), and neither requires 
a terminating Pool Member to coinpensate the other Pool Members nor imposes upon a 
terminating Pool Member any continuing obligatioii to the other Pool Members. Section 13.2 is 
straightforward: a terminating Pool Member must simply provide the other Pool Members with 
three years’ prior written iiotice of its proposed termination. 

In Ente~gy, tlie Coniinission fkrther ruled that acceptance o€ the members’ proposal to 
withdraw from tlie agreenient does not turn on the justness and reasonableiiess of the potential 
SLiccessor arrangements; that determination is made when such arrangeinents are submitted lor 
Coininissioii review. I34 FERC 7 61,075 at P 24. As noted, APCo, I&M, and IWCo have 
agreed to a new set of arrangeinelits, i.e., tlie Power Coordination Agreeineiit. That agreeiiient is 
discussed below, and any issues surrounding the justness and reasonableness of that agreement 
may be resolved in this docket. 

T 

(APCo already owns the remaining interest iii Amos TJiiit No. 3) and a SO% uiidivided interest in 
tlie Mitchell generating plant, and I<PCo will obtain the remaining 50% undivided interest in the 
Mitchell plant. Aii application seeltiiig approval of the transfers to APCo and KPCo is being 
filed with the Commission conteinporaneously herewith in accordance with FPA Section 203. 

in connection with PJM’s Reliability Pricing Model (“RPM”). In coiijunction with the 
developinelit of the RPM rules, PJM developed the FRR alternative, wder which a load-serving 
entity (designated as an “FRR Entity”) has the option to submit an “FRR Capacity Plan” and 
meet a fixed capacity resource requirement rather than participate through the W M  capacity 
auction. 111 addition to meeting its own load obligations, an FRR Entity is required to reflect in 
its FRR Capacity Plan any retail load that switches to aii alternative retail load-serving entity that 
opts not to submit its own FRR Capacity Plan. The FRR provisions of the RAA place the 
obligation to niaintain sufficient capacity on the load-serving entity, which includes Ohio Power. 

l o  The FRR provisions were added to the PJM Reliability Assurance Agreeinelit (“RAA”) 
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Since the LAA was put into place in 1994 and subsequently modified in 1996, there liave 
been significant changes in enviroiiinental rules and the markets associated with Title IV SO:! 
emissions allowances that inalte the IAA obsolete. These developments include most notably: 
(1) additional environinental compliance obligations added since 1994 whose stringency on 
power plant emissions has or will eclipse obligations under Title IV for SOz, (2) the continiiing 
uncertainty surrounding the enviroiuncntal compliance regulations, (3) the extension of AEP’s 
enviro~mental controls prograin, which has resulted in tlie addition of scrubbers to thirteen AEP 
East generating units, (4) elimination, in pal? as a result ofthe foregoing two factors, of any 
slioi-tage ofthe Pool Membcrs for Titlc IV SO2 allowances, and (5) the emergence o f a  robust 
secondary market for Title IV SO2 allowances and their current and projectcd availability at low 
cost from that inarltet. For all tliese reasons, the Pool Members agree that the IAA should 
terminate when the Pool Agrcement terminates effective on Jaiiiiary 1,20 14. 

’’ Because the IAA was designated as a Supplement to tlie rate scliedulc that was the Pool 
Agreement, terminatiiig tlie Pool Agreeinelit rate scliedule would result in termination of the 
IAA, absent the IAA being removed from the relevant rate schedule. 

l 2  104 Stat. 2584, 42 U.S.C.A. 5 7561, etseq. (“1990 Ainendiiieiits”). 



UES 

Refer lo Kentucky Power's response to Sta€fs Second Request, Rein 22, wliicli states, "To 
capitalize KPCo to the pre-asset tralisCer capitalization, the iiilenl is lo borrow tlie $75 
million." 

a. During tlie time period 2009 tlxougli 2012, state wliether tliere were aiiy other AEP 
operating companies whose dividend to AEP grew 28.7 percent aiuiually. 

Provide I<entucky Power's forecasted dividend payment to AEP, iiicludiiig the $75 
million dividend, for 20 13. 

b. 

NSE 

a. 

b. 

Yes. Thee operating companies had dividends that grew 28.7% or greater amiually: 
Ohio Power Company, Public Service Company of Qltlalioiiia, aiid AEP Texas 
Central. There is variability with dividends becaiise of factors sucli as weather, 
earnings, a id  constructioii cycles. 

Kentucky Power's forecasted dividend in 201 3 is $25 inillion which is associated 
with the noriiial course of business. The $75 iiiillioii dividend associated with tlie 
geiieratioii acquisition and assuiiiptioii transaction that is iiiteiided to recapitalize 
Kentt1cky Power to restore its equity-capital ratio to levels approximating the levels 
prior to tlie acquisition and assuinptioii traiisaclion will occur in 20 14. 

ITNESS: Ranie I<. Woldias 



Y 

Year 

2008 
2009 
2010 
201 1 

Rei'er to ICeiitucky Power's responses to Staffs Second Request, Iteiii 22 and to 
Coiiiiiiissioii Staffs First Request for Iii€oriiiatioii, Iteiii 59. The following table, p~epared 
by Coiiiiiiissioii Stall, shows the iiet iiicome, correspoiidiiig dividend, aiid tlie pei centage 
oi'divideiid to iiet income, from 2,003 to 2012. 

Dividend Paid as a 
Percentage of 

Net Income Net Income Dividend 
($000) ($000) 

$24,531 $1 4,000 57.07% 
$23,936 $19,500 81 47% 
$35,282 $21,000 59 52% 
$42,374 $28,000 66 08% 

Total $1 77, I 0 1  $1 14,500 64.6 5 yo 

a. State wlietheu any of tlie other operating coinpaiiies witliiii AEP paid a clivideiid 
of a siiiiilar percentage of iiet iiicoiiie as Kentucky Power paid from 2008 lo 20 12 ~ 

T i '  yes, provide the operating coiiipaiiy and their associated percentages li-om 200s 
to 2012,. 

b. State whether aiiy of tlie other operatiiig coiiipaiiies witliiii AEP paid a similai 
average percentage of 64.65 perceiit of iiet iiicoiiie in divideiid as Kcnlucky 
Power paid Goiii 2003 to 2012. If yes, provide the operating company and their 
associated average perceiitage from 2008 to 20 12. 
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a Yes. In general, the operating coiiipaiiies target a 60% payout ratio. Below a i  e h e  
operating companies aiid tlieir associated perceiitages for 2008 - 20 12.. 

2008 - Keiitucky Power (57.49%), IGngsport Power (122.95%), AEP Texas North 
(1 03.2,0%), Wlieeliiig Power (72.30%) 

2009 - I<.eiitucky Power (8 1.47%), AEP Texas North (174.36%), Wheeling Power 
(7 9.24%), 

201 0 - ICeiitucky Power (59.52%), Appalachian Power (64..39%), Indiana Miicliigan 
(83.27%), Ohio Power (86.61%), Public Service Co. of Oltlahoiiia (70.1 O%), AEP 
Texas Central (61.26%), AEP Texas North (90.86%) 

20 1 1 - Kentucky Power (66.08%), Appalachiaii Power (8.3.04%), Ohio Power 
(1 39.79%), Wheeliiig Power (77.51%) 

20 12. - I<.eiituclty Power (62.770/0), Appalachiaii Power (66.02%), Iiidiaiia Michigan 
(63.3 l%), Ihgsport  Power (79.94%), Ohio Power (87.33%), Public Service Co. of 
Ol<lalioiiia ('78.85%), AEP Texas Noi?h (65.17%) 

b. Y e s .  During the period Crom 2008 tlluongh 201 2, the followiiig coiiipaiiies had an 
average payout ratio siiiiilar to or greater than I<entucl<y Power's 64.65% 

Kingsport Power (64.93%), Ohio Power (74.44%), AEP Texas North (87.0.5%,) 

WITNESS: Raiiie I<. Wohidias 



Y 

Refer to Keiitucky Power's respoiise to Staffs Secoiid Request, Item 24, which statcs, 
"The Coiiiixuiy will provide a depreciation study for the Mitchell plant in its nest base 
late case aiid the depreciation rates will be by plant accouiit." State \vlietliei the 
depreciatioii rates in the depreciation strtdy will be by plant account foi all o r  Kcntucky 
Power's plaiit, property, and equipmeiit, not just for the Mitcliell Plant. 

Yes, the depreciation rates in the depreciation study prepared for the nest Kentucky 
Power base rate case will be by plant account €or all of Kentucky Power's plant, propel ty 
aiid equiloiiieiit aiicl iiot just for the Mitcliell Plant. 

WITNESS: Raiiie IC Woluilias 



w any 

Refer to ICeiitucky Power's respoiise to Stall's Secoiid Request, Item 26. Explain 111 detail 
wliethei aiiy oi' ICeiitncky Power's Labor (including Overheads) aiid Aiiiei icaii Electi ic 
Power Service Corporation's (''AEPSC") Labor (including Overheads) is alrcady 
ieflected in base rates either by way o r  direct charges or tlu-ougli tlie AEPSC billiiigs 'The 
esplaiiatioii sliould include any associated ainouiits already reflected iii base rates. 

Keiitucky Power's last base rate case (No. 2009-00459) was settled 011 a "black box" 
basis. As a result, the Coiiipaiiy does iiot have any specific details coiiceiiiiiig tlie aiiiouiit 
of ICentucky Power aiid AEPSC labor iiicl~tdecl iii base rates. ICeiitucky Power's position 
is that all of ICeiitucky Power's labor (including overheads) a i d  AEPSC labor (incliicliiig 
overlieads) reflected in response to KPSC 2-26 is iiicluded in its base rates I-lowevei-, 
aiiy iiicreiiieiital costs, such as the Commission's coiisultaiit (Vantage Eiiergy Consulting) 
in this procediiig, would iiot be cul-rently reflected in base rates aiicl the Company would 
ask for recovery of those costs in its next base rate case. 

WETNESS: Raiiie IC Wolulhias 



KJES 

Refer to Keiitucky Power's response to Staffs Second Request, Iteiii 32, which stales, 
"The BS 1 Gas Coiiversioii is assumed to have a 15-year life aiid retire in 2030 Data 
beyoiid that date is wiiiecessary." State whether a 15-year life is iioriiial [or a plaiit being 
coiiverted to gas. 

ESFOMSE 

The Coiiipaiiy based the assumption 011 the pIiysicaI coiiditioii of BS LJiiil I and caiiiiot 
speak to the physical coiiditioii of all gas coiiverted wits. However, based on the 
coiiditioii of Big Saiidy Unit 1, the Coiiipaiiy sees iio physical iiieclianisiii that would 
cause the Coinpaiiy to retire the unit prior to 2030. 

WITNESS: Jeffrey LaFleur 



Refer to I<eiitucky Power's respoiise to Staffs Secoiid Request, Items 33 and 34. Conliriii 
that Ohio Power Coiiipaiiy was iiot the iiiost deficit AEP Pool Iiieiiiber just prior to the 
addition of the Watedord Gerieratiiig Station or the Lawreaceburg Plant. 

Watei ford and Laivrencebtirg were both assigned to Col~iiiib~is Soutlieiii Powei C'ompany 
(CSP) which was, aiid/or was forecasted to be, the iiiost deficit operating coiiipaiiy at the 
tiiiie 01 these assigiuiieiits. Tliis was based up011 a calculatioii of the deficit capacity o 1 
each deficit pool iiieiiiber divided by each iiidividual operating coiiipaiiy's pool capacity 
reservation. 

Tliese assigiuneiits occurred prior to the iiierger of CSP with Ohio Power Company 
Ohio Power Coiiipaiiy was iiot deficit. 

In coiitiast, the Company's respoiise to Coiixiiissioii Sta€fs Secoiid Requcst, Itciiis 3 3 a i d  
34 shows the operatiiig coiiipaiiies' perceiitage deficit coiiipared to thc total 121 iiiiai y 
capacity aiid priiiiary capacity reservation. 

WITNESS: Raiiie IC. Woliidias 
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Refer to Keiitucky Power's respoiise to Staffs Secoiid Request, Iteiii 35. Coiifii i i i  that 
Aplmlachiaii Power Company was the most deficit AEP Pool iiieiiiber just prior to the 
aclditioii of the Dresdeii Plant. 

Coiilirmed. 

WITNESS: Raiiie I<. Wolmlias 
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R eler to ICeiitucky Power's response to the Attorney General's ('I AG") Supplement 
Request for Iiiibrinatioii ("Supplemental Request"), Item 14, Attaclment 1 . Explain ivhy 
the IWCO Market Eiiergy Sales Reveiiues for October 2014 is $85,000. 

IQCo Market Eiiergy Sales Reveiiues for October 2014 are projected to be oiily $85,000 
due to reduced generation from KPCo's units because of scheduled inaiiiteiiaiice outages. 
As the plaimxl maiiitenance schedule currently exists, duriiig October 20 14, several of' 
I<PCo's Luiits ale projected to be unavailable for a portion of or during tlie entire month 
due to scheduled maintenance outages. 

~ ~ ~ ~ ~ S $ :  Scott C. Weaver 



a. State whether aiiy other regulatory approvals are required lor Keiitucky Po~wer to 
assume a SO percent uiidivided iiiteresl. in the Mitchell Plant, iii addition to that ol the 
I<eiitucky Public Seivice Coiiiiiiissioii and the Federal Energy Regulatoi y 
Commission. Describe aiiy iiiipact of other regulatory approvals on I< eiitucky Po~vei . 

b. Describe what will OCCLIP if other required regulatory approval is denied. 

a. No other regulatory approvals are required. 

WITNESS: Raiiie IC Wolxilias 


