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RE: Application of Kentucky Power Company In Connection With The Transfer Of 
An TJndivided Fifty Percent Interest In The Mitchell Generating Station And 
Certain Related Relief, Case No. 20 12- 

Dear Mr. Deroueri: 

Enclosed please find and accept for filing the original and ten copies of Kentucky Power 
Company's application requesting all necessary approvals in connection with the transfer to 
Kentucky Power of a fifty percent undivided interest in the Mitchell generating station. The 
application also seeks certain related relief. 

By copy of this letter, a copy of the application also is 
Attorney General, Office of Rate Intervention and Kentucky 

MRO 
cc: Counsel for Kentucky Industrial Utility Customers, Inc. 

Counsel for the Office of Rate Intervention 

Alexandria, \/A Atlanta, G A  Franltfofi, KY Franklin, Tid JeFi-ersonville, IN Lexington, I<'/ Louisville, I<\/ Nashville, TN 
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COMMONWEALTH OF KENTUCKY 

In The Matter Of: 

REFOW, THE PUBLAIC SERVICE COMMISSION 

PUBLIC SERVICE 
COMMlSSlON 

The Application Of Kentucky Power Company For: 
(1) A Certificate Of Public Convenience And Necessity 
Authorizing The Transfer To The Company Of An 
Undivided Fifty Percent Interest In The Mitchell 
Generating Station And Associated Assets; (2) Approval 
Of The Assumption By Kentucky Power Company Of 
Certain Liabilities In Connection With The Transfer Of 
The Mitchell Generating Station; (3) Declaratory Rulings; 
(4) Deferral Of Costs Incurred In Connection With The 
Company’s Efforts To Meet Federal Clean Air Act And 
Related Requirements; And ( 5 )  For All Other Required 
Approvals And Relief 

MOTION FOR CONFIDENTIAL TmATIMENT 

Kentucky Power Company (“Kentucky Power” or “the Company”), moves the 

Commission pursuant to KRS 61.878( l)(m)( l)(f), KRS 61.878( l)(k), and 804 KAR 5:001 

Section 7, for an Order granting confidential treatment to information included in the Application 

filed by Kentucky Power in this proceeding. The information for which confidential treatment is 

being sought (“Confidential Information”) is the redacted portions of a map included as page two 

of three of Exhibit 5 to the Application that iiicludes Critical Energy Infrastructure Information 

(“CEII”). Such information is subject to the requirements of 18 C.F.R. 5 388.1 12 and 18 C.F.R. 

9 388.1 13. Pursuant to 807 KAR 5:001, Sectioii 7, three originals of the map for which 

confidential treatment is sought is filed under seal with this motion. Ten redacted copies of the 

exhibits are also being filed by Kentucky Power. 



Statutory Standard and Basis for Confidential Treatment 

KRS 61.878( l)(m)( l)(f) exempts records fiom public inspection that would have a 

reasonable likelihood of threatening the public safety by exposing a vulnerability in preventing, 

protecting against, mitigating, or responding to a terrorist act, including: 

Infrastructure records that expose a vulnerability referred to in this 
subparagraph through the disclosure of the location, configuration, 
or security of critical systems, including public utility critical 
systems. These critical systems shall include but riot be limited to 
information technology, communication, electrical, fire 
suppression, ventilation, water, wastewater, sewage, and gas 
systems. 

The confidential Information includes infrastructure records included within the scope of the 

exclusion set forth in KRS 61.878( l)(m)( 1)(Q. 

The Confidential Information is considered by the Federal Energy Regulatory 

Commission (“FERC”) as CEII, and as such is exempt from public disclosure in accordance with 

FERC rules and regulations. FERC defines CEII as: 

[Slpecific engineering, vulnerability, or detailed design 
infomation about proposed or existing critical infrastructure that: 

(i) Relates details about the production, generation, transportation, 
transmission, or distribution of energy; 

(ii) Could be useful to a person in planning an attack on critical 
infrastructure; 

(iii) Is exempt from mandatory disclosure under the Freedom of 
Information Act, 5 1J.S.C. 552; and 

(iv) 
infrastructure. 

Does not simply give the general location of the critical 

18 C.F.R. 5 388.1 13(c)( 1). The Confidential Information satisfies each of these requirements 

and should be treated by the Cornmission as CEII. The Confidential Information includes 

detailed infomation about the production, generation, transportation, transmission, or 



distribution of energy, and the disclosure of such information could be useful to a person in 

planning an attack on critical infrastructure. The incapacity or destruction of the infrastructure at 

issue “would negatively affect security, economic security, public health or safety.” 18 C.F.R. 5 

388.1 13(c)(2). 

Additionally, KRS 61.878( l)(k) exempts from disclosure under the Kentucky Open 

Records Act “all public records or information the disclosure of which is prohibited by federal 

law or regulation.” Federal law exempts CEII from disclosure under the Freedom of Information 

Act. 18 C.F.R. 5 388.1 12. Accordingly, the Confidential Information should be afforded 

confidential treatment by the Commission. 

Kentucky Power takes reasonable steps to prevent the disclosure of the Confidential 

Information outside the Company, and the information is available within the Company on a 

limited basis only to persons with a need to access it. Further, the Company treats CEII in 

accordance with the requireinents of federal law. None of the Confidential Infoi-niation is readily 

ascertainable by proper means by other persons. Moreover, the Company believes that 

independent research by persons not privy to the Confidential Information would not reveal the 

information for which confidential treatment is sought in this motion. 

The Commission has previously afforded confidential treatment to Kentucky Power’s 

CEII filings in In the Matter of Investigation Into Electric Illtilities Emergency Response Plans, 

Administrative Case No. 345, and In [he Mafter oj.’ 2009 Integrated Resource Plan o j  Kentzicky 

Power Company, Case No. 2009-00339. Kentucky Power respectfully requests that the 

Commission follow those decisions and afford the CEII confidential treatment in this 

proceeding. 



Mark R. Overstreet 
R. Benjamin Crittenden 
STITES & HARRISON PLLC 
421 West Main Street 
P.O. Box 634 
Frankfort, Kentucky 40602-0634 
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moverstreet@,stites.coni 
-@,stites.com 

Kenneth J. Gish, Jr. 
STITES & HARBISON PLLC 
250 West Main Street, Suite 2300 
L,exington, Kentucky 40507-1 758 
Telephone: (859) 226-2300 
Facsimile: (859) 4257996 
I<gisli(~stites.coiii 

COUNSEL FOR: KENTIJCKY POWER 
COMPANY 
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E OF SERVICE 

I hereby certify that a true and accurate copy of the foregoing was served as indicated 
below upon: 

Michael L. Kurtz 
Jody M. Kyler 
B o e h ,  Kurtz & Lowry 
36 East Seventh Street, Suite 1.510 
Cincinnati, Ohio 4.5202 

By Overnight Delivery 

Jennifer Black Hans 
Dennis G. Howard I1 
Lawrence W. Cook 
Kentucky Attorney General’s Office 
1024 Capital Center Drive, Suite 200 
Frankfort, 

By Overnight Deli 

on this the 19“’ day of December, 2012. 

Mark R. Overstreet 



BE T N 

In The Matter Ofi 

Tlie Application Of I<eiitucly Power Company For: 

Autlioriziiig Tlie Traiis-fer To The Company Of An 
IJiidivided Fifty Percent Interest In The Mitchell 

1 

) 
1 

(1) A Certificate Of Public Convenience And Necessity ) 

Generating Station h i d  Associated Assets; (2) Approval ) 
Of The Assuiiiption By Keiitucky Power Coiiipaiiy OE ) 
Certain L,iabilities hi Coiuiectioii With Tlie Transfer Of ) 
The Mitchell Geiieratiiig Station; (3) Declaratory Rulings; ) 
(4) Deferral Of Costs Iiicui-red In Coiuiectioii With The ) 
Company’s Effoi-ts To Meet Federal Clean Air Act And ) 
Related Requirements; And ( 5 )  For All Other Required ) 

Case No. 2,012- 

Approvals And Relief ) 

A CATION 

Kentucky Power Company (“Kentucky Power” or the “Company”) moves the Public 

Service Coinmissioii of Kentucky (“Commission”) for an Order: (1) granting the Company a 

Cei-tificate of Public Coiiveiiieiice and Necessity pursuant to ICRS 278.020(1) and 807 KAR 

5:001, Section 9 in coiiiiectioii with tlie transfer of an undivided fifty percent interest in Ohio 

Power Company’s Mi tcliell generating statioii aiicl related assets to Kentucky Power; 

(2) authorizing pursuant to KRS 278.300 and 807 KAR 5:001, Section 11 the assuinptioii by 

ICeiituclcy Power of cei-taiii liabilities in coiuiectioii with tlie transfer; (3) declaring that approval 

pursuant to I(RS 278.020(5) and KRS 278.020(6) is not required in coiuiectioii with tlie merger 

of I<eiituclcy Power and NEWCO I‘eiitucky as part of the transfer, (4) authorizing ICentucky 

Power Company in accordance with Finaiicial Accouiitiiig Staiidards Board Standards 

Codification 980-340-2s- 1 (“FASB Codification 980-340-25- 1 ”) to accumulate and defer for 



review and recovery in its next base rate proceeding the approximately $30 million of costs 

incuixd from 2004 through present in coiiiiection with the Company’s on-going effo1-k to meet 

Federal Clean Air Act and other enviroimental requirements with respect to Big Sandy Unit 2; 

and (5) granting all other required relief or approvals. In siipport tliereoi- Kentucky Power states: 

1. As a result of cuixent and evolving environmental requirements, Kentucky Power 

€aces important choices about how to obtain sufficient resources and base load geiieratioii to 

meet tlie capacity and energy needs of its customers over the long term. At this crossroad, and as 

promised earlier this year wlieii Kentucky Power withdrew its application to retrofit Rig Sandy 

Unit 2, the Coiiipany has conducted in-depth analyses of reasonable portfolio alternatives to 

determine tlie best path to ensure adequate and reliable capacity and energy for its customers. As 

described more in detail in this Application and supporting testimony, the Company’s plan for 

the transfer of ail undivided fifty percent interest in the Mitchell generating station to Kentucky 

Power in lieu of retrofitting tlie Rig Sandy Unit 2 generating station with eiiviroimental controls 

is the least cost and best alternative. 

2. The Mitchell units are attractive for inany reasons. They are of a similar size, 

design, and capacity to Big Sandy Unit 2, and thus represent technology with wliicli the 

Company and tlie Commission are already familiar. Tlie units are sized to meet the needs of 

Keiit~icky Power, and are eiiviroiuneiitally-coiitrolled units already equipped with both flue gas 

desulfurization (“FGD”) and selective catalytic reduction (“SCR”) systems. The Mitcliell units 

will be transferred at their net book value and thus at a fraction of the cost of retrofitting Rig 

Sandy Uiil 2. Talceii together, and for the additional reasons set forth in this Application and 
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attached testimony, tlie transfer to Kentucky Power of a fifty percent interest in the Mitchell 

generating station is tlie right choice for tlie Company's customers and Kentucky Power. 

3. The relief sought in this application, including the receipt of all necessary 

Commission approvals to consunuiiate the transfer of' an undivided fifty percent interest in tlie 

Mitchell station, along with tlie Mitchell geiieratioii station associated assets, contracts, liabilities 

and debt, to Kentucky Power, and receipt o€ authority to defer the Company's prudently iiicui-red 

costs associated with its Phase I investigation into retrofitting Rig Sandy Unit 2, represent the 

best alteiiiative to address the capacity and energy needs of ICentucky Power's custoiners and tlie 

Company over the long term. 

4. Kentucky Power is an electric utility organized as a coi-poratioii under the laws of 

the Commonwealth of I<entucky in 1919. A certified copy of Kentucky Power's Articles of 

Incorporation and all aiiieiidiiients thereto was attached to the Joint Applicatioii in Case No. 99- 

149l as Exhibit 1. The post office address of Kentucky Power is l01A Enterprise Drive, P.O. 

5 190, Franlcfoi-t, ICentucky 40602-5 190. Kentucky Power is engaged in the generation, purcliase, 

transmission, distribution, and sale of electric power. Kentucky Power serves approximately 

173,000 customers in the following 20 counties of eastern Kentucky: Boyd, Breathitt, Cai-ter, 

Clay, Elliott, Floyd, Greenup, Jolxison, I<noti, L,aviruence, Leslie, Letclier, Lewis, Magoffiii, 

Martin, Morgan, Owsley, Perry, Pile and Rowan. Kentucky Power also supplies electric power 

' In  tlie Matter 08 The Joint Applicatioii Of Kei7tzicIy Power Coinpaiy, Americaiz Electric Poi ver Coiiipaiiy, Iiic. Arid 
Ceiib'al A i d  Sozrtli West Corporntim Regardiiig A Proposed Merger, P.S.C. Case No. 99-1 49. 
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at wholesale to other utilities and inunicipalities in ICentucky for resale. Kentucky Power is a 

utility as that term is defined at KRS 273.010. 

5. ICentucky Power is a direct, wliollyowned subsidiary of American Electric Power 

Company, Inc. (,cAEP.”) AEP is a multi-state public utility holding coinpaiiy whose operating 

companies provide electric utility service to customers in paits o€ eleven states - Arkansas, 

Tndiaiia, I<eiitLiclty, Louisiana, Michigan, Ohio, Oltlalioma, Tennessee, Texas, Virginia and West 

Virginia. 

6. Ohio Power Company (‘cOliio Power”) is a corporation organized under the laws 

of the State of Ohio a i d  provides electric utility service to approximately 1.5 million retail 

customers in Ohio. Ohio Power does iiot provide utility service in tlie Commonwealth of 

ICentucky and is not a utility subject to tlie provisions of Chapter 278 of llie Kentucky Revised 

Statutes. Ohio Power, which is a direct, wholly-owned subsidiary oC AEP, has offices located at 

850 Tech Center Drive, Gahaima, Ohio 43230. 

7. AEP Generation Resources I m 2  (“AAEP Generation Resources”) is a corporation 

organized under the laws of tlie State of Delaware. It is a direct subsidiary of Ohio Power a id  an 

indirect, wliolly-owned subsidiary of AEP. AEP Generation Resources was created €or the 

purpose of organizing and operating tlie generating assets of Ohio Power. AEP Generatioii 

Resources does not provide utility service in tlie Comnioiiwealtli of Kentucky and is not a utility 

AEP Generation Resources Iiic. is a corporation distinct fiom AEP Generating Company, which owiis a portion of 
the Rockport geiierating station. 
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subject to tlie provisions of Chapter 278 of the Kentucky Revised Statutes. Its corporate address 

is 1 Riverside Plaza, Columbus, Ohio 432 15. 

8. NEWCO IGmtucky is a yet-to-be formed corporation to be organized under the 

laws of the State of Delaware for tlie limited purpose of transf‘eiTing the subject assets aiid 

liabilities. It will not survive closing. NEWCO Kentucky will exist and Iiold assets transitorily 

only for a brief period immediately prior to NEWCO Kenhicky’s merger with Kentucky Power. 

It will be an iiidirect wholly-owned subsidiary of AEP Geiieration Resources. Altliougli 

NEWCO Kentucky will briefly own certain generating facilities if the proposed traiisactioii 

OCCLI~S, it will iiot provide utility service in tlie Coiimoiiwealth of Kentucky, and will not be a 

utility subject to the provisions of Chapter 278 of tlie Kentucky Revised Statutes. 

9. Appalachian Power Company ( “APCo”) is a corporation organized under the 

laws of the Commoiiwealtli of Virginia and provides electric utility service to approxiinately 

1,000,000 retail custoiiiers in Virginia and West Virginia. APCo does iiot provide utility service 

in the Commiionwealtli of I<eiitucky aiid is not a utility subject to the provisions o r  Cliapter 278 01 

the Kentucky Revised Statutes. APCo, wliicli is a direct, wholly-owned subsidiasy of AEP, 

maiiitaiiis an office at 707 Virginia Street East, Charleston, West Virginia 25301. 

10. American Electric Power Service Corporation (“AEPSC”) is a corporation 

organized under the laws of the State o€New York, AEPSC is a wliolly-owned subsidiary of 

AEP aiid provides management and professioiial seivices to AEP and its utility operating 

subsidiaries. 



1 1. In the proposed transaction an undivided fifty percent interest in Unit 1 and Unit 2 

of Mitchell generating station and associated assets will be transferred in a series of iiear- 

simultaneous transactions to Kentucky Power at tlieir Deceinber 3 1 , 20 13 net book value. The 

net book value of the fifty percent interest as of Deceinber 31, 201 I was $519 niillioii and 

presently is forecasted to be approximately $536 iiiillioii at time of closing. Tlie fifty percent 

undivided interest in tlie Mitcliell generating station constitutes approximately 780 MW of 

average annual ~ a p a c i t y . ~  111 conjunction wit11 the transaction, I<eiitucIcy Power will also asswiie 

an undivided fifty percent interest iii the liabilities associated with the Mitchell Plant as well as 

certain related liabilities. 

12. The Mitchell generating station consists of two base load coal-fired electric 

generating units with a total average annual capacity rating of 1,560 MW. Unit 1 of tlie Mitchell 

geiieratiiig station lias an average annual capacity rating of 770 MW; Unit 2 lias an average 

annual capacity rating of 790 MW. Both units are equipped with FGD and SCR systems. The 

Mitchell generating station ctmently is owned by Ohio Power and is located approximately 

twelve i d e s  south of Moundsville, West Virginia. 

13. Along with tlie uiidivided fifty percent interest in the Mitcliell generating station, 

a like share of all related eqiiipinent and facilities associated with the Mitchell generating station 

will be transferred to Kentucky Power, including tlie appuiclenant interconnection facilities, the 

Kentucky Power iiiteiids to issue a competitive solicitatioii in tlie first part of 2013 for up to 250 MW of long-term 
capacity and energy and to explore other options with respect to Big Sandy Unit 1. The Company will evaluate the 
results of the solicitatioii and study o€Big Sandy Unit 1 and ieturii to the Coimiiissioii in 2013 to seek all necessary 
approvals. 
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associated real property, inventories, leases, perinits, emission allowances, equipiiient, 

niacliiiiery, and tlie other assets described in Section 2.01 of tlie Forin o€ the Asset Coiitributioii 

Agreement between AEP Generation Resources and NEWCO Kentucky (“Asset Contribution 

Agree~iient”).~ Collectively tlie fifiy percent undivided interest in the Mitcliell generating 

station and related assets to be transferred to I<entucky Power constitute tlie “Transferred 

Assets.” Excluded from the definition of TrandeiwA Assets are the assets described in Section 

2.02 of tlie Asset Contribution Agreement. 

The Liabilities To 

14. In conjunction with tlie transfer of tlie Transferred Assets, tlie Coinpaiiy will 

assume a fifty percent uiidivided interest in the liabilities described in Section 2.03 of the Asset 

Contribution Agreement between AEP Geiieratioii Resources Tnc. and NEWCO Kentucky 

(Collectively these liabilities constitute the “Assumed Liabilities.”) Excluded €rom Assumed 

Liabilities are those liabilities described in Section 2.04 of tlie Asset Contribution Agreement. 

15. The Transferred Assets and Assumed Liabilities will be transferred to Kentucky 

Power though a series o€ iiel.-siliiultaneo~~s transactions described in Paragraphs 22-26 below 

(“Transfer and Assuinptioii Transactioii.”) At tlie conclusioii of tlie Transfer and Assumption 

Traiisaction, tlie Company will own the Transferred Assets and be subject to tlie Assuined 

Liabilities. 

(a) Purpose Of The Proposed Transaction. 

A copy of the Asset ConWibution Agreement is attached as gXI.IIBIT B to this Application for infoimation purposes 4 

only. 
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16. Kentucky Power is a party to the Iiitercoimectioii Agreement dated July 6, 19.51, 

as amended, by aiid between APCo, ICeiituclcy Power, Iiidiaiia Micliigan Power Coiiipaiiy 

(“I&M”), Ohio Power,5 and AEPSC, as agent, (“Pool Agreement”) h a t  defines the sliming of 

costs aiid beliefits of their respective geiieratiiig plants. The Pool Agreement “is a tariff tliat 

contains rates aiid teniis of service for the wliolesale sale of power and is subject to regulation by 

. . . [tlie Federal Energy Regulatory Coiimissioii (“FERC”)]. The members of tlie . . . [Pool 

Agreement] share generating capacity and either make or receive capacity-related payments 

pursuant to FERC-approved rates.”6 

17. 111 recent years, tlie electric iiidustry lias undergone major regulatory, 

eiiviroiuiieiital, and market clia~iges.~ These changes liave produced iiioveinent toward industry 

deregulation, iiicreased competition in wliolesale generation markets, and resulted in changes in 

Pool Agreement member costs aiid load, and the availability of supply and demaiid-side 

resources. 

18. As result of these changes, on December 17, 2010 each iiieiiiber of tlie Pool 

Agreement gave notice of its decision to terminate the Pool Agreeiiieiit pursuant to Section 13.2 

of‘ the Pool Agreement, e€fective Jaiiuary 1, 2014. On October 31, 2012, the members of the 

Prior to its Deceiiiber 3 1,201 1 merger with Ohio Power, Coluinbus Southern Power Coinpany also was a paity to 
the Pool Agreement. 

‘ Order, 117 the Matter of The Applicatioii of Keiitiicky Poiver Coiiipaiiy for Approval of Ai? Aiiieiided Coiiipliame 
Plaii for Pznposes of Recoveriiig Acldifioiinl Costs of Pollzitioi? Coiitrol Facilities Aiid To Aiiieiid Its Eiiviroiiiiieiital 
Cost Recoveiy Sircharge Tariff; Case No. 2006-00307 at 2-3 (Ky. P.S.C. Jaiiuary 24, 2007). 

’ These changes are described in greater detail in the October 3 1,2012 Section 205 filing at FERC made 011 behalf 
o f  I<entucIcy Power a i d  other AEP companies A copy of the Section 205 filing, along with the othei FERC filings 
described in but not attached as exhibits to this Application, inay be foutid at 
li~~://w~~w.aep.co~il/iiivestors/cur~eiitRe~ulator~activity/i egulatorv/ferc.aspz . 
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Pool Agreeiiieiit filed a notice with FERC of tlieir intent to terminate the Pool Agreeirieiil a id  tlie 

AEP Systeni Interim Allowaiice Agreement. 

19. Following termination of the Pool Agreement, tlie Company will be required to 

have sufficient geiieratioii to meet its load and reserve obligations. 

20. Big Saiidy Unit 2 is an 800 MW coal-fired steam electric generating unit 

coinpleted in 1969. Uiiless Big Saiidy Unit 2 is retrofitted with extensive and costly 

enviroimental controls, iiicludiiig a FGD unit, the Coinyaiiy will be required to retire Big Saiidy 

tJnit 2 by Julie 2,O 1.5. 

2 1. Tlie Transfer and Assumption Transaction is intended to permit tlie Company to 

meet its long-term capacity obligations and to provide base load generation to meet its 

custoiners’ energy requirements. It is the least cost alternative [or meeting tliese obligations and 

requireinelits. As required by tlie Coimiiission’s Order dated .My 24, 2012 in Case No. 2008- 

00408,* tlie Company f U y  evaluated cost-effective energy efficieiicy resources in deteiiiiiriiiig 

tlie least cost alternative to ineel its long-term capacity obligations and energy requireinelits. 

(b) 

On October 31, 2012, AEPSC filed an application on behalf of Ohio Power and 

AEP Generation Resources pursuant to Section 203 of the Federal Power Act and Part 33 of the 

Regulations OC FERC seeking authorization for an interiial corporate reorganization that will 

separate Ohio Power’s generation and power marketing businesses from its distribution a id  

The Transfer Aiid Assuiiiptioii Process. 

22. 

Iii the Matter ofi Coiisiderntion Of Tlie New Federal Staiidarcls Of Eiiergy Iiidepeiideiice Aiid SecuiYty Act Of S 

2007, Case No. 2008-00408 at 18 (Icy. P.S.C. .July 24, 2012). 
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transmission businesses. The hill structural separation is required by Ohio restructuring law and 

the Ohio Power restructuring plan approved by tlie Public Utilities Commission of Ohio. 

23. TJiider the coi-porate restructuring plan approved by the Public Utilities 

Comiiiissioii of Ohio, Ohio Power will transfer its geiieratioii assets to AEP Generation 

Resources (“Coi-porate Separation Traiisactioii.”) Aiiiong tlie generation assets to be traiisferred 

is Ohio Power’s 100% interest in tlie Mitchell generating station. Tlie generation assets will be 

transferred by Ohio Power to AEP Generation Resoiuces at Ohio Power’s net book value. AEP 

Geiieratioii Resources also will assume the liabilities associated with the Mitchell generating 

station, including the Assumed Liabilities. 

24. Iiixnediately upon the closing of the Corporate Separation Traiisactioii, a fifty 

percent mdivided interest in the Mitcliell geiieratiiig station and the other Traiisfei-red Assets will 

be transfell-ed in a near-simultaneous series of transactions to NEWCO Ke~itucky.~ 111 addition, 

NEWCO Keiituclcky will assume liability for the Assumed Liabilities. Tliese actions will all 

occur on or about Deceinber 3 1, 201 3, aiid are desigiied to eiisure that the transfer of the Mitchell 

generating station will be accoiiiplislied without inciirriiig uiiiiitended tax consequences. Tlie 

coiitributioii of tlie fifty percent undivided interest iii the Mitchell geiieratiiig station, aiid 

assumption of the Assumed Liabilities, will be iiiade in accordaiice with the teiiiis and coiiditioiis 

of the Asset Contribution Agreement. 

The reiiiainiiig fifty percent uiidivided interest in the Mitchell generating station will be tmnsfeixd to NEWCO 
Appalachian. This fifty percent undivided interest in the Mitchell generating station will be traiisfeiTerl to APCo in a 
series of iieal=.siiiiultaneous transactions that parallel those by which the fifty percent undivided interest in the 
Mitchell generating station will be transfeixd to Kentucky Power. 
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25. In tlie final step, NEWCO Kentucky will merge with Kentucky Power, with the 

Company being the suiviving entity. Tlie merger will take place in accordance with tlie terms 

and conditions o€ the Form of Agreement and Plan of Merger of Kentucky Power Company and 

NEWCO Kentucky attaclied as mrm 2 to this application.'0 Tlie merger is expected to close 

on or about December 3 1 ,20 13. 

26. At the conclusion or these transactions, Kentucky Power will own a fifty percent 

undivided interest in the Transferred Assets. In addition, I<entucl<y Power will be liable for tlie 

Assumed Liabilities. The net book value at which tlie fifty percent uiidivided interest in the 

Mitchell generating station will be transfeixd to Kentucky Power is projected to be $536 

million, or approximately $687 per kW, at the time of tlie closing, which is expected to occur on 

or about December 3 1,201 3. 

(a) 

On October 3 1, 2012, AEPSC requested on behalf of APCo and ICentucly Power 

The Mi tcliell Plant Operating Ag-reement. 

27. 

that FERC accept for filing without condition or modification the Mitcliell Plant Operating 

Agreement. Uiider the Mitchell Plant Operating Agreement APCo will operate and maintain tlie 

Mitcliell generating station in accordance with good utility practices. The Mitchell Plant 

Operating Agreement also provides I<entucky Power with the riglit to call on at any and all times 

its pro rata share of the available outpul of the Mitcliell generating station. The nioiitlily Mitchell 

generating station operating and maintenaiice costs are apportioned between APCo and 

I<eiituclcy Power is seeking a declaratoiy ruling from tlie Coiiimissioii in this Applicatioii that the merger of 10 

NEWCO ICentuckcy and I<entucky Power, with Kentucky Power being the surviving entity, does not require 
approval under KRS 278.020(5) or ICRS 278.020(6). 
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Kentucky Power in accordance with heir  respective ownership interests. The Mitchell Plant 

Operating Agreement also provides €or an Operating Committee, made up of representatives of 

APCo, ICeiitucly Power, and AEPSC as agent, to review and approve annual budgets, capital 

expenditures, and other matters regarding tlie operation o€ the Mitchell generating station. 

Finally, the Mitcliell Plant Operating Agreement governs other aspects o€ tlie operation o€ the 

Mitcliell generating station as well as relations among tlie parties to tlie agreement. An 

unexecuted copy of tlie Mitcliell Plant Operating Agreement is attached to this Application as 

~X~~~~~ 3. 

23. In addition to tlie Mitchell Plant Operating agreemelit, the transfer of ownersliip 

of tlie Mitcliell generating station will involve the assumption by APCo (in its role as operator o€ 

tlie plant) o€ the rights and obligations under various executory contracts necessary for tlie 

operation of Mitchell. These contracts iiiclude contracts for supplies of coal, traiisportatioii of 

coal, consuinables for tlie operation of eiiviroixiiental control facilities (e.g., limestone, urea, and 

trona), and other matters. All of these contracts ase existing, necessary for the operation of the 

Mitchell generating station, are significant in nurnber, and may be subject to change prior to the 

transfer. A representative list of tlie principal agreeinelits to be assumed by APCo is attached as 

EXHIBIT 4 to provide a sense of tlie nature of tlie agreements to be assumed by APCo. Under the 

Mitchell Plant Operating Agreement, Kentucky Power will reiiiiburse APCo for ICeiitucky 

Power's pro rata share of tlie expenses under the contracts assumed by APCo." 

(b) The Bridge Agreement. 

The Mitchell Plant Operating Agreement is a mechanism to fairly allocate Kentucky Power's ratable expenses in 
connection with its ownership of a fifty percent undivided interest in the Mitchell generating station; it is not an 
assumption of liability by the Company. To the extent the Coinmission disagrees, the Coiiipany respectfully 
requests all necessary approvals under KRS 278 300. 



29. On October 31, 2012, AEPSC requested on behalf of APCo, T&M, Ohio Power, 

Kentucky Power, AEP Generation Resources, aiid AEPSC, as agent, that FERC accept tlie 

Bridge Agreement for filing without condition or modification. Tlie Bridge Agreement is an 

interim agreement among APCo, I&M, Ohio Power, Kentucky Power, AEP Generation 

Resources, and AEPSC, as agent, and governs Ilie treatment of purchases and sales made on 

behalf of the parties before, but tliat extend beyond, the termination of tlie Pool Agreement. In 

addition, tlie Bridge Agreement addresses tlie inaruier in wliicli APCo, I&M, Ohio Power, and 

ICentucky Power will meet their collective obligation under the PJM Reliability Assurance 

Agreement tlirougli May 31, 2015 (PJM plaiuiing year 2014/2015). A copy of the unexecuted 

Bridge Agreement was filed at FERC as an exhibit to tlie Company’s October 31, 2012 Section 

205 filings. The Company’s Section 205 filing may be found at the following website: 

://www. aep. coidinves tors/cui~eritRegL~latoryactivitv/regulatory/ferc. aspx. 

(c) The Power Coordination Agreement. 

On October 31, 2012 AEPSC, as agent, requested on behalf of APCo, I&M, and 

IGmtucky Power that FERC accept the Power Coordination Agreement for filing without 

conclition or modification. Unlilte the Pool Agreement, there is no requirement under the Power 

Coordination Agreement for generation to be planned on a system-wide basis. APCO, I&M, and 

Kentucky Power individually will be required to have sufficient generation to meet their 

rcspeclive load aiid reserve obligations. l 2  Consequently, there are no capacity equalization 

30. 

payments required uiider the Power Coordination Agreement. Because there are no minirnum 

payment or tale-or-pay obligations under the agreement no approval is required under KRS 

l2 Parties to the Power Coordination Agreement are not precluded fiom jointly owning units with, or buying 
capacity e o m  or selling capacity to, other parties to the agreement, through separate agreements. 
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278.300. A copy of the uiiexecuted Power Coordination Agreeiiieiit was filed at FERC as an 

exhibit to the Coiiipaiiy’s October 31, 2012 Section 205 filings and may be fouiid at 

Iittp://www.aep.coiii/investors/cui~eiitRecrulatoryactivity/re~ulatory/ferc.as~x 

3 1. State commission approval is iiot required for the Bridge Agreement, the Power 

Coordiiiatioii Agreement, or the Mitchell Plant Operating Agreement, wliicli upon acceplaiice by 

FERC, will be FERC-filed rate scliedules under Section 205 of the Federal Power Act. 

32. 

executed copies of: 

Following their execution, I<.entucly Power will file with the Comiiiissioii 

(a) the Agreeinelit aiid Plan of Merger of Kentucky Power and NEWCO 

I<entucky; aiid 

(13) the Mitchell Plant Operating Agreemelit among APCo, ICentucky Power, 

aiid AEPSC, as agent. 

33. To the extent the statute is applicable, the Transfer a id  Assumption Traiisactioii 

aiid the Mitcliell Plant Operating Agreeineiit fully coiiiply with the requirelimits or KRS 

278.2207 aiid the other provisioiis of IUiS 278.2201 et seq.13 

To the extent the Co~iz~iiission concludes to the contrary, the Company respectfully requests all required waivers 1; 

pursuant to KRS 273.2213 
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34. To obtain a certificate of public convenience aiid necessity a utility is required to 

“deiiioiistrate a need for such facilities aiid tlie alxence of wasteful d~plication.”’~ Need in turn 

requires a demonstration: 

of a substantial inadequacy of existing service, iiivolving a 
coiisuiner market sufficiently large to inalce it econoiiiically 
feasible for the new system or facility to be constructed or 
operated. 

[Tllie inadequacy iiirist be due either to a substantial deficiency ol’ 
service facilities, beyolid what coiild be supplied by normal 
improvements in the ordinary course of business; or to 
indifference, poor niaiiagement or disregard o€ the rights of 
coiisuiiiers, persisting over such a period of time as to establisli an 
inability or unwillingness to render adequate service. l 5  

35. The Transferred Assets are required to permit I<entucky Power to meet its long- 

term capacity obligatiolis and to provide base load generation to meet its customers’ energy 

requirements. The Transfer aiid Assumption Transaction is the least cost alternative for meeting 

these obligations aiid requirements. 

36. The Transferred Assets will not result in wasteful duplication. ‘“ Wastehl 

duplication’ is defined as ‘an excess of capacity over need’ and ‘an excessive investment in 

relation to productivity or efficiency, aiid an unnecessary multiplicity of physical properties. ’”16 

Kentucky Power performed a thorough review of reasonalde alternatives to meet its capacity aiid 

In Tlie Matter Oj5 Joii7t Applica f iori Of Loaiisville Gns And Electric Conipaiiy Aiid Ken f zrciiy Utilities Conipaiiy 
For A CertlJicate Of Public Coiiveriience A i d  Necessity h i d  Site Coiiipatibiliiy CertlJicafe For Tlie Coiistrzictioi? Of 
A Conibii-led Cycle Combustion Tzirbiiie At The C a m  Rzni Geiieratioii S‘tntiori Aiid Tlie Pzirchase Of Existiiig Siniple 
Cycle Coiubzrstiof? Tiubii-le Fac//ities From Blziegrnss Ge?ieraiioJi Co~iipan)~, LIS? IJ? l,aGrnrige, I<e~iIzicky, Case No. 
201 1-00375 at 13-14 (Icy. P S.C May 3,2012). 

‘j Id. at 14. 

“ I d ,  
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energy requirements, inchiding energy e€ficiency resources, and determilied tlie Transferred 

Assets are the least cost, reasonable alternative for meeting the Company's capacity and energy 

requireiiients. 

37. Kentucky Power will submit requests to modify existing Title V permits, and 

other perniits aiid licenses to reflect its trans€er of an undivided fifty percent interest in the 

Transferred Assets. The Company is not required to seek any fi-anclises in coixiection with tlie 

transfer of tlie Transfei-red Assets and hence 807 KAR 5:001, Section 9(1) is inapplicable. E807 

I U R  5:001, Section 9(2)(b).] 

38. Tlie book value of tlie Transferred Assets will be fixed at the time of closiiig. The 

book value, net of accumulated depreciation, of tlie Transfei-red Assets as of December 3 1 , 20 1 1 

was $678 niillioii. The book value of the Assumed Liabilities will be also fixed at tlie time of 

closing. Tlie book value o€ tlie Assumed Liabilities, excluding debt, as of December 3 1 , 201 1 

was $1 59 million. Therefore, the net booli value of the Transferred Assets, net of assumed 

liabilities aiid indebtedness, as of December 3 1 , 201 1 was $5 19 niillioii and will initially be 

financed with a conibiiiatioii of paid-in-capital and an intercompany note. See also Paragraph 44 

o f  this Application. [807 I U R  5:OOl  , Section 9(2)(e).] 

39. Using the actual 201 1 cost incull-ed as an estimate of Kentiicky Power's annual 

operation and maintenance cost oE tlie Transferred Assets, these costs were $134.9 million For 

operations and $15.5 million for mairitenance in 201 1. E807 KAR 5:001, Section 9(2)(f).] In 

addition, using these and other 201 1 values to reflect tlie effects of the Mitchell traiisfer and tlie 

termination of the current Pool Agreement on ICPCo, the Company's cost of service would have 

increased approximately eight percent. 

16 



40. 111 coiiforiiiity with 807 KAR .5:001, Section 9(2)(c), (d), thee sets o r  maps to 

suitable scale sliowiiig tlie location of the Transferred Assets, iiicludiiig tlie Mitchell geiieratiiig 

station which is located near Mouiidsville, West Virginia, aiid the location and identification of 

the ownership of any like facilities owiied by others located within the 111ap area are filed witli 

this Application as EXHIBIT 5. The Translerred Assets will not compete with any other utility, 

coi-poratioii or person as described in tlie regulation. 

4 1. As paif of the Transfer and Assuiiiption Transaction Kentucky Power will acquire 

the Assumed Liabilities. The Assuined Liabilities iiiclude Srty percent of the liabilities 

described in Section 2.03 of the Asset Contribution Agreement. Excluded from the Assmned 

Liabilities are those liabilities described in Section 2.04 of Asset Contributioii Agreement. 

42,. The book value of the Assimied Liabilities will be fixed at tlie time of closing. 

The book value of the Assumed Liabilities, excluding debt, as of December 3 1, 2,011 was $159 

million. 

43. Tlie iiet book value of tlie Trmsfei-red Assets will initially be financed with a 

combiliation of paid-in-capital and an iiitercompaiiy note. Based on the net book value of $5 19 

iiiillioii at December 3 I ,  20 1 1 , the estimate of Paid-in-Capital is $3 1 9 iiiillioii a i d  tlie anticipated 

intercompany note is $200 million. The actual capitalization will be determined at the time of 

closing based on the actual net assets transferred on or about December 3 1 , 201 3. 

44. No new debt will be issued by Keiitucky Power at the time of the Transfer and 

Assumption Transaction. Within six inoiiths of tlie closiiig of the Transfer and Assumption 
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Transaction, I<entuclcy Power anticipates issuing debt in tlie approximate amount of $275 

million. Tlie proceeds will be used to retire tlie intercompany note tliat will be assumed in 

coiuiection with tlie Transfer and Ass~imption Transaction, and to recapitalize ICentucky Power 

to restore its debt-capital ratio to levels approximating tlie levels prior to tlie Transfer and 

Assumption Transaction. In addition, tlie rights and liabilities associated with tlie West Virginia 

Economic Development Authority (“WVEDA”) Pollutioii Control Revenue Bond (“PCRB”). l7 

that partially financed the FGD units coastr~icted at the Mitchell generating station will be 

trans€erred to Ihituclcy Power. This $65 inillion WVEDA bond for Mitchell is currently lield in 

trust by Ohio Power and may be reissued by Kentucky Power. Kentucky Power will seek all 

necessary approvals under KRS 278.300 for any financing activities srtbsequent to the Transfer 

and Assuiiiptioii Transaction. [807 I U R  5:001, Section 1 l(l)(e).] 

(a) 

A general description of Kentucky Power’s property and its field of operation, 

together with tlie stateiiient of its original cost and its cost to Kentucky Power, is attached as 

Regulatory Requirements - 807 KAR 5:001, Section 11. 

45. 

X H H B H T ~ .  [807 KAR 5:001, Section 1 l(l)(a).] 

46. The Assurned Liabilities in their entirety are being acquired by ICentuclcy Power 

as part of the Transfer and Assuniptioii Transaction, wliicli will pelinit Kentucky Power to meet 

its longteiiii capacity obligatioiis and to provide base load generation to meet its custoiiiers’ 

energy requirements. The Transfer and Assumption Transaction, which iiicludes the assumption 

of tlie assuiiied liabilities, is tlie least cost alternative for ineetiiig these obligatioiis and 

” West Virginia Economic Developinelit Authority $65,000,000 Series 2008A Mitchell PCRB. 
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requireinelits. 

described in inore detail above. [807 ICAR 5:001, Section 1 1(1)(c).] 

The property to be acquired and tlie liabilities and debt to be assumed are 

47. The assets to be acquired include an undivided fifty percent interest in: 

(a) tlie Mitcliell generating station; mid 

(b) tlie assets described in Section 2.0 1 of the Asset Contribution Agreement. 

Excluded fiom the assets to be acquired in coiuiectioii with tlie assuinptioii of indebtedness are 

the assets described in Sectioii 2.02 of tlie Asset Contribution Agreenieiit. Maps a i d  drawings 

showing tlie property lo be acquired are attached as EXHIBIT 5. No contracts have been made for 

the Transferred Assets or the disposition of any iiidebtediiess or liabilities. [807 KAR 5:OOl , 

Section 1 1 (l)(d).] 

48. There are no outstanding trust deeds or mortgages relating to Kentucky Power or 

its property. There are no trust deeds or mortgages relating to the Transferred Assets. [80'7 ICAR 

5:001, Section 11(2)(b).] 

49. 

EXHIBIT 5. 

The information required by 807 I<AR 5:001, Section 11(2)(c) is attached as 

SO. Kentucky Power will not issue any stock as part of the Transfer and Assumption 

Transaction. [807 ICAR 5 : O O  1, Section 1 1 (l)(b).] 

(b) Regulatory Requirements - SO7 ISAR 5001, Section 6 (Financial 
Exhibit). * 

5 1. Kentucky Power has tlie following stock authorized, issued axid outstaiidiiig: 

'' 807 KAR 5:001, Section 11(2)(a). 
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(a) Coiniiioii Stock: 2,000,000,000 shares authorized and 1,009,000 shares 

outstanding. [807 MAR S:O01, Section 6(1), (2)]; and 

(17) Kentucky Power has no authorized preferred stock. 1807 ISAR S:OOl, 

Section 6(3).] 

52. There are no inortgages encumbering ICeiitucky Power’s property or the 

Transferred Assets. [807 ISAR 5:001, Section 6(4).] 

53. The bonds identified in EXHIBIT 7 to this Application constitute the Company’s 

authorized and issued bonds. [807 KAR S:OOl, Section 6(5).] 

54.. The note identified in EXMIBIT 7 to this Application coiistitutes the Company’s 

existing note. [807 ISAR 5:001, Section 6(6).] 

55. ICentucky Power has no other indebtediiess outstanding. [SO7 I U R  5:001, 

Section 6(7).] 

56. During the past five years Kentucky Power paid the dividends identified in 

EXHIBIT 4 lo this Application. l807 KAR 5:001, Section 6(8).] 

57. A detailed incoine statement and a detailed balance sheet for Kentucky Power for 

the twelve nioiitli period eiidiiig September 30, 2012 are attached as EXHIB~T 8 and EXI~HB~T 9 

respectively. [807 IUIP 5:001¶ Section 6(9).] 

(c) The Traiisfer And Assuiiiptioii Transactioii Satisfies The Requirements Of 
IORS 278.300. 
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58. The Assuiiied Liabilities are being acquired by KeiitLiclsy Power in coiuiectioii 

with tlie transfer of tlie Transfewed Assets. Tlie Transfeixd Assets will permit I<entucky Power 

to meet its long-term capacity obligations and to provide base load geiieratioii to meet its 

custoiiiers’ energy requirements. Tlie Transfer axid Assumption Traiisactioii, which includes the 

assuiiiptioii of tlie assuiiied liabilities, is tlie least cost alternative €or iiieetiiig these obligations 

aiid requirements. As such, the liabilities are being assuiiied in coiuiectioii with a lawfill object 

witliiii the corporate piirposes of I<e1mcl<y Power, aiid are necessary aid. appropriate for, and 

coiisisteiit with, the proper perforiiiaiice by the Company o€ its provision of electric utility 

service to the public. The assuinptioii by the Coinpany of the Assumed Liabilities as part of the 

Transfer and Assumption Transaction satisfies tlie requireinelits of I(RS 278.300. 

Fi’ AN 

59. KRS 278.02,0(5) requires Corruiiission approval for any acquisition or traiisfer of 

owiiership of, control, or tlie right to control “any utility under tlie jurisdiction of the 

coiimissioii.” 

GO. KRS 278.020(6) liltewise requires Commission approval of tlie acquisition or  

control of any utility furnishing service in the Coinmoiiwealtli. Excluded from the requirements 

o€ KRS 278.020(6) is tlie acquisitioii of coiitrol of a utility providing service in tlie 

Coiniiioiiwealth where both the acquiring entity and the entity to be acquired are under coinmoii 

control. I<RS 2,78.020(7)(b). 

61. The final step oC the Transfer aiid Assumption Traiisactioii is the iiierger of 

NEWCO I<eiitucky with I<elitucky Power. Thro~igli the merger, Kentucky Power will be the 
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surviving entity and the Transfemd Assets and the Assumed Liabilities will be transferred to the 

Company. 

62. NEWCO Kentucky will be created and briefly exist at the time o r  tlie merger to 

facilitate the transaction. Although during this brie€ period NEWCO Kentucky will own assets 

that could be used in coniiection with the generation of electricity to the public for compensation 

€or liglits, heat, power, and other uses, NEWCO Kentucky will iiot be a utility under the 

jurisdiction of tlie Conmission. Its corporate existelice will cease upon its merger with 

Kentucky Power. As a result, the merger is iiot subject to tlie requirements of ICRS 278.020(5), 

wliicli is limited to the acqiiisitioii or transfer of ownersliip or control o€ a utility under the 

jurisdiction o€ tlie Coiimiission. 

63. For tlie same reasons, NEWCO Kentucky will not be providing utility service in 

the Conimonwealtli. Accordingly, tlie merger is not subject to the requirements of 

KRS 278.020(6), wliicli is liinited to the acquisition of control of a utility fiii-nishing service in 

tlie Conmionwealtli. In addition, NEWCO Kentucky will be under coiiuiion control with 

Kentucky Power. As such, the merger of NEWCO Kenhicky and Kentiicky Power is not subject 

to the requirements of I<RS 278.020(6). KRS 278.020(7)(b). 

64.. Kentucky Power requests that the Coriuiiission enter an Order declaring thal the 

merger of NEWCO Kentucky and ICentucky Power is not subject to tlie requirements of ICRS 

278.020(5) or I<RS 278.020(6) on or before February 15, 2013. If the Conmission determines 

that tlie merger o€ NEWCO Kentucky and Kentucky Power is subject to review under ICRS 

278.020(5) or ICRS 278.020(6), or, if the Cominission is unable to determine by Felmiary 15, 

201 3 whether approval under KRS 278.020(5) or ICRS 278.020(6) is required in connection with 
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tlie merge, Ikntucky Power will file an application seeltiiig approval for the merger uiider KRS 

278.020(.5) or KRS 278.020(6), or both, as the case may be. Kentucky Power will also reqiiest 

that this second application be consolidated with this proceeding. 

(a) The Conipaiiv’s Investigation Of Enviroixiieiital And Other Controls 
Or Measures On Or Relating To Big Sandy Uiiit 2 To Meet Clean Air Act 
And Other Environmental Requirements 

65. Beginning in 2004 I<.eiituclty Power, in collaboration with AEPSC, began a Phase 

I investigation into the measures necessary to permit Rig Sandy Unit 2 to coiitiiiue to operate in 

coiiipliaiice with the Federal Clean Air Act aiid other eiiviroimieiital requirements. Among the 

eiivironmeiital requirements addressed in the Phase I investigation were the foriner Cross-State 

Air Pollution Rule, the Clean Air Interstate Rule, the former Electric Generating thiit Maximum 

Achievable Control Technology Rule, tlie Mercury and Air Toxic Standards (“MATS’’) Rule, 

and the requireinelits imposed by tlie 2007 NSR Consent Decree. 

66. As part of the Phase I iiivestigatioii the Coiiipaiiy engaged an achitect/engiiieer to 

perform the engineering, design, aiid feasibility studies in connection with the iiivestigation. In 

Phase I tlie arcliitect/engineer, with input from a team of AEPSC engineers aiid managers, 

defined the scope of the project, prepared work plans, and developed a budgetary cost estimate 

and schedule for iniplementation. Preliminary eiiviroimental permitting work also began. 

Finally, because the Coiiipaiiy was investigating tlie use of a “wet” FGD unit (“WFGD”) a 

WFGD supplier was engaged to begin coiiceptual eiigineeriiig of the WFGD unit. 
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67. In 2006, ICentuclcy Power suspended, but did not cancel, the Phase I investigation 

into retrofitting Big Sandy TJiiit 2. Work was suspended because the Company conclucled the 

WFGD was not the most economic means of addressing the enviroimental requirements for the 

continued operation or Big Sandy Unit 2, and as a result of the decreased projected price spread 

between low and higher sulfur coals. At the time of s iqension,  the Phase I investigation and 

related expenditures for which defei-ral is souglit totaled approximately $1 5.2 million. $1.69 

inillioii of these expenditures were related to the landfill. 

68. Followiiig fiii-tlier investigation into tlie least cost alternative for meeting 

Kentucky Power’s capacity aiid energy needs in light o€ the eiiviroiuiiental requirements 

afEecting Big Sandy TJiiit 2, the Conipany reiiiitiated its Phase I iiivestigation in October 201 1.  

This work was a continuation of the work that began in 2004 and was suspended in 2006. As 

p a t  of this investigation the Company evaluated the available FGD technologies and coiicluded 

that the best suitable tecluiology was a dry FGD (“DFGD”) unit. Finally, the Company also 

uiidertook the necessary engineering aiid other required activities to suppoi1 the Company’s 

application in Case No. 201 1-00401. 

69. On May 31, 2012, the Coniiiiissioii granted the Company’s iiiotion for leave to 

witlidraw without prejudice its application in Case No. 201 1-00401 to permit the Company to re- 

evaluate the continued operation of the Big Sandy generating station in light of the 2007 NSR 

Consent Decree, the Cross-State Air Pollution Rule, the iVATS Rrrk, arid other enviroiunental 

standards. 

70. Based upon the Company’s re-evaluation, Kentucky Power concluded that tlie 

transfer of a fifty percent undivided interest in the Mitcliell generating station and the retirement 
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of Big Saiidy Unit 2 by Julie 2015 is the least cost alternative for iiieetiiig its long-term capacity 

obligations and to provide base load generation to meet its customers’ ciiergy requirements. As a 

coiisequeiice of Big Saiidy Unit 2’s proposed retirement, the unit will not be retrofitted with 

enviroimieiital controls. The expeiises incurred by the Company iii coixiectioii with its Phase I 

investigation into the iiieasures necessary to permit Big Saiidy TJiiit 2 to coiitiiiue to operate in 

compliance with the Federal Clean Air Act aiid other eiiviroimeiital requirements were 

necessary, proper, aiid prudently incurred. 

(b) 

As of November 30, 2012, the iiicreiiieiital costs associated with the Phase I 

The Amount To Be Accumulated And Deferred. 

71. 

investigation that would not have been incurred but for the investigation totaled $29,287,494. 

The expenditures through October 3 1, 2012 for which defei-ral is being sought are: 

Description WFGD DFCD Total 

Internal L,abor $ 798 $ 81,918 $ 186,833 $ 2~39,549 

Outside Services $ 1,760,535 $ 11,246,162 $ 7,102,097 $20,108,794 

Service Corporation 
Charges $ 469,771 $ 1,306,534 $ 2,119,992 $ 3,896,297 

Lalid Purchase $ 630,376 $ - 9 ;  $ 630,376 

Overheads $ 678,412 $ 921,489 $ 2,686,515 $ 4,2,86,416 

Other $ 20.130 $ 7,474 9; 68.458 $ 96.062 

Total $ 3,560,022 $ 13,563,577 $12,163,895 $29,287,494. 

The Company does not anticipate any additioiial costs will be incurred in coixiection with its Big 

Saiidy TJiiit 2 Phase 1 iiivestigatioii, but will suppleiiieiit this Applicatioii with any updated 

A Laidfill would have been required for both the WFGD and DFGD. 19 
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values. 

72. Kentucky Power currently has recorded, sub-ject to Conmission approval, its total 

Phase I investigation expenditures with respect to Rig Sandy LJnit 2 011 its balance sheet as an 

asset. If tlie Coiiipany is authorized to defer tliese Phase I iiivestigation costs tlie regulatory asset 

will be recorded under Account No. 1823 - Other Regulatory Assets. 

73. Kentucky Power’s base rates currently contain 110 expenses relating to the Phase I 

iiivestigation of Big Sandy Unit 2. 

74. ICenhicky Power seeks autliorization fiom the Conuriissioii to accumulate and 

defer €or review and recovery in Kentucky Power’s next base rate proceeding the net actual costs 

incurred as part of tlie Big Sandy Unit 2 Pliase I investigation from 2004 to date. The current 

amount to be established as a regulatory asset in Account No. I823 is $29,287,494. 

(c) Basis For The Requested Accounting Treatinelit 

75. FASB Codification 980-340-2.5- lprovides for the creation under prescribed 

circumstances of a regulatory asset such as Kentucky Power proposes. FASR Codification 980- 

340-25-1 states in pei-tinent pai-t: 

Rate actions of a regulator can provide reasonable assurance of the existelice of 
an asset. An enterprise slzall cnpitalize all or part of nrz iszcurred COS$ flmt 
1vm4hi otl~erwise be claarged to expense ifboth ~ ~ t l ~ e ~ o ~ l ~ ~ i ~ ~ ~  criteria are met: 

a. It is probable (as defined in Topic 450) that future revenue in an 
arnount at least equal to the capitalized cost will result from the inclusion 
of that cost in tlie allowable costs for raternalung purposes. 

b. Rased 011 the available evidence, tlie future revenue will be 
provided to permit recovery of the previously incurred cost rather than to 
provide for expected levels of similar fiiture costs.. . . 20 

‘O (emphasis supplied). 
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76. The Coi~unissioii typically has exercised its discretion to approve a regulatory 

asset ~ipon demonstration that the expenses to be deferred fall into one of four categories: 

(1 ) an extraordinary noixecurring expense which coiild not have reasonably been 
anticipated or included in the utility's planning; (2) an expense resulting from a 
statutory or administrative directive; (3) an expense in relation to an industry 
spoiisored initiative; or (4) an extraordinary noiu-ecurring expense tliat over time 
will result in a savings tliat fLiI1y offsets tlie costs.2' 

77. The Big Sandy Phase I investigation expenditures that are tlie subject of this 

application result from statutory aiid administrative directives, including those requirements 

identified in Paragraph 65 of this application. 

78. In accordance with FASB Codification 980-340-251 and Coiimission precedent, 

Kentucky Power requests the Coinmission to exercise its authority under 1CR.S 273 220 to 

prescribe the maimer in whicli the Coinpaiiy keeps its accounts by entering an order perniitling 

I<eiitucky Power to accumnidate aiid defer for review aiid recovery in its next base rate 

proceeding the $29,287,4.94- in incurred by the Coinpaiiy in conducting its Rig Sandy Unit 2 

Phase I and related investigations from 2,004 to present. 

111 The Matter 08 The Ajydicatioii of East Ueiitzrcfy Poiver Cooperative, Iiic. For ,411 Order Approving 
Accoiriiliiig Practices To Establish A Regulatoiy Asset Related To Certniil Rejdaceiiierit Power Costs Restiltiiig 
From Geiieratioii Forced Outages, Case No. 2008-00436 at 4 (Icy. P.S.C. Deceiiiber 23, 2012), 
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79. In light o€ tlie time required to coiisuiniiiate the transaction after all approvals are 

received, Kentucky Power requests that, with the exception of tlie request for declaratory relief 

for which the Comnpany is requesting an earlier deleriniiiatioii, tlie Coimiiission issue its order 

granting the requested. relief 110 later tlian Julie 30, 20 13. 

80. The exliibits and testiiiioiiy listed in tlie Appendix to this Application are attaclied 

to and made a part of this Application. 

8 1. The Applicant respectftilly requests that cominuilicatioiis in this matter be 

addressed to: 

Mark R. Overstreet 
R. Beiij ainiii Crittendeii 
STITES & I-IARBISON PLLC 
P.O. Box 634 
Fraikfort, Kentucky 40602-063 4 

I<eimetli J. Gish, Jr. 
STITES $L I-IARBISON PLLC 
250 West Main Street, Suite 2300 
Lexington, ICeiitucky 40507-1 758 

Ranie I<. Woludias 
I<eiitucky Power Coiiipaiiy 
P.O. Box 51 90 
Frankfort, Kentucky 40602-5 190 

ON BEHALF OF KENTUCKY POWER 
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WHEREFORE, I<entucky Power Coinpaiiy requests that tlie Coiimiissioii issue an Order: 

(a) Granting ICentucky Power a Certificate of Public Convenience and 

Necessity pursuant to KRS 278.020(1) and 807 IL4R .5:001, Section 9 approving the transfer to 

Kentucky Power of an undivided fifty percent interest in the Transfeixd Assets; 

(b) Approving pursuant to KRS 278.300 and 807 KAR S:OO1, Section 11 of 

the assiuiiiptioii by Kentucky Power o€ tlie Assumed Liabilities; 

(c) Declaring on or before February 15, 2013 that approval is not required 

pursuant to KRS 278.020(.5) or KRS 278.020(6) for the merger of I<.eiitucky Power and NEWCO 

I< eiituck y ; 

(d) Authorizing Kentucky Power Coinpaiy in accordance with FASB 

Codification 980-340-25-1 to accumulate and defer for review and recovery in its liexi base rate 

proceeding before the Coiimissioii tlie approximately $30  nill lion of costs incun-ed Goiii 2004 

tluough present in coiviection with the Company's on-going effoi-ts to meet Federal Clean Air 

Act and other enviroivnental requirements with respect to Rig Sandy Unit 2; and 

(e) Granting I'entucky Power such other relief or approvals as may be 

appropriate or required to consunmate transactions set forth in this Application, including the 

Transfer and Acquisition Transaction, and tlie accounting deferral aiicl authorization to create a 

regulatory asset. 
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R. Benjamin Crittendeii 
STITES & HARRISON PLLC 
421 West Main Street 
P.O. Box 634 
Fraidcfort, Keiitucky 40602-0634 
Telephone: (502) 223-3477 
Facsimile: (502) 223-4387 
inoverstreetG3,stites.com 
bcrittenden@,stites.com 

Kenneth J. Gisli, Jr. 
STITES & HARRISON PLLC 
250 West Main Street, Suite 2300 
L,exingtoii, Keiituclcy 40507-1 758 
Telephone: (859) 226-2300 
Facsimile: (859) 425-7996 
ltgisli@,stites.com 

COUNSEL FOR: 
KENTUCKY POWER COMPANY 
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VERIFICATION 

I, Gregory G. Pauley, President and Chief Operatiiig Officer of Kentucky Power 
Coiiipany, after being duly sworn, state that the lacts coiitaiiied iii this Application are true and 
accurate to the best of my luiowledge. 

COMMONWEALTH OF KENTUCKY ) 
1 

COUNTY OF FRANKLIN 1 

Subscribed aiid sworii to before me by Gregory G. Pauley on this the ,/ 
December, 20 12. 

My Commission Expires: 
/7 
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FIICATE OF SE 

I hereby certify that a true aiid accurate copy of the foregoing was served as indicated 
below uipoii: 

Michael L. Kurtz 
Jody M. Kyler 
Boelm, Kurtz & Lowry 
36 East Seventh Street, Suite 1510 
Ciiiciiuiati, Ohio 45202 

By Overnight Delivery 

Jennifer Black Hans 
Dennis G. Howard I1 
Lawreiice W. Cook 
Kentucky Attorney General’s Office 
1024 Capital Center Drive, Suite 200 
Frankfoi?, Kentucky 40601 -8204 

By Overnight Delivery 

+ on this the f lday  of December, 20 12. 

Mark R. Overstreet 
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A x 

Subject Matter 

Discusses the basis for Kentucky Power’s re -evaluation o r  
tlie Big Sandy geiieratiiig station in light of existing aiid 
pending eiiviroimeiital requirements; details tlie decision to 
transfer of ai tilldivided fifty perceiit interest in the Mitchell 
generating station to Kentucky Power; aiid provides an 
overview of this Application. 

Describes the Strategist@ modeling application used by 
I<eiitucky Power. 

Addresses the forecasts for natural gas prices, CO2 prices, 
coal prices, energy prices, a id  capacity values used iii 
Company Witnesses Beclter and Weaver’s analyses and how 
tlie forecasts were derived. 

Describes the Mitcliell generating station and its operatioiial 
characteristics aiid compares the Big Sandy and Mitchell 
geiieratiiig stations. 

Provides a review of tlie proposed asset transfer for 
coiisisteiicy with regulatory principles. 

Discusses the current aiid ftiture eiiviroivneiital requireineiits 
affectiiig the Compaiiy’s generating assets and tlie Mitcliell 
generating station and plaiuied coinpliaiice measures. 

Describes the Kentucky Power generation resources 
modeled, the modeling process used, aiid the resulting 
aiialy s es. 

Provides an overview of the accouiiting a id  financing 
activities associated with the proposed asset transfer; 
summarizes tlie estimated custoiiier rate iiripact due to the 
traiisfer of the Mitchell geiierating station aiid the 
teriiiiiiatioii of the current Pool Agreement; explains the 
Company’s request for tlie deferral of‘costs aiid 
establislment of a regulatory asset in coiuiectioii with the 
Phase I iiivestigatioii of the Big Sandy Unit 2 scrubber 
project. 

Witness 

Gregory G. Patiley 

Mark A. Beclter 

Karl R. Bletzaclcer 

Jeffery D. LaFleur 

Karl A. McDeiinott 

Jolxi M. McMaiius 

Scott C. Weaver 

Raiiie I<. Woliiilias 



EXI-IIBIT 1 : Asset Contribution Agreement (Paragraph 13 of the Application). 

EXHIBIT 2: Form of Agreement and Plan of Merger of Kentucky Power Company and 

NEWCO Kentucky (Paragraph 2.5 of tlie Application). 

Uiiexecnted copy of the Mitcliell Plant Operating Agreeineiit aiiioiig APCo, 

Kentucky Power, aiid AEPSC, as agent (Paragraph 2,7 of tlie Application). 

EXI-IIBIT 3 : 

EXI-IIBIT 4: Representative list of principal agreeinelits to be assuiiied by APCo (Paragraph 28 

o f  the Applicatioii). 

Maps aiid drawings to suitable scale showing location and layout of Transferred 

Assets and the location o f  nearby lilte facilities. (Paragraphs 40, 47, aiid 49 of tlie 

Application). 

General description of Kentucky Power’s property, tlie Coiiipaiiy’s field of 

operation, and cost inforiiiatioii (Paragraph 45 of the Application). 

EXHIBIT 5: 

EXHTIBT 6: 

EXEIIBIT 7: Iiiformation regarding bonds, note, a i d  dividends paid (Paragraphs 5 3, 54-, and 56 

of the Application). 

Detailed iiiconie stateinelit of Kentucky Power for tlie year ended Septeinber 30, 

2012 (Paragraph 57 of tlie Application). 

EXHIBIT 8: 

EXHIBIT 9: Detailed balance sheet of Kentucky Power for tlie year ended Septeniber 30, 2012 

(Paragraph 57 of the Application). 
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ASS NT ENT 

This Asset ~ o n n ~ ~ ~ b ~ ~ ~ ~ ~  Agreement (this "Agreement"), dated as of 201-, is 

nc., a Delaware corporation ("Transferor"), and 

corporation ("Transferee"). Collectively, Transferee 

aiid Transferor inay be rekrred to herein as the "Parties" and each, individually, as a "Party." 

___ W I T N E S S E T H  - _. - - - __ __ - - 

S, Transferor owns the Mitchell Power Generation Facility in Moundsville, 

West Virginia which is comprised o€ two 800 Mw generating units and associated plant, 

equipinelit and facilities and certain other assets, improveinents, properties (both tangible, 

iiicludiiig real and personal property, aiid intangible), aiid rights associated therewith or ancillary 

thereto, all as more specifically described in Scliedule 1.01 (tlie "Mitchell Plant"). 

EAS, Transferor desires to transfer and assign to Transferee, aiid Transferee 

desires to acquire and assume froin Transferor, the Traiisfeil-ed Assets (as liereinafter defined) 

and certain liabilities, upon the te rm aiid coiiditioiis hereinafter set forth; 

AS, Transferor aiid Transferee intend that the transfer of the Transferred Assets 

coiiteinplated herein qualify as contributions to capital uiider Section 3.5 1 of tlie Intel-nal Revenue 

Code of 1986, as aineiided; and 

AS, Transferor directly owns all of the outstanding capital stock of Transferee. 

, in coiisideration of tlie premises and the mutual coveiiaiits, 

agreements, representations and warranties hereinafter set forth, the Parties, intending to be 

legally bound, hereby agree as follows: 

Section 1.01 Definitions. 

(a) As used in this Agreement, the following terms have the following 

ineanings : 

I 
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" AffilIiate" ineans a Person that directly or indirectly though one or inore iiiteiinediaries, 

controls, or is controlled by, or is under cominoii control with, the Peison specified. The term 

"control" (including the terms "controlling," "controlled by" aiid "under coininoii control with") 

means the possession, direct or indirect, of the power to direct or cause the diiection of the 

inanageinelit and policies of a Person, whether through the ownership o€ voting secuiities, by 

contract or otherwise. 

I' ineaiis the Assumption Agreement, the Asset Transfer 

Agreement, the Deeds, the Assigninelit of Easeineiits and Rights of Way, the Assigninelit of Real 

Propeity L,eases, the Assigninent of Contracts and aiiy other agreements or instruinelits enteied 

into between the Parties with respect to the transactioiis contemplated by this Agreement. 

" ineaiis the Asset Transfer Agreement to be executed aiid 

delivered at Closing by Transferor to Transferee in substantially the form attached hereto as 

Exhibit E. 

I 1  

l q A s § ~ ~ ~ ~ e ~ ~  of Contracts" ineans the Assigninelit of Contracts agreement to be entered 

into between Transferoi and Tiansferee at Closing, in substantially the forin attached heieto as 

Exhibit A. 

I' ineaiis the Assignments of Easeineiits 

and Rights of Way agreements to be entered into by Transferor aiid Transferee at Closing, in 

substantially the forin attached hereto as Exhibit B. 

'I 

" ineaiis the Assigninelit of Real Property Leases 

agreements to be entered into by Tiansferor and Transferee at Closing, in substantially the form 

attached heieto as Exhibit C. 

I t  

" has the ineaniiig set forth in Section 2.03. 

l q A ~ ~ u m e d  Payables" ineaiis a certain amount of those payables owed by Traiisferor 

II 

with respect to the Transfened Assets, as set forth in Schedule 1.02. 

m a n s  the Assuinptioii Agreenient to be entered by 

Transferor and Transferee at Closing, in substantially the form attached hereto as Exhibit D. 

ineans a day other than a Saturday, Sunday 01- day on which banks are 6 6  

permitted or required to reinain closed in the state of Ohio. 

LA" ineans the Comprehensive Environmental Response, Compensation, and 

Liability Act of 1980, as amended from time to time. 

2 



EXHIBIT 1 
Page 6 of 32 

of Asset ~ o ~ ~ r r ~ ~ ~ ~ t ~ o ~ n  Agrree~aaent 

"Closing" has the ineaiiiiig set forth in Section 3.03. 

It  has the ineaiiiiig set forth in Section 3.03. 

"Contracts" has the ineaiiiiig set forth in Section 4.01 (i). 
1 1  

" has the ineaiiiiig set forth in tlie definition of "Iinproveineiits." 

I' ineaiis the long-term and short-term debt owed by Transferor as described in 

Schedule 1.03. 
'I ineaiis those certain deeds to be executed and delivered at Closiiig by 

Transferor to Transferee. 

I' nieaiis the Transferor's deferred tax assets relating to the 

Traiisferred Assets or any assuined Liability that is carried 011 its books. 

I '  means the Transferor's deferred tax liability relating to the I 1  

Transferred Assets or any assuined Liability that is carried 011 its books. 

'I ineaiis the easements and rights of way as described in 

Schedule 1.04. 

"Effective Time" has the ineaiiiiig set forth in Section 3.03. 

" ~ "  iiieaiis all authorizations issued to Transferor by a 

Goveiiiiiieiital Authority pursuaiit to a statutory or 1-egulatory prograin proinulgated by a 

Govei-nineiital Authority pursuaiit to which air emissioiis sources subject to the prograin are 

authorized to emit a prescribed quantity of air emissions. 

" ~ ~ ~ ~ ~ ~ b ~ a ~ ~ e "  ineaiis any security interest, pledge, mortgage, lien, charge, option to 

purchase, lease, claim, restriction, coveiiaiit, title defect, hypothecation, assignment, deposit 

arrangement or other eiicuinbraiice of any kind or any preference, priority or other securit.y 

agreeineiit or preferential aimigeineiit of aiiy ltiiid or nature whatsoever (including aiiy 

coiiditioiial sale or title retention agreement). 

ition" ineaiis the presence or Release to the environment, 

whether at the Real Property or otherwise, of Hazardous Substances, iiicludiiig any migration of 

Hazardous Substances through air, soil or groundwater at, to or from the Real Property or at, to 

or from any Off-Site Location, regardless of when such presence or Release occurred or is 

discovered. 

Laws" ineaiis all (i) Laws relating to pollutioii or protection of the 

environment, natural resources or huiiiaii health and safety, incluc1iiig Laws relating to Releases 

3 
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or tlxeateiiecl Releases of Hazardous Substances or otherwise relating to the manufacture, 

formulation, generation, processing, distribution, use, treatment, storage, Release, transport, 

remediation, abatement, cleaiiup 01' handling of Hazardous Substances; (ii) Laws with regard to 

recordkeeping, notification, disclosure aiid reporting requireinelits respecting Hazardous 

Substances; aiid (iii) Laws relating to tlie inaiiageineiit or use of natural resources. 

I' has the ineaiiiiig set forth in Section 4.01(g). 

the meaning set forth in Section 2.04. 

1 Energy Regulatory Cornmission. 

IV iiieaiis that certain real property held by Fraiddiii Real Estate 

Company, a wholly owiied subsidiary of tlie Parent, as agent for aiid for the benefit of 

Transferor's electric geiieratioii assets as more specifically described in Schedule 1 .OS. 

"Generation Transmission Assets" has the meaning set forth in Section 2.01 (p). 

" ineaiis any of the practices, inetliods and acts engaged in or 

approved by a significant portion of the electric utility industry during the relevant time period, 

or any of tlie practices, inethods or acts which, in the exercise of reasonable ,judgment in light o E  

the facts knowii at the time the decision was made, could have been expected to accoinplish the 

desired result at a reasonable cost coiisisteiit with good busiiiess practices, reliability, safety and 

expedition. 

I V  

'I means aiiy: (i) nation, state, county, city, town, village, 

district, or other "jurisdiction of any nature; (ii) federal, state, local, municipal, foreign, or other 

goveriiment; (iii) goveriimental or quasi-governmental authority of any nature (includiiig any 

goveriimeiital agency, branch, department, official, or entity and any court or other tribunal); (iv) 

multi-iiatioiial organization or body; or (v) body exercising, or entitled to exercise, any 

administrative, executive, judicial, legislative, police, regulatory, or taxing authority or power of 

aiiy nature. 

1 1  

bs&ances" iiieaiis (i) aiiy petrochemical or petroleum products, oil or coal 

ash, radioactive materials, radon gas, asbestos in aiiy form that is or could become friable, urea 

forinaldehyde foam insulation and traiisforiners or other equipineiit that coiitaiii dielectric fluid 

which may coiitaiii levels of polychlorinated biphenyls; (ii) any chemicals, materials or 

substances defined as or iiicluded in tlie definition of "hazardous substaiices," "hazardous 

wastes," "liazardous materials," "hazardous constituents," "restricted hazardous materials," 

4 
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"extremely hazardous substances," "toxic substances," "coiitainiiiaiits," "pollutants," "toxic 

pollutants," or words OE similar nieaiiiiig aid regulatory elfect uiider any applicable 

Eiivironineiital Law; aiid (iii) any other chemical, inateiial or substance, exposure to which is 

prohibited, limited or regulated by any applicable Eiiviroiiineiital Law. 
I t  

I ' ineaiis all buildings, structures, inachiiiery and equipment (including 

all fuel handling aiid storage facilities), fixtures, construction work in progress ("CWIP"), and 

other improvements, iiicludiiig all piping, cables aiid similar equipment forming part of the 

mechanical, electi ical, plumbing or HVAC iiikaslructure 01 aiiy building, structure or 

equipment, located on aiid afPixed to the Real Property, the Leased Real Property aiid the 

Easenieiits a id  Rights of Way. 

I' means all of the following aiid siinilar intangible property and 

related proprietary rights, interests aiid protections, however arising, (i) all soEtware iiecessary to 

operate or maintain the Transferred Assets, (ii) coii-ficleiitial information, formulas, designs, 

devices, technology, know-how, research aiid development, inventions, methods, processes, 

compositioiis aiid other trade secrets, whether 01 iiot patentable and (iii) patented aiid patentable 

designs aiid inveiitions, all design, plant and utility patents, letters patent, utility models, pending 

patent applications aiicl provisional applicatioiis aiid all issuances, divisions, continuations, 

continuations-in-part, reissues, extensions, reexamiiiatioiis and reiiewals of such patents and 

applicatioiis. 

l'I[nveiilories'' meaiis (i) all iiiveiitoiies of fuels aiid coiisumables owiiecl by Transferor 

for use at the Mitchell Plant, whether located on Real Propeity, Leased Real Propeity or the 

Easements aiid Rights of Way associated with the Mitchell Plant or iii transit thereto or stored 

offsite and (ii) all materials aiid supplies, including without limitation, spaie parts, owned by 

Traiisferor for use at or in coiiiiection with the Mitchell Plant. 

I' iiieaiis the actual and cuiieiit knowledge of the corporate officer or 

orficers of the specified Person chaiged with iespoiisibility for the pairticular function as of the 

date of this Agreement, or, with respect to aiiy certificate delivered pursuant to this Agreement, 

tlie date of delivery of the cei tificate, without any implicatioii oE veriFicatioii or investigation 

coiiceriiiiig such knowledge. 

"Laws" iiieaiis all laws, statutes, rules, regulations, ordiiiaiices and other 

proiiouiiceineiits having the effect of law of the TJiiited States, aiiy foreign country and aiiy 
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domestic 01- foreign state, county, city or other political subdivision or of aiiy Goveriimeiital 

Authority. 

I t  has the ineaiiiiig set forth in Section 4.01(e)(i). t t  

" iiieaiis any liability or obligation, whether luiowii or unknown, whether 

asserted or not asserted, whether absolute or contingent, whether accrued or not accrued, whether 

liquidated or iiot liquidated, whether iiicurred or consequential, and whether due or to becoine 

due. 

II 

" ineaiis (i) any event, circuiiistaiice or coiiditioii materially 

impairing the ability of Transferor to peiforiii its obligatioiis uiider this Agreemeiit or any 

Aiicillary Agreeiiieiit or (ii) any change in or effect on Traiisferor or the Transferred Assets that 

is materially adverse to the Transfeelxed Assets, other than (a) any change resulting from changes 

in the international, national, regional or local wholesale or retail markets for electricity, (b) aiiy 

change resultiiig from changes in the iiiteriiatioiial, national, regional or local markets for fuel or 

coiisumables used at the Mitchell Plant, (c) any change resulting from changes in the North 

American, national, regional 01- local electric traiisinissioii system, and (d) any change in Law 

generally applicable to similarly situated Persons. 

II 

" has the ineaiiiiig set forth in the first Recital. I 1  

'I ineaiis an ainouiit iii dollars, as reflected in the coixesponding line 

item or items of the balance sheet of Transferor as of the applicable date for all Transferred 

Assets aiid all Assuined Liabilities. With respect to the Transferred Assets, Net Rook Value is 

equal to total Traiisferred Assets iiet of accumulated depreciation or ainortizatioii as appropriate. 

1 1  

'I means any real property other than the Real Property, the Leased I t  

Real Property or real property covered by the Easenieiits aiid Rights of Way. 

'I ineaiis (i) the articles or certificate of incorporation aiid 

the bylaws of a corporation; (ii) the liinited liability company or operating agreeinelit and 

certificate of formation of a limited liability company; (iii) the partnership agreeinelit and any 

statement of partnership of a geiieral partnership; (iv) the liinited partnership agreeineiit aiid the 

certificate of limited partnership of a liinited partnership; (v) any charter or siiiiilar document 

adopted or filed in coiiiiectioii with the creation, formation, or orgaiiizatioii of a Person aiid (vi) 

any aineiidmeiit to any of the foregoing. 

1 1  

llPare~it'q ineaiis Ainericaii Electric Power Company, Iiic. 



"Party" has the ineaiiing set forth in the first paragraph of this Agreeinelit. 

" has the meaning set forth in Section 4.01(k). 1 1  

I' ineaiis: (i) mechanics', carriers', workinen's, repairmen's 

or other like Eiicuinbraiices arising 01- incurred in the ordinary course of business that would not, 

individually or in the aggregate, reasonably be expected to have a Material Adverse Effect, (ii) 

Encumbrances for Taxes not yet due or which are being contested in good faith by appropriate 

proceedings and that would not, individually or iii the aggregate, reasonably be expected to have 

a Material Adverse Effect; (iii) iinpeifectioiis of title or eiicuinbraiices, if any, that, individually 

or in the aggregate, do iiot inaterially impair, and would iiot reasonably be expected to have a 

Material Adverse Effect; (iv) leases, subleases and similar agreements, and liens of aiiy landlord 

or other third party on property over which Sellers have easeinelit rights 01- on any Leased Real 

Property aiid subordination or similar agreeinelits relating thereto; (v) leases, iiiiiieral 

reservations aiid conveyances, easements, covenants, rights-of-way and other similar restrictions 

of record; (vi) any conditions that may be shown by a current, accurate survey or physical 

inspection of the Real Property or the Leased Real Property made prior to the Closing; (vii) 

zoning, planning, conservation restriction and other land use and eiiviroiimental regulations by 

Goveriiinental Authorities; (viii) the respective rights and obligations of the Parties under this 

Agreeinelit and the Ancillary Agreeinelits; (ix) Eiicuinbraiices resultiiig from legal proceedings 

beiiig contested in good faith by appropriate proceedings that would not, iiidividually or in the 

aggregate, reasoiiably be expected to have a Material Adverse Effect; and (x) other 

Encumbrances that would not, individually or in the aggregate, reasonably be expected to have a 

Material Adverse Effect. 

1 1  

ineaiis any individual, corporation (including aiiy non-profit corporation), 

general or limited partnership, limited liability company, joint venture, estate, trust, association, 

organization, labor union, or other entity or Governmental Authority. 

1 1  II 

I t  has the ineaiiiiig set forth in Section 2,.01(b). 

'I has the meaning set forth in Section 4-.01(e)(i). 

release, spill, leak, discharge, disposal of, puinpiiig, poui-ing, 

emitting, emptying, injecting, leaching, dumping or allowing to escape into or through the 

eiiviroiiineii t. 
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"Tax" - ineans all federal, state, local and foreign taxes, charges, fees, levies, imposts, 

duties or other assessiaents, including, without limitation, income, gross receipts, excise, 

employment, sales, use, transfer, license, payroll, franchise, severance, stamp, occupation, 

windfall profits, environinental (including taxes under Code Section 59A), premium, federal 

highway use, coininercial rent, custonis duties, capital stock, paid up capital, profits, 

withholding, social security, single business and unemployment, disability, real property, 

personal property, registration, ad valorem, value added, alternative or add-on minimum, 

estimated, or other tax or governmental fee of any kind whatsoever, imposed or required to be 

withheld by any Govei-iimental Authority, including any interest, penalties 01- additions thereto, 

whether disputed or not. 

" has the meaning set in the first paragraph of this Agreement. 

has the ineaning set forth in the first paragraph of this Agreement. 

Assets" has the meaning set forth in Section 2.01. 

(b) 
otherwise requires: 

Interpretation. In this Agreement, unless otherwise specified or where the context 

(i) a reference, without more, to a recital is to the relevant recital to this 

Agreement, to an Article or Section is to the relevant Article or Section of this Agreement, and to 

a Schedule or Exhibit is to the relevant Schedule or Exhibit to this Agreement; 

words importing any gender shall include other genders; 

words importing the singular only shall include the plural and vice versa; 

the words "include," "includes" or "including" shall be deemed to be 

(ii) 

(iii) 

(iv) 

followed by the words "without limitation;" 

(v) reference to any agreement, document or instrument m a n s  such 

agreement, docuinent or instruinent as arnended or modified and in effect from time to time in 

accordance with the terms thereof; 

(vi) reference to any applicable Law means, if applicable, such Law as 

amended, modified, codified, replaced or reenacted, in whole or in part, and in effect Erom time 

to time, including 1 ules and regulatioiis promulgated thereunder; 

(vii) "or" is used in the inclusive sense of "and/or"; 
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(viii) refereiices to documents, iiistiumeiits or agreeinelits shall be deeined to 

refer as well to all addenda, exhibits, schedules or aineiidineiits thereto; 

(ix) the words "hereof," "herein" and "herewith" and words of similar import 

shall, unless otherwise stated, be construed to refer to this Agreement as a whole and not to any 

paticular provision of this Agreement; and 

(x) refemices to any party hereto or any other agreement or document shall 

include such party's successors and permitted assigns, but, if applicable, oiily if such successors 

and assigns are not prohibited by this Agreement. 

s 

Section 2.01 Transfer of Assets. Upon the terms and coiiditioiis set forth in this 

Agreement, at the Closing but efkctive as of the Effective Time, Transferor shall transfer, 

convey, assign and deliver to Transferee as a coiitributioii to capital, and Traiisferee shall acquire 

aiid assume from Transferor as a contribution to capital, free and clear of all Eiicuinbraiices other 

than Permitted Encumbrances, an undivided fifty percent (50%) owiiership interest in and to the 

followiiig described assets (the "Transferred Assets"): 

(a) the Mitchell Plant; 

(b) the real property (including the Improvements) described in Schedule 

2.01 (b) (and together with the Fraiiltliii Real Property, the "Real Property"); 

the Real Property Leases(iiic1udiiig the linproveineiits) ; 

the Easements and Rights of Way (including the Iinproveineiits); 

all Itiveiitories; 

the Contracts; 

the Permits; 

the Enviroiimeiital Permils; 

the Intellectual Property; 

the Einissioiis Allowaiices; 
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(lc) tlie Defeil-ed Tax Assets; 

(1) all vehicles, equipment, machinery, furniture and other tangible personal 

property used in coiiiiectioii with the Mitchell Plant or located on or at the Real Property, the 

Leased Real Property aiid the Easements aiid Rights of Way, a partial list of which is described 

on Schedule 2.01(1); 

(in) tlie other assets described in Schedule 2.01(m); 

(11) all unexpired, transferable warranties and guarantees from manufacturers, 

vendors aiid other third parties with respect to any Improvement or item of real or tangible 

personal property constituting part of the Transfei-red Assets; 

(0) all books, purchase orders, operating records, operating, safety aiid 

maintenance manuals, engineering design plans, blueprints and as-built plans, specifications, 

procedures, studies, reports, equipment repair, safety, maintenance or service records, aiid 

similar items (subject to tlie right of Transferor to retain copies of same for its use), other than 

such items that are proprietary to third parties and accounting records (to the extent that aiiy of 

tlie foregoing is contained in an electronic format, Transferor shall reasonably cooperate with 

Transferee to transfer such items to Transferee in a format that is reasonably acceptable to 

Transferee) ; 

(p) the electrical transmission facilities associated with the Mitchell Plant 

located at or foimiiig part of the Mitchell Plant, including all energized switchyard facilities on 

the geiiei ation asset side oE the appropriate interconnection points and real property directly 

associated therewith, all substation facilities and suppoi t equipment, as well as all permits, 

contracts and warranties related thereto, including those certain assets aiid facilities specifically 

identi€ied on Schedule 2.01(p) (tlie "Generation Transmission Assets"); 

(q) without limitation of aiiy of the foregoing, Tiaiisferor is transferiiiig to 

Transferee an undivided fifty percent (50%) ownership interest in aiid to all Mitchell Plant power 

generation function equipment including, but not limited to, generation step-up transformers, 

turbine-generators, plant power distribution equipment such unit auxiliary transformers, forced 

draft fans, coal haiidliiig facilities, precipitator facilities, and protection and control equipment 

and systems that are associated with the Mitchell Plant; 
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(r) the rights of Transferor in aiid to any causes OP action against third parties 

relating to the Traiisferrcd Assets or any part thereof, including any claim for refunds (but 

excluding any refund, credit, penalty, payment, adjustment or reconciliation related to Taxes paid 

or due for periods ending prior to the Effective Time in respect OP the Transferred Assets, 

whether such refund, credit, penalty, payment, adjustineiit or reconciliation is received as a 

payment or, subject to Section 3.02, as a credit against future Taxes payable), prepayments, 

offsets, recoupment, insurance proceeds, coiideiniiatioii awards, judgments aiid the like, whether 

received as a payment or credit against future liabilities, ielatiiig specifically to Transierred 

Assets aiid ielatiiig to any period ending prior to, on or after the Efiective Time; 

(s) the rights of Transferor in, to and under all contracts, agreements, 

arrangements, perinits or licenses of any nature aiid related to the Transferred Assets, which are 

not expressly excluded pursuant to Section 2.02 aiid of which the obligations of Transferor 

thereunder are not expressly excluded by Transferee pursuant to Section 2.04; aiid 

(t) to the extent not otherwise described in this Section 2.01, all other assets 

and property, whether real or personal, tangible or intangible, that are associated with or used in 

coiiiiectioii with ownership aiid operation of the Mitchell Plant. 

Section 2.02 Excluded Assets. Notwithstanding anything to the contrary contained in 

Section 2.01 or elsewhere in this Agreement, nothing in this Agreement shall constitute or be 

construed as conferring on Transferee, aiid Transferee is not acquiring, any right, title or interest 

in aiid to any properties, assets, business, operation, or clivisioii of Transferor or any of its 

Aifiliates (other than Transferee) not expressly set forth in Section 2.01. 

Section 2.03 Assuined Liabilities. On the Closing Date, Transferee shall execute aiid 

deliver the Assuinption Agreement, pursuant to which, among other things, Transferee shall 

assume all Liabilities described therein and, in addition, Transferee shall assume fifty percent 

(50%) of the following Liabilities (collectively, the "Assumed Liabilities"): 

(a) on the terins aiicl subject to the coiiditioiis set forth in this Agreement, at 

the Closing, Transferee shall assunie aiid become responsible for, and shall thereaiter pay, 

perform aiid discharge as and wlieii due the Liabilities arising under or related to the Transferred 

Assets whether arising from, or relating to, periods prior to, on or after the Effective Time; 
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(b) all Liability of Transferor with respect to the Assuiiied Payables; 

(c) all Liability of Transferor with respect to the Debt to the extent relating to 

periods of time after the Effective Time; 

(d) all Liability of Transferor with respect to the Deferred Tax Liability; and 

(e) all Liability of the Transferor with respect to the property Taxes related to 

the Transferred Assets. 

2.04 Excluded Liabilities. Notwithstaiidiiig the foregoing provisioiis of Section 2.03, 

Traiisreree shall not assume by virtue of this Agreement, the Assuinptioii Agreeineiit or aiiy 

other Aiicillary Agreement, or the traiisactioiis contemplated hereby or thereby, or otherwise, and 

shall have 110 liability for any of the following Liabilities or aiiy Liability of Transferor that is not 

related to the Transferred Assets (the "Excluded Liabilities"): 

(a) any Liabilities of Transferor in respect of any assets of Transferor that are 

not Transferred Assets; 

(b) any Ldabilities in respect of Transferor's current iiicoine Taxes and any 

other Taxes not otherwise assuined pursuant to Section 2.03(d) and (e);  

(c) aiiy fines and peiialties imposed by any Goveriirneiital Authority resulting 

from any act or oinissioii by Transferor aiid not related to the Transferred Assets; and 

(d) aiiy Liability of Transferor arising as a result of its execution and delivery 

of this Agreeineiit or any Aiicillary Agreement, the per€orinaiice of its obligations hereunder or 

thereunder, or the consummation by Transferor of the transactions coiiteiiiplated hereby or 

thereby. 

ASS 

Section 3.01 Asset Transfer. Transferor shall transfer to Transferee an undivided .fifty 

percent (50%) ownership interest in aiid to the Transferred Assets at Net Book Value as of the 

Effective Time. In the eveiit that Glial amounts for the Net Book Value of the Transferred Assets 

are not available on the Closiiig Date, the filial Net Book Value o€ the Transferred Assets sliall 

be determilied aiid agreed to by Traiisreree and Transferor within iiiiiety (90) days after the 
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Closing Date. Transferor and Transferee agree to furnish each other with such documents and 

other records as may be reasonably requested in order to confirm the filial Net Book Value of the 

Transferred Assets. 

Section 3.02 Proration. 

(a) Transferee and Transferor agree that all of the items iioiinally prorated, 

including those listed below, 1 elating to the business aiid operation of the Transferred Assets 

shall be prorated as o€ the Effective Time, with Transferor liable to the extent such items relate to 

aiiy time period through the Effective Time, and Transferee liable to the extent such items relate 

to periods subsequent to the Effective Time: 

(i) personal property, real estate, occupancy and any other Taxes, 

assessments and other charges, if aiiy, on or with respect to the business aiid operation of 

the Transferred Assets. Provided, however, that tlie Parties shall not prorate any Taxes, 

assessments or cliarges relating to the Transferred Assets that are to be assumed by 

Transferee pursuant to Section 2.03; 

(ii) rent, Taxes and other items payable by or to Transferor uiidei- any 

of the Contracts to be assigned to and assumed by the Transferee hereunder; and 

(iii) sewer rents and charges for water, telephone, electricity and other 

utilities. 

(b) In coiiiiectioii with such proration, in the event that actual figures are not 

available at the Closing Date, the proration shall be based upon the actual amount of such Taxes 

or fees for the preceding year (or appropriate period) for which actual Taxes or fees are available 

and such Taxes or fees shall be re-prorated upon request of either the Transkror or the 

Transferee made within ninety (90) clays after the date that the actual ainouiits become available. 

Transferor and Transferee agree to furnish each otlier with such documents aiid other records as 

may be reasonably requested in order to confirm all adjustment aiid proration calculations made 

pursuant to this Section 3.02. 

Section 3.03 Closing. The transfer, assignment, coiiveyance and delivery of the 

Transferred Assets, and the coiisuinmatioii of tlie other traiisactioiis coiiteinplated by this 

Agreement, shall take place at a closing (the "Closing") to be held at the offices of American 
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Electric Power, 1 Riverside Plaza, Columbus, Ohio 43204 at a time mutually acceptable to the 

Parties 011 the date of the execution and delivery of this Agreement by each of the Parties (the 

"closiiig Date"). The closing shall be effective for all purposes as of [ ] (the 

"Effective Time"). 

Section 3.04 Closiiig Deliveries. 

(a) 
Transferee the following items: 

At the Closing, Transferor will deliver, or cause to be delivered, to 

(i) possession of the Transferred Assets; 

(ii) an original of each of the Deeds, duly executed and acknowledged 

by Transferor; 

(iii) an original of the Asset Transfer Agreement duly executed by 

Transferor; 

(iv) an original of the Assumption Agreement duly executed by 

Transferor; 

(v) an original of each Assigiiineiit of Easements aiid Rights of Way 

duly executed by Transferor; 

(vi) an original of each Assigiiinent of Real Properly Leases duly 

executed by Transferor; 

(vii) an origiiial of the Assigiiineiit of Coiitracts duly executed by 

Transferor; and 

(viii) such other docuineiits as are coiitemplated by this Agreeinelit or as 

the Transferee may reasonably request to carry out the purposes of this Agreement. 

(b) At the Closing, Transferee will deliver, or cause to be delivered, to 

Transferor the followiiig items: 

(i) an origiiial of the Asset Transfer Agreement duly executed by 
Transferee; 

(ii) ai1 origiiial of the Assumption Agreement duly executed by 

Transferee; 
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(iii) an original of each Assigiiineiit of Easements aiid Rights of Way 

duly executed by Transferee; 

(iv) an original of each Assignment of Real Property L,eases duly 

executed by Transferee; 

(v) an original of the Assigiiiiieiit of Contracts duly executed by 

Transferee; aiid 

(vi) such other docuineiits as are contemplated by this Agreeinelit or as 

the Transferor may reasonably request, iiicluding vehicle titles, to coiisuiniiiate the 

traiisactioiis contemplated hereby. 

s 

Section 4.0 1 Representations and Warranties of Transferor. Traiisferor represents and 

warrants to Transferee as follows: 

(a) Organization and Good Standing; Oualification. Transferor is a 

corporation duly formed, validly existing and in good standing under tlie laws of the state of 

Delaware. Transferor has all requisite power and authority to own, lease or operate the 

Transferred Assets and to carry on its business as it is now being conducted. 

(b) Authority aiid Eiilorceability. Transferor has full power aiicl authority to 

execute and deliver, and carry out its obligatioiis under, this Agreement aiirl each Ancillary 

Agreement to which it is a party and to coiisuininate the transactions coiiteinplatccl hereby and 

thereby. The execution, delivery and performance by Transferor of this Agreement aiid each 

Ancillary Agreement to which it is a party, aiicl tlie coiisuinmation of the transactions 

coiitemplated hereby aiid thereby, have been duly aiid validly authorized by all iiecessary action 

on tlie part of Transferor. Assuming the due authorization, execution aiid delivery of this 

Agreement aiid each Aiicillary Agreement to which it is a party by Transferee, this Agreement 

and each such Ancillary Agreeinelit coiistitutes a legal, valid and biiidiiig obligation of 

TransEeror, enforceable against it in accordance with its terms, except as such enforceability may 

be limited by applicable bankruptcy, iiisolveiicy aiicl other similar laws affecting tlie rights and 

remedies of creditors geiierally and by general principles of equity. 
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(c) No Violation; Consents and Approvals. 

(i) Neither the execution, delivery and perfoimance by Transferor of 

this Agreement and each Ancillaiy Agieement to which it is a paity, nor the 

consuniinatioii by Transferor of the transactions conternplated hereby and thereby, will (i) 

conflict with or iesult in any bleach or any provision of the Organizational Documents OP 

Transferor; (ii) result in a default (or give iise to any light of teiriiination, caiicellation or 

acceleration), or require a consent, under any of the terms, coiirlitions or provisions of 

any note, bond, mortgage, indenture, inaterial agreement or other instrument 01 obligation 

to which Traiisferoi is a party or by which it or any of the Transferied Assets may be 

bound, except for any such defaults or consents (or 1 iglits of termination, cancellation or 

acceleration) as to which requisite waivers or consents have been obtained or which 

would not, individually or in the aggregate, reasonably be expected to have a Material 

Adverse Effect; or (iii) constitute a violation of any law, regulation, order, judgment or 

decree appIicable to Transferor, except for any such violations as would not, individually 

or in the aggregate, reasonably be expected to have a Material Arlveise Effect. 

(ii) Transferor has obtained all consents and approvals from each 

Governmental Authority necessary for the execution, delivery and performance of this 

Agreement by Transferor or of any Ancillary Agreement to which Transferor is a party, 

or the consummation by Transferor of the transactions conteniplaterl hereby and thereby, 

other than such consents and approvals which, if not obtaiiied or made, would not, 

individually or in the aggregate, reasonably be expected to have a Material Adverse 

Effect. 

(d) Insurance. All inaterial policies of property, liability, workers' 

compensation and other forms of insurance owned or held by, or on behalf of, Transferor and 

insuring the Transferred Assets are in full Eorce and effect, all premiums with respect thereto 

covering all periods up to and including the date hereof have been paid (other tliaii retroactive 

premiums), and no notice of cancellation or termination has been received with respect to any 

such policy which was not replaced on substantially similar terms prior to the date of such 

cancellation. 

(e)  Leased Real Property. 
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(i) Schedule 4.01(e) sets forth a description of each lease of real 

property held by Transferor (tlie “Real Prolperty Leases”) and the real property covered 

thereby (the ”Leased Real Property”) that is to be transferred as coiiteinplated herein by 

Transferor to Transferee. 

(ii) Each Real Property Lease (a) coiistitutes a legal, valid and binding 

obligation of Traiisferor and, to Transferor’s Knowledge, cons titutes a valid and biiidiiig 

obligation of the other parties thereto aiid (b) is in €LIII force aiicl effect aiid Trans€eror has 

iiot delivered or received any written notice of teriiiiiiatioii thereunder. 

(iii) There is iiot under any Real Property Lease any default or event 

which, with notice or lapse of time or both, (a) would coiistitute a default by Transferor 

or, to Transferor’s Knowledge, any other party thereto, (b) would constitute a default by 

Transferor or, to Traiisferor’s Knowledge, aiiy other party thereto which would give rise 

to an automatic teuminatioii, or the right of discretionary termination, thereof, or (c) 

would cause tlie acceleratioii of aiiy of Transferor’s obligatiolis thereunder or result in the 

creation of aiiy Encuinbraiice (other than any Permitted Encumbrance) on any of the 

Transferred Assets. There are no claims, actions, proceedings or iiivestigatioiis pending 

or, to the Knowledge OC Transferor, tlxeateiied against Transferor or any other party to 

aiiy Real Property Lease before any Goveriiinental Authority or body acting in an 

adjudicative capacity relating in any way to any Real Properly Lease or the sub,ject matter 

thereof. Transferor has no Knowledge of any de€eiise, offset or counterclaiin arising 

under any Real Property Lease. 

(0 Title; Coiiditioii of Assets. 

(i) Sub.ject to Permitted Eiicuinbraiices, Transferor holds title to the 

Real Property and the Easements aiicl Rights of Way and has good aiid valid title thereto 

aiid to the other Transferred Assets that it purports to own or in which it has an interest, 

free and clear of all Encumbrances. 

(ii) The tangible assets (real aiid personal) at, related to, or used in 

connectioii with Mitchell Plant, talteii as a whole, (a) are in good operating and usable 

condition aiid repair, free froin any defects (except for ordinary wear aiid tear, in light of 

their respective ages and historical usages, and except for such defects as do not 
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inateiially interfere with the use thereof in the conduct of tlie normal operation and 

inaiiiteiiaiice of the Transferred Assets talten as a whole) and (b) have been maintained 

consistent with Good Utility Practice. 

(g) Eiivironineiital Matters. Except as disclosed in Schedule 4.01 (g): 

(i) TransCeror holds, aiid is in compliance with, all permits, 

certificates, certifications, licenses aiid other authorizations issued by Goveriiniental 

Authorities under Eiiviroiiineiital Laws that are required for Traiisferor to conduct tlie 

business and ope1 atioiis of the Transferred Assets (collectively, "Environmental 

Permits"), aiid Transferor is otherwise in compliance with all applicable Eiiviroiiiiiental 

Laws with respect to the business and operations of the Transferred Assets, except for 

any such failures to hold or coinply with required Eiivironineiital Permits, or such failures 

to be in compliance with applicable Eiiviroiiineiital Laws, as would not, individually or in 

the aggregate, reasonably be expected to have a Material Adverse Effect; 

(ii) Transferor has not received any written request for information, or 

been notified of any violation, or that it is a potentially responsible party, under CERCL,A 

or any other Eiiviroiiinental Law for coiitaiiiiiiatioii or air emissions at the Mitchell Plant, 

the Real Property, the Leased Real Property or the real property covered by the 

Easements and Rights of Way except for aiiy such requests or notices that would result in 

liabilities under such laws as would not, individually or in the aggregate, reasonably be 

expected to have a Material Adverse Effect, and there are no claims, actions, proceedings 

or investigations peiiding or, to the IOiowledge of Transferor, threatened against 

Transferor before any Governmental Authority or body acting in an adjudicative capacity 

relating in aiiy way to any Eiiviroiiineiital L,aws or against Transferor or Parent 

concerning contamination or air einissions at the Mitchell Plant, the Real Property, the 

Leased Real Property or the real property covered by the Easements and Rights of Way; 

and 

(iii) there are no outstanding judgments, decrees or judicial orders 

relating to the Transierred Assets regarding compliance with any Environmental Law or 

to the investigation or cleanup of Hazardous Substances under any Environmental Law 

relating to the Transferred Assets, except for such outstanding judgments, decrees or 
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judicial orders as would not, individually or in the aggregate, reasoilably be expected to 

have a Material Adverse Effect. 

(iv) Section I of Schedule 4.01(g) lists all material Environmental 

Permits. 

The representations aiid warranties made in this Section 4.01 (g) are the exclusive representations 

and warranties of Transferor relating to enviroiimeiital matters. 

(h) Condernnation. There are no pending or, to the I‘nowledge of Transferor, 

threatened proceedings or governineiital actions to coiideinn or take by power of eminent domain 

all or aiiy part of the Transfei’ell-ed Assets. 

(i) Contracts and Leases. 

(i) Schedule 4.01(i) lists all written contracts, agreements, licenses 

(other than Enviroiinieiital Permits, Permits or Intellectual Property) or personal property 

leases of Transferor that are material to the business or operations of the Transferred 

Assets (the “Contracts”). 

(ii) Each Contract (a) constitutes a legal, valid and binding obligation 

of Transferor aiid, to Transferor’s Ihowledge, constitutes a valid aiid binding obligation 

of the other parties thereto and (b) is in full force and effect aiid Transferor has not 

delivered or received any written notice of terininatioii thereunder. 

(iii) There is not under any Contract aiiy default or event which, with 

notice or lapse of time or both, (a) would constitute a default by Transkror or, to 

Transferor’s Knowledge, any other party thereto, (b) would constitute a default by 

Transferor or, to Transferor’s Knowledge, any other party thereto which would give rise 

to an automatic termination, or the right of discretionary termination, thereof, or (c) 

would cause the acceleratioii of aiiy of Transferor’s obligalioiis thereunder or result in the 

creation of any Eiicurnbrance (other than aiiy Permitted Encumbrance) on any of the 

Transferred Assets. There are no claims, actions, proceedings or iiivestigatioiis pending 

or, to the Knowledge of Tranderor, threatened against Transferor or any other party to 

any Contract before any Governineiital Authority or body acting in an adjudicative 
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capacity relating in any way to any Contract or the subject matter thereof. Transferor has 

110 Kiiowledge of any defense, offset or counterclaim arising under any Contract. 

(j) Legal Proceedinm. Except as set forth on Schedule 4.01(j) there are no 

actions or proceedings pending or, to the IQiowledge of Transferor, tlureatened against Transferor 

before any court, arbitrator or Goveriiineiital Authority, which, individually or in tlie aggiegate, 

would reasonably be expected to have a Material Adverse Effect. Traiiskror is not subject to 

any outstanding judgments, rules, orders, writs, injunctions or decrees of aiiy court, arbitrator or 

Governmental Authority tliat, individually or in the aggregate, would reasoiiably be expected to 

have a Material Adverse Effect. 

(IC) Permits. 

(i) Transferor Iias all permits, licenses, franchises and other 

governmental autliorizatioiis, coiiseiits aiid approvals (other than Eiiviroiiinental Permits, 

which are addressed in Section 4.01(k)) necessary to own and operate tlie Transferred 

Assets (collectively, "Permits"), except where any failures to have such Perinits would 

not, individually or in the aggregate, reasonably be expected to have a Material Adverse 

Effect. Traiisferor has not received aiiy written notification that Transferor is in 

violation, nor does Transferor have Knowledge of any violations, of any such Peiinits, or 

any Law or judgment of any Governinent Authority applicable to Transferor with respect 

to the Transferred Assets, except for violations that would not, individually or in tlie 

aggregate, reasonably be expected to have a Material Adverse Effect. 

(ii) Section I1 of Schedule 4.01(1~) lists all inaterial Permits (other than 

Eiiviroiiiiiental Perini ts). 

(1) Taxes. To tlie Knowledge of Ti-ansferor, Transferor has filed all Tax 

Returns that are required to be filed by it with respect to any Tax relating to the Transferred 

Assets, aiid Transferor lias paid all Taxes tliat have becoine due as indicated thereon, except 

where such Tax is being contested in good faith by appropriate proceedings, or where aiiy 

failures to so file or pay would not, iiidividually or in the aggregate, reasonably be expected to 

have a Material Adverse Effect. There are 110 Encuiiibrances for Taxes on tlie Transferred Assets 

that are not Permitted Encumbrances. 
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(m) Iiitellectual Property. Transferor has such ownership of or such rights by 

license or other agreeineiit to use all hitellectual Property necessary to permit Transferor to 

coiiduct its business with respect to the Timisferred Assets as ctirrently conducted, except where 

any failures to have such ownership, license or right to use would iiot, individually or in the 

aggregate, reasonably be expected to have a Material Adverse Effect. Transferor is iiot, nor has 

Transferor received any iiotice that Transferor is, in default (or with the giving of iiotice or lapse 

of time or both, would be in default) uiider any contract to use such Intellectual Property, aiid 

there are no material restrictioiis on the transfer of any material contract, or any interest therein, 

held by Transferor in respect of such Iiitellectual Property. Transferor has not received iiotice 

that it is infringing any Iiitellectual Property of any other Person iii coiiiiectioii with the operation 

or business of the Transferred Assets. 

(11) Coinoliaiice with Laws. Traiisferor is in compliaiice with all applicable 

L,aws with respect to the owiiership or operation of the Transferred Assets, except where any 

such failures to be in compliance would iiot, individually or in the aggregate, reasonably be 

expected to have a Material Adverse Effect. 

Section 4.02 Represeiitatioiis and Warranties of Traiisferee. Transferee 1-epreseiits aiid 

warrants to Transferor as follows: 

(a) Organization aiid Good S taiidiiig. Transferee is a corporation duly 

formed, validly existing aiid in good standing uiider the laws of the state of aiid 

has all requisite power and authority to own, lease or operate its properties and to carry on its 

business as it is iiow being conducted. 

(b) Authority and Enforceability. Transferee has full power and authority to 

execute and deliver and carry out its obligatioiis uiider this Agreement and each Ancillary 

Agreement to which it is a party, aiid to coiisuininate the traiisactioiis coiiternplated hereby and 
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thereby. The execution, delivei y and peiforinaiice by Traiis€eree oE this Agreement and each 

such Aiicillay Agreement, aiid tlie coiisuininatioii of the transactions contemplated hereby and 

thereby, have been duly aiid validly authorized by all iiecessary actioii by Transferee. Assuming 

tlie due authorization, executioii aiid delivery of this Agreeineiit and each such Ancillary 

Agreeinelit by the other paity or parties thereto, each o€ this Agreement and each such Ancillary 

Agreeineiit constitutes a legal, valid and biiidiiig obligatioii o€ Transferee, eiifoiceable agaiiist 

Transfeiee in accordaiice with its terms, except as such eiilorceability inay be limited by 

applicable baiduuptcy, iiisolveiicy aiid other similar laws affecting the 1 ights aiid remedies of 

ci editors geiierally and by geiieral priiiciples of equity. 

(c) No Violation; Coiiseiits and Approvals. 

(i) Neither the execution, delivery aiid peribrinance by Transferee of 

this Agreement aiid each Aiicillary Agreeinelit to which Transferee is a parly, nor the 

coiisuininatioii by Traiiskree of the traiisactioiis contemplated hereby aiid thereby, will 

(a) coiiflict with or result in aiiy breach of aiiy provision of the Qrgaiiizatioiial Documents 

OC Transferee; (b) result in a default (or give rise to aiiy right of termination, caiicellatioii 

or acceleration), or require a coiiseiit, uiider aiiy of the terms, coiiditioiis or provisioiis of 

aiiy note, bond, mortgage, indenture, material agreement or other instrument or obligatioii 

to which Transferee is a party or by which any of their respective material properties or 

assets may be bound, except for aiiy such deijults or coiiseiits (or rights of termination, 

caiicellatioii or acceleration) as to which requisite waivers or coiisents have been obtained 

or which would not, iiidividually or in the aggregate, reasonably be expected to have a 

inaterial adverse effect 011 the ability of Transferee to perform its obligations uiider this 

Agreement aiid the Ancillary Agreeinelits; or (c) constitute a violatioii of aiiy law, 

regulalion, order, judgineiit or decree applicable to Transferee, except for any such 

violations as would not, individually or in the aggregate, reasonably be expected to have 

a inaterial adverse effect 011 tlie ability o€ Transferee to perform its obligatioiis uiider this 

Agreement and the Aiicillary Agreements. 

(ii) Transferee has obtained all coiiseiits aiid approvals fi-om each 

Goveriiiiieiital Authority or other Person is iiecessary for the execution and delivery of 

this Agreemeiit or any Aiicillary Agreement by Transferee, or the coiisuiiimatioii by 
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Transferee of tlie transactioiis contemplated hereby and thereby, except for any such 

consents and approvals which, if not obtained or made, would not, individually or in the 

aggregate, reasonably be expected to have a material adverse e€fect on the ability of 

Transferee to pelforin its obligations under this Agreement and the Ancillary 

Agreements. 

(d) Legal Proceedings. There are no actions or proceedings pending or, to tlie 

Knowledge of Transferee, threatened against Transferee be-fore any court, arbitrator or 

Governmental Authority, which, iiidividually or in tlie aggregate, would reasonably be expected 

to have a Material Adverse Effect on the ability of TransEeree to perform its obligations under 

this Agreement aiid the Aiicillary Agreements. Transferee is not subject to any outstanding 

judgments, rules, orders, writs, injunctions or decrees o€ any court, arbitrator or Governinental 

Authority which, individually or in tlie aggregate, would reasonably be expected to have a 

material adverse effect on the ability of Transferee to peiform its obligations under this 

Agreement aiid the Aiicillary Agreements. 

Section 5.01 Transfer Tax; Recording Costs. All transfer, use, stamp, sales and similar 

Taxes and recording costs incurred iii connection with this Agreement aiid the transactions 

contemplated hereby shall be the sole responsibility of Transferee. 

Section 5.02 Further Assurances. 

(a) Subject to the terms and coiiditioiis of this Agreement, Transferor and 

Transferee shall use cominercially reasonable efforts to take, or cause to be takeii, all actions, 

and to do, or cause to be done, all things necessary, proper or advisable under applicable Laws to 

consummate and make effective the transfer of the Traderred Assets pursuant to this 

Agreement and the assumption oE the Assumed Liabilities, including using coinmercially 

reasonable efforts with a view to obtaining all necessary consents, approvals and authorizations 

of, and malting all required notices or .filings with, third parties required to be obtained or made 

iii order to consuininate the transactions hereunder, including the transfer of the Environmental 

Permits and the Permits to Transferee. Neither Transferor, on the one hand, nor Transferee, on 

the other hand, shall, without prior written consent of the other, take or €ail to take any action 
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which might reasonably be expected to prevent or materially impede, intei-fere with or delay the 

transactions contemplated by this Agreement. 

(b) In the event that any portion of the Transferred Assets shall not have been 

conveyed to Transferee at the Closing, Transferor shall, subject to paragraphs (c) and (d) 

immediately below, convey such asset to Transferee as promptly as practicable after the Closing. 

(c) To the extent, if any, that Tiansferor's rights under aiiy Contract, Real 

Property Leases or Easements and Rights of Way may not be assigned without the consent of 

aiiy other party thereto, which coiiseiit has not been obtained by the Closing Date, this 

Agreement shall not constitute an agreement to assign the same if an attempted assignment 

would coiistitute a breach thereof or be unlawful. Transferor aiid Transferee agree that if aiiy 

consent to an assignment. of aiiy Contract, Real Property L,ease or Easement aiid Right of Way 

has not been obtained at the Closing Date, or if aiiy attempted assignment would be ineffective 

or would impair Transferee's rights and obligations uiidei the Contract, Real Property Lease or 

Easement and Right of Way in question, so that Transferee would not in e€€ect acquire the 

benefit of all such rights and obligations, Transferor, at its option and to the maximum extent 

permitted by law and such Contract, Real Property Lease or Easement and Right of Way , shall, 

after the Closing Date, (i) appoint Tiaiisferee to be Ti-ansfelor's agent with respect to such 

Contract, Real Propeity Lease or Easement and Right of Way or (ii) to the maximum extent 

permitted by law and such Contract, Real Property Lease or Easement aiid Right of Way, enter 

into such reasonable arrangements with Transferee or take such other commercially 1 easonable 

actions to provide Transferee with the same or substantially similar rights and obligations of such 

Contract, Real Property Lmse or Easement and Riglit of Way. From and after the Closing Date, 

Tiaiisferor and Transferee shall cooperate and use commercially reasonable efforts to obtain an 

assignment to Transferee of any such Contract, Real Propel ty Lease or Easement and Right of 

Way. 

(d) To the extent that Transferor's rights under any warranty or guaranty 

described in Section 2.0 1 (r) may not be assigned without the consent o€ another Person, which 

consent has not been obtained by the Closing Date, this Agreement shall not constitute an 

agreement to assign the same, iE an attempted assignment would coiistitute a breach thereof or be 

unlawful. The Palties agree that i€ any consent to an assignment of any such warranty or 
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guaranty has iiot been obtained or if any attempted assigiiineiit W O L I ~ ~  be ineffective or would 

impair Transferee's rights aiid obligatioiis under the waiaiity or guai aiity iii question, so that 

Transferee would not in effect acquire the benefit of all such rights aiid obligations, Transferor 

shall use coinmercially reasoiiable efforts to the extent permitted by law aiid such warranty or 

guaranty, to enforce such warranty or guaranty 101- the benefit of Transferee to the inaxiinum 

extent possible so as to provide Transferee with the belidits aiid obligations or such wariaiity or 

guaranty. Notwithstailding the foregoing, Transferor shall iiot be obligated to bring or iile suit 

against any third party, provided that if Traiisferor determines not to bring or file suit after being 

requested by Transferee to do so, Transferor shall assign, to the extent permitted by law or aiiy 

applicable agreement, its rights in respect of the claims so that Traiisferee may bring or file such 

suit. 

Section 5.03 Survival. The represeiitatioiis and warranties of the Parties coiitaiiied 

herein shall not survive the Closing aiid thereafter shall be of no further force and effect. 

Section 6.01 Notices. All notices and other coininuiiicatioiis hereunder shall be in 

writing aiid shall be deemed given (i) on the day when delivered persoiially or by e-mail (with 

confirmation) or facsimile traiismissioii (with confirmation), (ii) 011 the next Business Day when 

delivered to a nationally recognized overnight delivery service, or (iii) five ( 5 )  Business Days 

after deposited as registered or certified inail (return receipt requested), in each case, postage 

prepaid, addressed to the recipient Party at its address set forth below (or to such other addresses 

and e-mail and facsimile numbers for a Party as shall be speci-fied by like notice; provided, 

however, that any notice of a change of address or e-mail or facsimile number sliall be effective 

only upon receipt thereoo: 

If to Transferor, to: 

AEP Geiieratioii Resources Inc. 

Attii: 
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Facsimile No.: 

Einail: 

If to Transferee, to: 

[NEWCO I<eiitucIcy] 

Attii: 

Facsimile No.: 

Einail: 

Section 6.02 Waiver. The rights and remedies of the Parties are cuinulative and not 

alteriiative. Neither the failure nor any delay by any Party in exercising aiiy right, power, or 

privilege under this Agreement or the documeiits referred to in  this Agreement will operate as a 

waiver of such right, power, or privilege, aiid no siiigle or partial exercise of any such right, 

power, or privilege will preclude any other or further exercise of such right, power, or privilege 

or the exercise of aiiy other right, power, or privilege. To tlie inaxiinuin extent permitted by 

applicable Law, (a) no claim or right aiising out o€ this Agreement or the docuineiits refeil-ed to 

in this Agreeineiit can be discharged by oiie Party, in whole or in part, by a waiver or 

reiiuiiciation of the claim or right unless in writing signed by each other Party; (b) no waiver that 

inay be given by a Party will be applicable except in the specific instance for which it is given; 

and (c) 110 iiotice to or deinaiid on oiie Party will be cleeined to be a waiver of aiiy obligation OC 

such Party or of the right OP the Party giving such iiotice or deinaiid to take further action without 

iiotice or cleinaiid as provided in this Agreeinelit or the docuineiits referred to in this Agreement. 

Section 6.03 Entire Apreeineiit; Ameiidrneiit; Etc. 

(a) This Agreeineiit and the Ancillary Agreements, iiicludiiig the Schedules, 

Exhibits, docurneiits, certificates aiid iiistruineiits referred to herein or therein, embody the entire 

agreement and understandiiig of the Parties hereto iii respect of the transactions conteinplated by 

this Agreement. There are 110 restrictions, promises, representations, warranties, coveiiaiits or 

26 



uiidertaltings, other than those expressly set forth or referred to herein or therein. This Agreement 

supersedes all prior or contemporaneous agreements, understandings or statements or agreeinelits 

between the Parties, whether written or oral, with respect to the transactions contemplated 

hereby. Each Party acknowledges and agrees that no employee, officer, agent or 1 epresentative o f  

the other Party has the authority to make any representations, statements or promises in addition 

to or in aiiy way different than those coiitaiiied in this Agreement and the Ancillary Agreements, 

and that it is not entering into this Agreement or the Ancillary Agieeineiits in reliance upoii aiiy 

reliance upon an representation, statement or promise of the other Party except as expressly 

stated herein or therein. 

(b) This Agreement may not be amended, supplemented, terminated or 

otherwise modified except by a written agreement executed by Traiisferor and Transferee. 

(c) This Agreement shall be biiidiiig upoii and inure solely to the benefit of  

each Party hereto and nothing in this Agreement, express or implied, is intended to or shall 

confer upoii any other Person aiiy right, benefit or remedy of any nature whatsoever under or by 

reason of this Agreement. 

Section 6.04 AssiEiinieiit. This Agreement and all the of the provisions hereof shall be 

binding upon and inure to the benefit of the Parties hereto and their respective successors and 

permitted assigns, but neither this Agreement nor any OC the rights, interests or obligations 

hereunder may be assigned by, on the one hand, Transferor, and on the other hand, Transferee, in 

whole or in pait (whether by operation oE law or otherwise), without the prior wiitten consent oC 

the other Party, and any attempt to make any such assignment without such consent will be null 

and void. Notwithstanding the foregoing, Transferor or Transferee may assign or otherwise 

transCer its rights hereunder and under any Ancillary Agreement to any bank, Pinaiicial institution 

or other lender providing finaiiciiig to Traderor  or TransPeree, as applicable, as collateral 

security for such financing; piovided, however, that no such assignment shall (i) impair or 

materially delay the coiisuinmatioii of the transactions contemplated heteby or (ii) relieve or 

discharge Transferor or Transferee, as the case may be, from any of its obligatiolis hereunder and 

theieunder. 

Section 6.05 Severabilitv. If any term or other provision of this Agreement is iiivalid, 

illegal or iiicapable of being enforced by any law or public policy, all other terms and provisions 
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oP this Agreeinelit will nevertheless reinaiii in Pull force aiid effect so long as the economic or 

legal substaiice of the transactioiis coiiteinplated hereby is iiot affected in aiiy iiiaiiiier materially 

adverse to aiiy party hereto. TJpoii such deteriniiiatioii that any terin or other provision is invalid, 

illegal or incapable of beiiig enforced, the Parties will iiegotiate in good faith to inodiPy this 

Agreeineiit so as to effect the origiiial intent of the Parties as closely as possible in an acceptable 

Inaiiiier iii order that the transactions coiiteinplated lie1 eby are coiisummated as origiiially 

coiiteinplated to the greatest extent possible. 

Section 6.06 Goveriiiiig Law. This Agreement, the coiistructioii of this Agreement, all 

rights aiid obligatioiis between the Parties to this Agreement, aiid aiiy and all claims arising out 

of or reIatiiig to the subject inatfer of this Agreement (iiicluding all tort and coiitract claims) will 

be goveriied by and coiistrued in accordaiice with the laws o€ the state of Ohio, without giving 

effect to choice of law priiiciples thereof. 

Section 6.07 Counterparts: Facsimile Execution. This Agreeineiit inay be executed in 

oiie or more counterparts, all of which will be considered one aiid the same agreeineiit aiid will 

become effective when oiie or more counterparts have been signed by each of the Parties aiid 

delivered to each other Party, it being understood that the Pai-ties need iiot sign the same 

couiitei-part. This Agreement iiiay be executed by facsimile sigiiature(s) or signatures in portable 

docurnelit format. 

Section 6.08 Scliedules. 

hereby are specifically made a part of this Agreement. 

The Schedules to this Agreeineiit are iiiteiided to be aiid 

Sectioii 6.09 Specific Peiformaiice. The Parties lieieto agree that imparable ctainage 

would occur in the eveiit any of the provisions o€ this Agreement were iiot to be pei-formed in 

accordance with the terins hereoC aiid that tlie Paities will be eiititled to specific peiforinance of 

tlie terms hereof in addition to any other remedies at law or iii equity. 

Signatures appear on following page 
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ution A~~~~~~~~~ 

IN NESS , each of the Parties has caused this Asset Coiitributioii 

Agreeinelit to be executed on its behalf by its respective officer thereunto duly authorized, all as 

of the day and year first above written. 

By: 
Name: 
Title: 

By: 
Name: 
Title: 

s- 1 
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AG 

OF 

This Agreement and Plan of Merger is entered into as of this __ day of 9 

201-, under Title XXIII, Section 271B.11-080 of the Kentucky Revised Statutes and 

Title 8, Chapter 1 of the Delaware Code, bet.ween Kentucky Power Cornpany (“ICentucky 

Power”), a Kentucky corporation, aiid [NEWCO Kentucky], a Delaware coi-poration. 

CHTALS 

1. Kentucky Power is a coilloration duly organized, validly existing and in good 

standing under the laws of the State of Kentucky and is a wholly owned 

subsidiary of American Electric Power Company, Inc., a New Uork corporation 

(“m’), which is a public utility holding company. ICentucky Power is a 

regulated public utility engaged in the business of providing electric power aiid 

related services to its custoniers. 

[NEWCO Kentucky] is a corporation duly organized, validly existing and in good 

standing under the laws of Delaware and is a wholly owned subsidiary of AEP. 

[NEWCO I<entucky] owlis certain electric geiierating facilities; however, it is not 

a regulated public utility. 

2. 

3. Kentucky Power currently has authorized 2,000,000 shares of coininon stock with 

a par value of $50 per share, of which 1,009,000 are issued aiid outstanding and 

held by AEP. 
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4. 

5. 

6.  

[NFiWCO Kentuclcy] currently has authorized shares of coininoii 

stock, no par value, of which 

by AEP. 

The Federal Energy Regulatory Coiniiiissioii and the Kentucky Public Service 

are issued aiid outstanding aiid held 

Coiiiinissioii have authorized the merger of [NEWCO Kentucky] with and into 

Kentucky Power. 

The Boards of Directors of Kentucky Power and [NEWCO Ken~ucky] have each 

determined that it is in the best interest of both coiiipaiiies aiid their shareholders 

to inerge [NEWCO Kentucky] with aiid into Kentucky Power, and have, by 

resolutions, duly approved and adopted this Agreeinelit aiid Plan of Merger. 

AEP, the sole shareholder of Kentucky Power and [NEWCO I<entucky] has 

approved this Agreement and Plan of Merger. 

Now, therefore, in consideration of the premises aiid agreements contained herein, 

the parties agree as follows: 

The iianies of the constituent corporations to the merger are “I<eiitucky Power 

Company” and [“NEWCO Kentucky”]. In accordance with the laws of the State of 

Ikiituclcy and this Agreeineiit aiid Plan of Merger, [NEWCO T<entucky] shall be iiierged 

with and into Kentucky Power which shall be, aiid is herein referred to as, the “Surviving 

Corporation.” 
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As sooii as practicable after the executioii hereof, Articles of Merger shall be filed, 

as required by the Kentucky Busiiiess Corporation Act, in the office of the Secretary of 

State of the State of Kentucky aiid Articles of Merger shall be filed, as required by the 

Delaware Busiiiess Corporation Act, in the office of the Secretary of State of the State of 

Delaware. The merger shall become effective at [ 1. Such date and time 

shall be the “Effective Time” referred to in this Agreement and Plan of Merger. 

3.1 

3.2 

At the Effective Time, [NEWCO Kentucky] shall be merged with aiid into 

Kentucky Power aiid the separate corporate existence of [NEWCO I<eiitucky] 

shall cease, and Kentucky Power shall be the coiitiiiuiiig and Surviving 

Corporation in the merger and shall continue to exist under the laws of the State 

of Kentucky. 

The Surviving Coi-poratioii shall have all the rights, privileges, iinrnuiiities aiid 

powers and shall be subject to all of the duties aiid liabilities o€ a corporation 

organized uiider the Kentucky Busiiiess Corporation Act. Title to all real estate 

and other property owiied by Kentucky Power and [NEWCO ICeiitucky] shall be 

vested in the Surviviiig Corporation and the Surviving Corporation shall have all 

the liabilities of Kentucky Power and [NEWCO Kentucky]. Any proceeding 

pending against Kentucky Power or [WEWCO Kentucky] at the Efkctive Time 
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3.4 

3.5 

may be continued as if the Merger did not occur or the Surviving Corporation 

may be substituted in such proceeding in the case of  any such proceeding against 

[NEWCO I<entuclcy] . 

The Restated Articles of Iiicorporatioii of Kentucky Power, as in effect 

iininediately prior to the Effective Time, shall be the Restated Articles of 

Incorporation of the Surviving Corporation until they shall t1iereaCter be duly 

altered or amended. 

The By-Laws of Kentucky Power, as in e€fect immediately prior to the Effective 

Time, shall be the By-Laws of the Surviving Corporation until they shall 

thereafter be duly altered or amended. 

The directors and officers of Kentucky Power immediately prior to the Effective 

Time shall continue to be the directors and ofricers of the Surviving Corporation 

until chaiiged in accordance with law. 

The inanner of carrying into effect the Merger, and the manlier aiid the basis of 

converting and canceling the capital stock of the constituent companies, shall be as 

follows: At the Effective Time, (1) each share 01 capital stock of Kentucky Power then 

issued and outstanding shall, by virtue of the Merger and without any action by the 

holder, thereof, constitute one issued aiid outstanding share of stock of the Surviving 

Corporation aiid shall include the same rights, privileges and preferences as appertained 

to the capital stock of ICentucly Power iininediately prior to the merger; (2) each sliare oE 

capital stock of [NEWCO Kentucky] then issued and outstanding shall, by viitue o f  the 
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Merger and without any action by the holder thereof, be canceled aiid extinguislied; and 

(3) no new or additional stock of the Surviviiig Corporation shall be issued in 

coiisuinrnatiiig the Merger. 

5.1 The parties to this Agreement and Plan of Merger shall pay the expenses incurred 

by each of tlieni, respectively, in connection with the transactions conteniplated 

herein. 

The title of this Agreement and Plan of Merger aiid the headings herein set out are 

for the coiiveiiience of reference only aiid shall not be deemed to be part of this 

Agreement aiid Plan of Merger. 

Subject to applicable law, this Agreement aiid Plan of Merger iiiay be amended by 

agreement among the parties hereto and approved by their respective Board of 

Directors. 

This Agreement and Plan of Merger and the legal relations among the parties 

hereto shall be governed by aiid coiistrued in accordance with the laws of the 

State of ICentucky. 

5.2 

5.3 

5.4 

Signatures appear on following page 
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NESS F, each of ICeiitucky Power aiid [MWCO ICeiitucky] 

has caused this Agreeinelit aiid Plan o f  Merger to be executed on its behalf aiid in its 

corporate iiaiiie as of the date first written above. 

By: 
Name: 
Title: 

By: 
Name: 
Title: 
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raiiff Submitter: Appalachian Power. Company 
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THIS MTTCHEL,L, PL,ANT OPERATING AGREEMENT (“Agreement”), dated 

is by and aiiioiig Appalachian Power Company (“Appalacliiaii”), a Virginia 

corporalion qualified as a foreign corporation in West Virginia; Kentucky Power Company, a 

I<entucky corporation qualified as a foreign corporation in West Virginia (“I<PCo”) (such two 

parties hereinafter soinetiines referred to as the “Owners”); aiid Ainericaii Electric Power Service 

Corporation (“Ageiit”), a New York corporation qualified as a foreign corporation in West 

Virginia. Appalacliiaii, KPCo and Agent may liereinafter be referred to as a “Party” or 

collectively as tlie “Parties”. 

WITNESSETH: 

WHEREAS, Appalacliiaii and KPCo Iiave acquired an undivided ownership interest in 

the Mitcliell Power Geiieration Facility consisting of two 800MW generating uiiits and 

associated plant, equipinelit and real estate, located in Moundsville, West Virginia, (the 

“Mitchell Plant”); aiid 

WmREAS, Appalacliiaii now has an uiidivided 50% owiiersliip interest iii the Mitchell 

Plant aiid I<PCo now has an undivided SO% ownership interest in the Mitchell Plant; aiid 

WHEREAS, the Owners desire that Appalachian shall operate aiid maintain the Mitchell 

Plant in accordance with the provisions set foi-tli herein; and 

WI-IEREAS, tlie Owners are subsidiaries of Ainericaii Electric Power Coinpaiiy, Inc., 

(“AEP”) the parelit coinpaiiy in an integrated public utility holding company system, and use the 

services of Agent, (an affiliated company engaged solely in the business oE fhxishing essential 

services to tlie Owners and to other affiliated companies), as outlined in the service agreements 

between Agent and Appalacliian Power Company aiid between Agent and I<eiitucky Power 

Company. 
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NOW THEREFORE, in consideration of the premises and for the purposes hereinabove 

recited, aiid in consideration of the mutual covenants hereinafter contained, the signatories agree 

as follows: 

1.1 

I .2 

1.3 

1.4 

ARTICLE ONE 

FUNCTIONS OF APPALACHIAN AND AGENT 

Appalachian shall operate and maintain the Mitchell Plant in accordance with good utility 

practice coiisisteiit with procedures employed by Appalachian at its other generating 

stations, aiid in conformity with the terms and conditions of this Agreement. 

Appalachian shall keep all necessary boolts of record, books 01 account aiid nieinoranda 

of all transactions iiivolviiig the Mitcliell Plant, and shall make computations and 

allocatioiis on behalf of the Owners, as required uiider this Agreement. The boolts of 

record, boolts of account aiid ineinoraiida shall be kept in sucli inaiiiier as to coiiforin, 

where so required, to the Uiiiforiii System of Accounts as prescribed by the Federal 

Energy Regulatory Coininission (“FERC”) for Public Utilities and L,icensees ((‘Uiiiforiii 

System of Accounts”), aiid to the rules aiid regulations of other regulatory bodies having 

jurisdiction as they may from time to time be in effect. 

The Owners shall establish sucli joint bank accounts as may fiom time to time be 

required or appropriate. 

As sooii as practicable after the elid of the month, Appalachian sliall furnish to KPCo a 

statement setting Coi-tli the dollar ainouiils associated with the operation and inaiiiteiia~ice 

of the Mitchell Plaiit as allocated hereunder to Appalachian and IQCo for such month. 

3 
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Tlie Owners shall, on a timely basis, deposit sufficient dollar amounts in the appropriate 

bank accounts to cover their respective allocations of sucli costs. 

Appalachian sliall obtain such materials, labor and other services as it considers 

necessary in connection with the performance of the functions to be perforined by it 

hereunder fioni such sources or through such persons as it may designate. 

Agent, as directed by tlie Operating Coiriniittee aiid consistent with Agent’s service 

agreements with Appalachian and I<PCo, shall provide services necessary ror tlie safe 

aiid efficient operation and maintenance of the Mitchell Plant. 

ARTICLE TWO 

APPORTIONMENT OF CAPACITY AND ENERGY 

Tlie Total Net Capability of tlie Mitchell Plant at tlie Mitcliell Unit 1 and Unit 2 low- 

voltage busses, after taking into account auxiliary load demand, is 1,600,000 Itilowatts. 

The Owners inay fiom time to time modify tlie Total Net Capability of the Mitchell Plant 

as they iiiay mutually agree. 

Tlie Total Net Generation of the Mitchell Plant during a given period, as determined by 

the requireinelits of Appalachian and KPCo, shall mean the electrical output of the 

Mitchell Plant generators during such period, ineasured in kilowatt hours by suitable 

instruiiieiits, reduced by the energy used by auxiliaries for the Mitchell Unit 1 aiid IJnit 2 

during sucli period. 

In any hour, Appalachian aiid I<PCo sliall share the iniiiiiiium load responsibility o€ 

Mitchell Unit 1 aiid Unit 2 in respective amounts proportionate to their ownersliip 
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2.4 

2.5 

3.1 

3.2 

interests in the Mitchell Plant at such time. Each Owiier shall independently dispatch its 

share of tlie geiieratiiig capacity between miiiiiiiuiii and full load. 

In any hour during wliicli the Mitchell Units are out of service, the energy used by the 

out-o€-service Units’ auxiliaries during such hour shall be provided by Appalachian and 

I<PCo in respective ainotiiits proportionate to their ownership interests in the Mitcliell 

Plant at such time. 

Appalachian shall at all times accept I<PCo’s share of the Mitchell Plant Total Net 

Capability into its transmission systeiii at the low-voltage busses of the Mitchell Plant, 

and shall deliver KPCo’s share of energy used by the Mitchell Plant auxiliaries when tlie 

Units are out of service, as part of the energy interchange between aiid Appalachian and 

I<PCo. 

ARTICLE TFIREE 

REPLACEMENTS, ADDITIONS, AND RETIREMENTS 

Appalachiaii shall from time to time make or cause to be made any necessary additions 

to, replaceinelits of, and retireinents of capitalizable facilities associated with the Mitchell 

Plant as may be mutually agreed upon by the Owners. 

The dollar amounts associatecl with any additioiis to, replaceinelits of, or retirements of 

capitalizable facilities associated with the Mitchell Plant shall be allocated to 

Appalacliiaii aiid KPCo in respective aiiiouiits proportionate to their ownership interests 

in  the Mitcliell Plant at the time such additions, replaceinelits, or retireineiits are made. 

5 
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4.1 

4.2 

5.1 

5.2 

5.3 

ARTICLE FOUR 

WORKING CAPITAL REQUIREMENTS 

Appalachian aiid KPCo shall periodically iiiutually deteriniiie the ainouiit of fuiids 

required for use as working capital in meeting payrolls and other expenses incurred in tlie 

operation and inaiiiteiiaiice of tlie Mitchell Plant, and in buying inaterials aiid supplies 

(exclusive oE fuel) for tlie Mitcliell Plant. 

Appalachian and ICPCo shall from time to time provide tlieir share of working capital 

requireinents in respective ainouiits proportionate to their ownership interests at such 

time in tlie Mitchell Plant. 

ARTICLE FIVE 

INVESTMENT IN FUEL 

Appalacliiaii and Agent shall establish aiid maintain reserves OC coal i i i  stock pile for the 

Mitchell Plant of such quality and in such quantities as Appalachian aiid Agent shall 

deteriniiie to be required to provide adequate f k l  reserves against interruptions of iioriiial 

fbel supply. 

The Owners shall iiialte such monthly iiivestiiieiits iii the coininoii coal stock pile 

associated with tlie Mitchell Plant as are iiecessary to inaiiitaiii tlie iiuinber oE tons in such 

coal stock pile, after taking into account the coal consumption from tlie coiniiioii coal 

stock pile by Mitchell Unit 1 and Unit 2 during such month. 

At any tiiiie, Appalachian’s and ICPCo’s respective shares of tlie investmiit in the 

coiiiinoii coal stock pile shall be proportionate to their ownership interests at such time in 

the Mitchell Plant. 

G 
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5.4 

5.1 

Fiiel oil reserves and fuel oil charged to operation for the Mitchell Plant shall be owned 

aiid accounted for between tlie Owiiers iii the same inaiiiier as coal. 

ARTICLE SIX 

APPORTIONMENT OF STATION COSTS 

Tlie allocation to tlie Owiiers of f k l  expense associated with Mitchell Unit 1 aiid Unit 2 

shall be determined by Appalachian and Agent as follows: 

a. 

b. 

C. 

In any caleiidar month, tlie tinit cost of coal received for tlie Mitchell Plant 

cominoii coal stock pile shall be determined by dividing (i) the suiii of the total 

delivered cost of coal received for tlie Mitcllell Plant coininoii coal stock pile 

drrring such month and tlie associated total coal storage costs, coal uiiloading 

costs aiid fuel liaiidliiig costs iiicuired during sLicli irioiith by (ii) the total number 

of toils of coal delivered to the Mitchell Plant coininoii coal stock pile during sucli 

lilollth. 

111 any caleiiclar month, the total cost of coal received for tlie Mitcliell Plant 

coiiiinoii coal stock pile shall be determined by multiplying (i) the unit cost of 

coal received for sucli coininoii coal stock pile for such moiith as detennined by 

the provisioiis of Section G.l(a) by (ii) the iiuinber of tons of coal received for 

sucli coiiiinoii stock pile during such month. 

Tlie number of tons of coal coiisuined by llie Mitchell Plant in each calendar 

inoiitli coin tlie Mitchell Plant coininoii coal stock pile shall be determined and 

shall be conveited into a dollar amount equal to the product of (i) the average cost 

per toil of coal associated with tlie Mitchell Plant in tlie MitcIiell Plaiit coal stock 

7 



EXHIBIT 3 
Page 8 of 27 

5.2 

5.3 

5.4 

5.S 

pile at the close of such month, and (ii) tlie number of tons of coal consumed by 

the Mitchell Plant fioiii the Mitcliell Plant coiniiioii coal stock pile during such 

month. Such dollar amount shall be credited to the Mitchell Plant €uel in stock 

pile aiid charged to Mitchell Plant fuel consumed. 

In each caieiidar month, Aplxilachian’s and I<PCo’s respective shares of the 

Mitchell Plant fuel coiisuined expense as deteriiiiiied by tlie provisions of Section 

6.1 (c) shall be proportionate to each Owner’s dispatch of tlie Mitcliell Plaiit in 

such mo11th. 

Fuel oil reserves will be owned and accounted for in the same iiiaiiiier as coal 

stock pile, and C k l  oil coiisuined will be allocated to the Owiiers in tlie same 

manner as coal consuiiied. 

d. 

e. 

For purposes of this Agreement, KPCo’s Assigned Capacity in the Mitchell Plant shall be 

equal to 50% o€ the Total Net Capability, aiid Appalachian’s Assigned Capacity shall be 

equal to 50% oC the Total Net Capability. 

For each calendar montli, Appalachian aid Agent will, to the extent practicable, 

determilie all Mitchell Plant operations expenses aiid associated overlieads, as accounted 

for under the FERC Uniform System of Accounts. 

For each caleiidar month, Appalachian and Agent will, lo tlie extent practicable, 

determilie all Mitchell Plant inaiiiteiiaiice expenses aiid associated overlieads, as 

accouiited for under tlie FERC Ihiforiii System OF Accounts. 

In each calendar month, Appalachian’s aid ICPCo’s respective shares of operations aiid 

inaiiiteiiaiice expenses associated with the Mitchell Plant, as deteriniiied in accordance 

with Sections 6.3 and 6.4, shall be proportioiiate to their respective owiiersliip interests. 



EXHIBIT 3 
Page 9 of 27 

__ 
6.6 

7. 

7.2 

Each Owner sliall bear tlie cost of all taxes attributable to its respective ownership interes 

in the Mitchell Plant. 

ARTICLE SEVEN 

OPERATING COMMITTEE AND OPERATIONS 

By written notice to each other, the Owners and Agent each shall name oiie 

representative (“Operating Representative”) and one alternate to act for it in matters 

pertaining to operatiiig arrangements uiider this Agreement. Any Party may change its 

Operating Representative or alternate at any time by written notice to tlie other Parties. 

Tlie Operatiiig Representatives for the respective Parties, or their alternates, shall 

coinprise the Operating Committee. All decisions, directives, or otlier actions by the 

Operating Committee iiiust be by unanimous agreement of the Operating Representatives 

of Appalachian aiid IWCo. The Operating Representative of Agent, or of aiiy third party 

that provides services in replaceineiit of Agent, sliall be free to express tlie views of 

Ageiit or such third party 011 any matter, brit shall not liave a vote 011 the Operating 

Committee. Except as otlierwise provided in Sections I I .  1, I 1.2 and 1 1.3 with respect to 

a dispute referred to tlie Operating Coininittee by an Owner, the failure of the Owners’ 

respective Operating Representatives to uiianimously agree with respect to a matter 

peiiding before tlie Operating Coininittee shall not be considered to be a dispute that 

would be subject to resolution uiider Article Eleven. 

The Operating Coininittee shall have the following responsibilities: 

9 
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a. 

b. 

C. 

d. 

e. 

f. 

g* 

11. 

Rcview aiid approval of an aiinual budget and aiiiiual operating plan, including 

deteriniliation oC the emission allowances required to be acquired by Appalachian 

aiid I<PCo. 

Establislimeiit aiid review of procedures aiid systems for dispatch, notification of 

dispatch, and unit coininitrnent uiider this Agreelimit, including any commitment 

of Called Capacity pursuant to Section 7.6.2. 

Establishment and inoiiitoriiig of procedures for cominunicatioii and coordiiiation 

with respect to the Mitchell Plant capacity availability, fuel-firing options, and 

scheduling of oiitages for maintenance, repairs, equipment replacements, 

scheduled inspections, and other foreseeable cause of outages, as well as the 

return to availability followiiig an unplanned outage. 

Decisions on capital expenditures, including unit upgrades and re-powering. 

Deterinillations as to changes in the unit capability and decisioiis 011 unit 

retirement. 

Establishinelit and modification of billing procedures under this Agreement. 

Specification of fuels, oversight of fuel inspection and cei+tificatioii procedures, 

inaiiageineiit of fuel inventories, aiicl allocation of riglits wider frIel supply and 

transportation contracts. 

Establishment of, termination of, and approval or  any change or aiiiendineiit to the 

operating arraiigeineiits between Appalachian and Agent or any replacement third 

party with respect to the Mitchell Plant generating units; provided, however, that 

Agent or any replacement third party shall participate in discussions pursiiaiit to 

10 
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7.3 

7.4 

7.5 

7.6 

this subsection 7.2.11 oiily i€ and to the extent requested to do so by both 

Appalachian atid WCo.  

Review and approval of plaiis aiid procedures desigiied to insure coinpliaiice with 

aiiy enviroiiiiiental law, regulation, ordiiiaiice or permit, includiiig procedures for 

allocating and usiiig emission allowaiices or for aiiy program that permit 

averaging at more than one unit for compliance. 

Other duties as assigiied by agreeiiieiit of Appalachian aiid I<PCo. 

i. 

1. 

The Operating Committee shall meet at Ieast annually, and at siicli otlier times as any 

Party may reasonably request. 

The Pai-ties shall cooperate in providing to tlie Operating Committee the information it 

reasonably needs to carry out its duties, and to suppleiiieiit or correct such iiiforimtion on 

a tiinely basis. 

Appalachian and KPCo will each iiialte aii initial uiiit coiiiinitmeiit one business day 

ahead of real-time dispatch. 

For purposes of this Section and subsections or this Section, tlie terixis “Party” or 

“Paiiies” refers only to Appalacliiaii aiid KPCo, or both of them, as tlie case may be. 

7.6.1 If Mitchell Unit 1 or Unit 2 is desigiiated to be coiniiiined by both Pai-ties, sucli 

iiiiit will be brought on line or kept on line. ICiieither Party designates Mitchell 

Unit 1 or Unit 2 to be committed, sucli unit will remain off line or to be talceii 

offline. 

Wlieii a Mitchell XJiiit is designated to be committed by one Pai-ty, but designated 

not to be coininitted by the other Party, tlie uiiit will be brouglit on line or kept on 

line if the Pai-ty desigiiatiiig the uiiit for commitmelit uiidei-talces to pay aiiy 

7.6.2 

11 
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applicable start-up costs for the unit, as well as any applicable mininiuiii running 

costs Lor tlie unit thereafter, in wliich event the unit shall be brought on line or 

kept on line, as the case inay be. The Party so designating the unit to be 

committed shall have the right to schedule and dispatch up to all of the Available 

Capacity of the unit. Available Capacity mealis that portion of the Owners’ 

aggregate Assigned Capacity that is currently capable o€ being dispatched. The 

Party exercising this riglit sliall be referred to as tlie “Calling Party,” and tlie 

capacity called by that Pai-ty in excess of its Assigned Capacity Percentage of the 

Available Capacity of that unit shall be referred to as its “Called Capacity.” The 

other Party shall be referred to as the “Non-Calling Party”. The Calling Pai-ty shall 

provide reasonable notice to the Noli-Calling Pai-ly of its call, iiicludiiig any start- 

up or shut- down time for the TJiiit. For purposes of this Agreement, IQCo’s 

Assigned Capacity Percentage shall be SO%, and Appalachian’s Assigned 

Capacity Percentage shall be 50%. 

The Noii-Calljiig Party can reclaim any Called Capacity attributable to its 

Assigned Capacity share by giving tlie Calling Party notice equal to the nortiial 

start-up time for the unit. At tlie elid of tlie notice period, the Non-Calling Party 

sliall have tlie riglit to schedule and dispatch the recalled capacity. At that point, 

tlie Noli-Calling Party shall resume its respoiisibility for its share of any 

applicable start-up costs for tlie unit and prospectively sliall bear its responsibility 

for tlie costs associated with its Assigned Capacity from the unit. 

If any capacity remains available but is not dispatclied fioin a Party’s Available 

Capacity coiniiiitted as a result of the initial unit coiiiiiiitiiient, tlie other Party inay 

7.6.3 

7.6.4 

12 
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7.7 

7.8 

only scliedule aiid dispatch such capacity pLirsuaiit to agreement with the 11011- 

dispatch i 11 g Party. 

Appalacliiaii aiid IWCo shall be iiidividually responsible for any Cees charged by FERC 

on tlie basis of the sales or traiisinission by each of capacity or energy at wholesale in 

interstate coiiiiiierce. 

Emission Allowances. To the extent such assigiiiiieiit lias not previously occLiixd, on or 

before the effective date of this Agreeineiit, Appalachian and Agent will assign to IWCo 

a pro rata sliare of tlie reiiiaiiiing Emission Allowances for each vintage year of Emission 

Allowances, issued by tlie U.S. Environiiiental Protection Agency (“USEPA”) pursuant 

to Title IV of the Clean Air Act Aiiieiidineiits of 1990 and any regulations thereunder, 

and any other emission allowaiice trading program created under the Clean Air Act and 

admiiiistered by USEPA or the State of West Virginia, including but not limited to the 

Clean Air Interstate Rule 40 CFR Parts 96 and 97, aiid aiiy aiiieiidineiits tliereto 

(“Emission Allowances”), that it lias received from tlie Administrator of USEPA or the 

State of West Virginia with respect to the Mitcliell Plant in tlie past and lias not expeiided 

as of the date of assignment. 111 addition, Appalachian will assign to KPCo a pro rata 

share of such Emission Allowaiices which were purcliased by Appalachian or Agent aiid 

held in any account for use at the Mitchell Plant. In each case, the number of sucli 

Eiiiissioii Allowaiices to be assigiied by Appalachiaii to KPCo will be determined by 

multiplying IWCo’s Assigned Capacity Percentage, as specified in Section 7.6.2, by the 

total of sucli Einissioii Allowaiices that Appalachian or Agent lias received or purchased 

for the Mitchell Plant and has not expeiided as ofthe date of assigniiient rounded to tlie 

iiearest whole number. Einissioii Allowaiices received by Appalachiaii with respect to 

13 
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tlie Mitchell Plant will be shared by tlie Appalachian and KPCo in accordance with the 

Assigned Capacity Percentage of each of them. To tlie extent that additional Emission 

Allowances are required for operation of tlie Mitcliell Plant, Appalachiaii and KPCo will 

each be responsible for acquiring sufficient Emission Allowances to satisfy tlie Emission 

Allowaiices required because of its dispatch of energy fioin the Mitchell Plant, and the 

Emission Allowances required to satisfy llie Emission Allowance surrender obligations 

attributable to the Mitchell Plant iinposed under Ilie Consent Decree between USEPA and 

Ohio Power Company entered on December 10,2007, in Civil Action No. C2-99-1182 

and consolidated cases by the 1J.S. District Co~i1-t in tlie Southern District of Ohio. Agent 

will also determine tlie nuniber and allocation of Emission Allowances to be supplied to 

any third-party unit operator under applicable designated representative agreements. On 

or before January 10 of each year, Agent sliall determine and notify Appalachian and 

KPCo of tlie nuiiiber o f  additional annual Emission Allowances consuined by each of 

them through December 3 1 of the previous year, and Appalachian and KPCo sliall each 

transfer into the Mitchell Plant U.S. EPA Allowance Transfer System account tliat 

number o f  Emission Allowances with a small compliance margin by January 3 1 of that 

year. For seasonal Emission Allowance programs, Agent sliall determine and notify 

Appalachian and KPCo of tlie number o f  additional seasonal Emission Allowances 

consumed by eacli oftliein during tlie applicable compliance period by tlie 10‘” day of tlie 

first month following the end of the compliance period, and Appalachian and KPCo sliall 

each transfer into the appropriate Mitchell Plant U.S. EPA Allowance Transfer System 

Acco~iiit that number of Emission Allowances with a sinal1 coinpliance iiiargin by the last 

day of the first month following the elid of the coinpliaiice period. In tlie event that 
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7.9 

7.10 

Appalacliiaii or I<PCo fails to surrender the required number of Emission Allowaiices by 

January 3 I or the last day of the first month following any seasonal compliance period, 

Agent shall purchase the required number of Emission Allowances, and Appalachian or 

IWCo, as tlie case may be, shall reimburse Agent for srtcli purchases, with interest at the 

Federal Funds Rate (as publislied by the Board of Governors of the Federal Reserve 

System as from time to time in effect) running from the date of such purchases to the date 

of payment. The Operating Committee will develop procedures to be impleineiited after 

the elid of each calendar year to account for the Emission AIIowaiices required by tlie use 

of tlie Mitcliell Plant by Appalacliiaii and KPCo and to correct any imbalance between 

Emission Allowances supplied and Emission Allowances used through the end of tlie 

preceding year by settlement or payment. 

Capital repairs and improveinelits to the Mitchell Plant will be determined by the 

Operating Coininittee pursuant to the annual biidgeting process set forth in Sectioii 7.10. 

Expenditures that the Operating Coininittee determines have been or will be iiicurred 

exclusively for one Owner shall be assigned excliisively to that Owner. 

At least 90 days before the stai-t of each operating year, Appalachiaii and Agent shall 

submit to the Operating Coinmiltee a proposed aimrial budget with respect to the Mitcliell 

Plant, a proposed aiiiiual operating plan, and an estimate and schedule of costs to be 

iiicuired for major inailitellalice or replacement items during the next six-year period. 

The aniiual budget shall be presented on a month-by-iiioiitli basis for each month during 

the next operating year, and shall include aii operating budget, a capital budget, an 

estimate of the cost of any major repairs that are anticipated will occur during swli 

operating year with respect to the Mitchell Plant, and ail itemized estiiiiate of all 
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3.1 

3.2 

>.1 

projected lion-fuel variable operating expenses relating to tlie operation of tlie Mitcliell 

Plant during that operating year. The niembers of the Operating Committee will meet and 

work in good faith to agree upoii tlie final aiiiiual budget and filial aiiiiual operating plan. 

Once approved, tlie annual budget and aiinual operating plan shall remain in effect 

throughout tlie applicable operating year, subject to sucli changes, revisions, 

amendments, and updating as tlie Operating Corninittee may determine. 

ARTICLE EIGHT 

EFFECTIVE DATE AND TERM 

Subject to FERC approval or acceptance for filing, the effective date of this Agreeinelit 

shall be [January 1, 20141. 

Subject to FERC approval or acceptance, if necessary, this Agreement shall remain in 

Corce until such time as (i) I<PCo or Appalachian has divested itself of all or any poi-tioii 

of its owiiersliip interest in  tlie Mitchell Plant, otlier than assignment or other transfer of 

such ownership interests to another AEP affiliate; or (ii) either ICPCo or Appalachian is 

no longer a direct or indirect wliolly owned subsidiary of AEP; or (iii) IQCo and 

Appalachian may mutually agree to terminate this Agreement. 

ARTICLE N m  

GENERAL 

This Agreeinelit shall inure to tlie benefit of and be binding upoii the signatories hereto 

and their respective SLiccessors and assigns, but this Agreement may not be assigned by 
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__ 

9.2 

9.3 

9.4 

9.5 

any signatory without the written coiiseiit o f  the others, which consent shall not be 

unreasonably withheld. 

This Agreeinelit is subject to the regulatory authority of any State or Federal agency 

liaviiig jurisdiction. 

The interpretation and performance o f  this Agreement shall be in accordaiice with the 

laws of the State of Ohio, excluding conflict o f  laws principles that would require the 

application of the laws of a different .jrtrisdiction. 

This Agreement supercedes all previous representations, Linderstandings, negotiations, 

and agreements, either written or oral between the sigiiatories or their representatives 

with respect to operation of the Mitcliell Plant, and constitutes the entire agreeiiieiit of the 

signatories with respect to the operation of the Plant. Notwitlistanding the foregoing, this 

Agreeinelit does not supercede any previous agreements aiiiong any of the signatories 

allocating or transkrring rights to capacity and associated energy, or ownership, of the 

Mitchell Plant. 

Each party shall designate in writing a representative to receive any and all notices 

required under this Agreement. Notices shall be in writing and shall be given to the 

representative designated to receive tliein, either by personal delivery, certified mail, 

facsimile, e-mail or any similar means, properly addressed to such representative at the 

address specified below: 

17 
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APPALACHIAN POWER COMPANY 

~ 

Attii: 

Phone: 

Facsimile: 

Einail: 

KENTUCKY POWER COMPANY 

Attn: 

Phone: 

Facsimile: 

Eiiia i 1 : 

AMERICAN ELECTRTC POWER SERVICE 
CORPORATION 

Attii : 

Phone: 

Facsimile: 

Email: 

All notices shall be effective upoii receipt, or upoii such later date following receipt as 

set forth in the notice. Any Party may, by written notice to the other Parties, change the 

representative or the address to wliicli such notices are to be sent. 

18 
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10.1 

11.1 

11.2 

11.3 

ARTICL,E TEN 

LIMITATION OF LIABILJTY 

Notwitlistaiiding anything in this Agreement to the contrary, neither of the Owiiers 

or Agent shall be liable under this Agreement for special, coiisequeiitial, indirect, 

punitive or exemplary damages, or for lost profits or busiiiess interruption damages, 

whether arising by statute, in tort or contract or otherwise. 

ARTICLE ELEVEN 

DISPUTE RESOLJUTION 

If either Owner believes that a dispute lias arisen as to the iiieaiiing or application of this 

Agreement, it shall present that matter to the Operating Coininittee in writing, and shall 

provide a copy of that writing to the other Owner. 

If tlie Operating Coininittee is unable to reach agreeinelit on any dispute within thirty (30) 

days after the dispute is presented to it, the matter shall be referred to the chief operating 

oCficers of the Owiiers for resolution in the inaiiiier that such individuals shall agree is 

appropriate; provided, however, that either Owner involved in a dispute iiiay iiivolte the 

arbitration provisioiis set forth in Section 1 1.3 at any time after the end of the thirty 

(30)day period provided for the Operating Coininittee to reach agreeinelit i C  the Operating 

Committee lias not reached agreement. 

If tlie Owiiers are unable to resolve a dispute through the Operating Committee within 

thirty (30) days after the dispute is presented to tlie Operating Committee pursuant to 

Section 1 1 . 1 , or through reference of the matter to the chief operating officers of the 

Owners pursuant to Section 1 1.2, either Owner may coiniiieiice arbitration proceedings 

by providing written notice to the other Owner, detailing the nature of the dispute, 
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designating the issiie(s) to be arbitrated, identifying the provisions of this Agreement 

under which the dispute arose, and setling foi-th such Owner’s proposed resolution of 

such dispute. 

1 1.3.1 Witliin ten (10) days of tlie date of the notice of arbitration, a representative of 

each Owner shall meet Cor the purpose of selecting an arbitrator. If the Owner’s 

representatives are unable to agree on an arbitrator within fifteen (1 5) days of the 

date of the notice OC arbitration, then ail arbitrator sliall be selected in accordance 

with the procedures of the American Arbitration Association (“AAA”). Whether 

the arbitrator is selected by the Owner’s represeiitatives or in accordaiice with the 

procedures of the M A ,  the arbitrator shall Iiave the qiialifications and experience 

in tlie occupation, profession, or discipline relevant to the subject matter o f  the 

dispute. 

1 1.3.2 Any arbitration proceeding sliall be subject to the Federal Arbitration Act, 9 

U.S.C. $ 5  1 et seq (1994), as it may be amended, or any successor eiiactiiieiit 

thereto, and shall be coiiducted in accordance with the coininercial arbitration 

rules of the A M  in effect 011 the date of the notice to the extent not inconsistent 

with the provisioiis of this Article. 

I I .3.3 The arbitrator sliall be bound by the provisioiis of this Agreement where 

applicable, and shall have no authority to modify any t e r m  aiid coiiditioiis of this 

Agreement in any manlier. The arbitrator shall render a decision resolviiig the 

dispute in an equitable inaiiiier, aiid may deteriiiiiie that iiioiietary damages are 

due to an Owner or may issue a directive that an Owner take certain actions or 

refiain froin taking certain actions, but shall not be aLitliorized to order any other 
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form of reliefi provided, however, that nothing in this Article shall preclude tlie 

arbitrator from reiideriiig a decision that adopts the resolution of the dispute 

proposed by an Owner. Uiiless otherwise agreed to by tlie Owners, tlie aibitrator 

sliall render a decision within one hundred twenty (120) days of appointment, and 

shall notify the Owners in writing of such decisioii aiicl tlie reasons suppoi tiiig 

such decision. The decision of tlie arbitrator shall be liiial and binding up011 the 

Owners, and any award inay be enforced in any court of competent jurisdiction. 

I 1.3.4 Tlie fees and expenses of the arbitrator shall be shared eqiially by the Owners, 

unless the arbitrator specifies a different allocation. All other expenses and costs 

o f  tlie arbitration proceeding shall be tlie responsibility of the Owner incurring 

such expenses and costs. 

11.3.5 Uiiless otherwise agreed by the Owners, any arbitration proceediiigs sliall be 

conducted in Colmbus, Ohio. 

1 1.3.6 Except as provided in this Article, tlie existence, coiiteiits, or results of any 

arbitration proceeding uiider this Article iiiay not be disclosed without the prior 

written coilsent of tlie Owiiers, provided, however, that either Owner inay make 

disclosures as inay be required to iidfill regulatory obligations to any agencies 

having jurisdiction, and may iiiforin its lenders, affiliates, auditors, and insurers, 

as necessary, imder pledge of confidentiality, and may coiisult with expert 

consultants as required iii coiiiiectioii with an arbitration proceeding uiider pledge 

o f  confidentiality. 

1 I .3.7 Notliiiig in this Agieciiieiit sliall be construed to preclude either Owner from filing 

a petition or coiiiplaint with FERC with respect to any claim over which FERC 
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has jurisdiction. In such case, the other Owner may request that FERC reject tlie 

petition or complaint or otlierwise decline to exercise its jurisdiction. If FERC 

declines to act with respect to all or part of a claim, tlie portion of the claiin not so 

accepted by FERC may be resolved through arbitration, as provided in this 

Article. To the extent that FERC asserts or accepts jurisdiction over all or part of 

a claim, the decisions, findings of fact, or orders of FERC sliall be filial aiid 

binding, subject to judicial review under the Federal Power Act, 16 U.S.C. $ 7918 

et ,seq., as amended from time to time, and any arbitration proceedings that may 

have coinineliced prior to tlie assertion or acceptance of jurisdiction by FERC 

shall be stayed, pending tlie outcome of the FERC proceedings. The arbitrator 

shall have no authority to modify, aiid sliall be conclusively bound by, any 

decisions, findings of fact, or orders of FERC; provided, however, that to tlie 

extent that aiiy decisions, findings of fact, or orders of FERC do not provide a 

filial or complete remedy to an Owner seeking relief, such Owner iiiay proceed to 

arbitration under this Article to secure such a remedy, subject to aiiy FERC 

decisions, fiiidings, or orders. 

11.4 The procedures set forth in this Article shall be tlie exclusive ineaiis for resolving 

disputes arising riiider this Agreement and sliall survive this Agreement to the extent 

necessary to resolve any disputes pertaining to this Agreeiiient. Except as provided in 

Sections 11.3 and 11.3.7, neither Owiier sliall have tlie right to bring any dispute for 

resolutioii before a court, agency, or other entity having jiirisdiction over this Agreement, 

unless both Owners agree in writing to such procedure. 

22 
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I 

I 

1 I ..5 To tlie extent that a dispute involves the actions, inactions or responsibilities OC Agent 

wider this Agreeiiient, tlie provisioiis of this Article sliall be applicable to sucli dispute. 

For such pirposes, Agent shall be treated as an Owner in applying the provisions of this 

Article. 

IN WITNESS WHEREOF, the Parties liereto have caused this Agreement to be executed 

by their officers thereunto duly authorized as of tlie date first above written. 

APPALACHIAN POWER COMPANY 

BY: 

Title: 

I(ENTIJCI<Y POWER COMPANY 

BY: 

Title: 

AMERICAN ELECTRIC POWER SERVICE 
CORPORATION 

BY: 

Title: 

23 
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TE sc 

oimt Tariff e: “Mitchell Plant Operating Agreemeiit” 

y: Appalachian Power Company (APCo) 

e: APCo Rate Schedules and Service 
Agreein eiit s Tariffs 

rogram: FPA (Cost Based) 

ate Schedule No. 303, Mitchell Plant Operating 
Agreement. 

No ~ ~ ~ ~ ~ a ~ i o m § ~  All versions of the agreement 

e § ~ ~ i ~ ~ ~ ~ ~ ~  of Tariflf: Rate Schedule under which APCo, Kentucky Power Company, 
and American Electric Power Service Corporation (in an agency role) will operate and 
maintain the Mitcliell Plant. 
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1. Certificate of Concurrence - AEP Generation Resources Iric. regarding the Sporn 
Plant Operating Agreement 

2. Certificate of Coiiciirreiice - ICeiitucIy Power Coiiipany regarding the Mitchell Plant 
Operating Agreement 
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CE CAT 

This is to certiiy that AEP Geiieratioii Resources Inc. (AEP Geiieratioii 
Resources), a Delaware corporation, assents to aiid concurs in tlie FERC FPA Electric 
Tariff described below, wliich Appalacliiaii Power Coiiipaiiy (NtpCo), tlie designated 
filing coiiipany, has filed in its “AAPCo Rate Schedules and Service Agreenieiits Tarifis” 
database. 

eference: Sporii Plant Operating Agreement 

A 
Operating Agreeinent 

eference: Rate Schedule No. 302, §porn Plant 

e ~ ~ r ~ ~ ~ ~ ~ ~  of Tariffi Rate Schedule under which APCo, AEP Geiieratioii Resources 
and Americaii Electric Power Service Corporation (in an agency role) will operate and 
iiiaiiitaiii the Sporii Plant. 

By: /Jolxi C. Crespo/ 

Deputy General Counsel - Regulatoiy Services 
Dated: October 26, 20 12 

John C. Crespo, 
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This is to certify that Kentucky Power Coiiipaiiy (TCPCo), a T<entucly 
corporation, assents to aiid concurs in the FERC FPA Electric Tariff described below, 
which Appalachian Power Company (APCo), the designated filing company, lias filed in 
its “APCo Rate Scliedules and Service Agreements TariEfs” database. 

eference: Mitcliell Plant Operating Agreement. 

eferekace: Rate Schedule No. 303, Mitcliell Plant 
Operating Agreement 

arifE Rate Schedule under which APCo, I<PCo aiid American Electric 
Power Service Corporation (in ai1 agency role) will operate aiid inaiiitaiii the Mitcliell 
Plant. 

By: / J o b  C. Crespo/ 
John C. Crespo, 
Deputy General Couiisel - Regulatory Services 
Dated: October 26, 20 12 
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1 o r  I 

Coiisolidatioii Coal Coinpaiiy aiid McElroy Coal 
c oliipally 
Soutlieiii Coal Sales Corporation 
BPB West Virginia Iiic (CertaiiiTeed) 
Mississippi Liiiie Coiiipaiiy 
0 - N  Miiiei als (Michigan) Coiiipaiiy 
Solvay Chemicals, Iiic. 
Yara Noitli Aiiiericaii, Iiic. 
Bellaire Harbor Services, LLC 

Fii st Security Trust Coiqaiiy of Nevada 
Coiisolidatioii Coal Coiiipaiiy and McElvoy Coal 

OPCO Stat11tory TiLW 2004-A 

c o~iipa'ly 

Coal 
Coal 
Gypsmii Sale 
I-Iydrated Liiiie 
Liiiiestoiie 
Troiia 
Urea 
Urea Transportation 
Railcar Lease 
Railcar Lease 
Construction, Operation, aiid Maiiiteiiaiice 01 Fly Ash 
Iiiipouiidiiieiit 
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Plant Location 

Mitchell Moundsville, WV 
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Applicaiit's property in ICeiitucky iiicludes the 1,060 megawatt Big Saiidy Plant geiieratiiig 
station located in Lawrence Couiity, constructed in coiiforiiiity with certificates of public 
conveiiieiice aid iiecessity issued by this Commission; traiisiiiissioii lilies aiid all appurtenant 
.facilities; distribution lines; traiisiiiissioii aiid distributioii stations and equipment; office 
buildings aiid equipment; storerooiiis for operation aiid maintenance materials; data processing 
equipment; iiieteriiig equipiiieiit; communication equipiiieiit aiid motor vehicles. The total 
origiiial cost aiid cost to IGxtucky Power of Applicant's property is $1,792,590,038 as of 
September .30, 20 12, which includes $5,987,400 of capital leases. The total origiiial cost aiid 
cost to 1Ceiit.ucky Power also iiicludes $50,792,842 of real property located in I<.eiitucky, 
coiisistiiig of $20,292,063 of laiid aiid $30,500,779 of lalid rights. 
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12 Month Ending 
Sept 30,2012 

Revenue - Retail Sales 
Revenue - Transmission 
Revenue - Sales for Resale 
Revenue - Other Operating 
Provision for Rate Refund 

512,643,428 
8,119,950 

106,209,351 
13,727,734 
(1,635,430) 

~ - -  402,568 - Revenue - Power Sales 
639,465,601 TOTAL OPERATING REVENUES -- .- 

g e l  for Electric Generation 137,845,763 
223,804,075 

GROSS MARGIN -. 277,815,763 
Purchased Power -- 

-~ 

Operational Expenses 
Maintenance Expenses 
Depreciation and Amortization 

57,987,904 
45,836,275 
54,309,203 
13,055,485 Taxes Other Than income Taxes 

TOTAL OPERATING EXPENSES - 1 71 , I  88,867 
-- 

OPERATING INCOME 106,626,896 

Total Interest Dividend Income 
Interest & Dividend Carrying Charge 
AFUDC 

899,135 
103,131 3 

2,391,903 
Total Interest Charges (35,280,239) 

74,739,208 - INCOME BEFORE INCOME TAXES and EQUITY EARNINGS -~ 

Federal Income Taxes 23,070,379 
State Income Taxes 1,526,372 

24,596,751 Total income Taxes -- 

ET INCOME 50,142,457 - 



Kentucky Power Company, Inc. 
Balance Sheet 

As of September 30,2012 

EXHIBIT 9 
Page 1 of 1 

As of 

Cash and Cash Equivalents 488,525 
Accoiints Receivable 26,615,003 
Advances t o  Affiliates 33,736,476 
Fuel, Materials and Supplies 65,289,313 
Risk Management Contracts - Current 6,243,755 
Margin Deposits 2,177,511 
Prepayments and Other Current Assets 3,332,598 

TOTAL CURRENT ASSETS 137,883,181 

Electric Production 558,541,274 
Electric Transmission 462,853,328 
Electric Distribution 632,764,176 
General Property, Plant and Equipment 64,145,262 
Construction Work-in-Progress 74,285,998 

TOTAL PROPERTY, PLANT and EQUIPMENT 1,792,590,038 
Less: Accumulated Depreciation and Amortization (600,481,537) 

NET PROPERTY, PLANT and EQUIPMENT 1,1 92,108,501 

Net Regulatory Assets 
Long-Term Risk Management Assets 

224,631,010 
7,684,311 - 

Other Non Current Assets 41,525,654 
TOTAL OTHER NON-CURRENT ASSETS 273,840,975 

TOTAL ASSETS 1,603,832,657 

Accounts Payable 65,866,190 
Risk Management Liabilities 
Accrued Taxes 
Accrued Interest 
Deposits - Customer and Collateral 
Over-Recovered Fuel Costs - Current 

3,651,290 
18,185,232 
6,210,934 

22,538,942 
2,128,455 

Other Current Liabilities 21,168,230 
TOTAL CURRENT LIABILITIES 139,749,273 

Long-Term Debt -Affiliated 
Long-Term Debt - Mon Affiliated 
Long-Term Debt - Premiums and Discounts Unamort 
Long-Term Risk Management Liabilities 
Deferred Income Taxes 
Deferred Investment Tax Credits 
Regulatory Liabilities and Deferred Credits 
Asset Retirement Obligation 
Employee Benefits and Pension Obligations 

20,000,000 
530,000,000 

(819,731) 
4,165,198 

351,443,519 
425,261 

27,688,021 
3,861,944 

44,009,928 
Other Non-Current Liabilities 6,671,720 

TOTAL NON-CURRENT LIABILITIES 987,445,860 

TOTAL LIABILITIES 1,127,195,133 

Common Stock 50,450,000 
Paid In Capital 238,750,000 
Retained Earnings 187,803,715 
Accumulated Other Comprehensive Income (Loss) (366,191) 

TOTAL SHAREHOLDERS' EQUITY 476,637,524 

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 1,603,832,657 



In The Matter Of: 

The Applicatioii Of Keiitucky Power Coiiipaiiy For: 

Aitlioriziiig The Transfer To The Coinpany Of Aii 
Uiidivided Fifty Percent Interest In The Mitcliell 

1 

1 
1 

(1) A Certificate Of Public Convenience h i d  Necessity ) 

Generating Station Aiid Associated Assets; (2) Approval ) 
Q€ The Assuinptioii By Keiitucly Power Coiiipaiiy Of ) 
Certain Liabilities In Coimection With Tlie Trais€er Of ) 
The Mitchell Geiieratiiig Station; (3) Declaratory Rulings; ) 
(4) Delerral Of Costs Iiicurred In Coimectioii With The ) 
Company’s Effoi-ts To Meet Federal Cleaii Air Act And ) 
Related Requireiiieilts; And (5) For All Other Required ) 

Case No. 2012- 

Approvals Aiid Relief ) 



VERIFICATION 

The undersigned Gregory G. Pauley, being duly sworn, deposes and says he is the 
President and COO of Kentucky Power Company, that lie has personal knowledge of tlie 
matters set forth in tlie forgoing testimony and tlie information contained therein is true 
and correct to the best of his information, knowledge and belief 

COMMONWEALTH OF KENTUCKY ) 
1 ss 

COUNTY OF FRANKLIN 1 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by Gregory G. Pauley, this the /2 &day of December, 2012. 

My Comrnissioii Expires %a 23/%(3 
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PAI-JLEY- 1 

2 A. My iiaiiie is Gregory G. Pauley. My position is President and Chief Operatiiig 

,l Officer (“COO”), Keiitucky Power Comnpaiiy (“Kentucky Power” or the 
3 

4 “Compaiiy.”) My busiiiess address is 101 A Eiiterprise Drive, Frankfort, 

5 IGmtLicky 40602. 

6 PLEAS 

7 

8 A. I received a Baclielor’s degree fioin Harding Llniversity iii May 1973. I also 

9 graduated fi-oin ixiaiiagemeiit development programs at The Ohio State University 

10 aiid Virginia Polyteclmic Institute and State ‘CJiiiversity. I currently serve as 

11 

12 

Presideiit aiid COO of Keiitucky Power (2010). Froiii 2006-2010 I was Director - 

Public Policy for American Electric Power Service Corporatioii (“AEPSC”) 

13 worltiiig on policy issues affecting the utility industry 011 a iiatioiial level. Prior to 

14 

1s 

that, I served as ICeiitucky Power’s Goveriuiieiital/Eiiviroi~iieiital Affairs manager 

from 2001-2006. I have also held positioiis at other Ainericaii Electric Power 

16 Company, Iiic. (“AEP”) operating units in coiiunuiiity affairs, inaiiager of 

17 distribution services, huiiiaii resources aiid accouiiting at various operations and 

18 geiieratioii facilities. 
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6 

7 

8 

9 

10 

I 1  

12 

1 -3 

14 

15 

16 

17 

18 

19 

Q. 

A. Yes. I provicled supplemeiital testiiiioiiy aiid testified in Case No. 201 1-00042, 117 

Tmiisrii ission Oiily Pub 1 ic Ulil ity. 

11. 

AT IS THE P 

A. My testimony addresses live topics. First, I provide an overview of the testiiiioiiy 

hled by tlie other Company witnesses in this proceeding. Next, I biielly dcsci ibe 

iiiy role as President aiid COO o€ Kentucky Power. Third, I provide an overview 

of the filiiigs with the Federal Eiiergy Regulatory Commission (“FERC”) iiiade 011 

behalf of ICeiitucky Power and otlier AEP affiliates. Fourth, I clescribe the basis 

for aiid results of ICentucl<y Powei’s re-evaluation of the Big Saiidy geiieratiiig 

statioii in Iiglit of existing and pendiiig ciiviroimieiital requirements. As pai t of 

this same topic, I also describe the Company’s AplAicatioii in this proceeding, as 

well as its plaiis Cor fixture filings. I also describe the process by which thc 

decision to transfer a fifty percent iiiterest in tlie Mitchell geiieratiiig statioii was 

iiiade aiid tlie timing or tlie traiisaction. Finally, I describe the Coiiipaiiy7s 

Application. 
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1 TES c 

3 

4 A. In addition to lily testimony, I<elltucIty Power presents the testimony of the 

5 followiiig witnesses in support of this application: 

Witness Subject Matter 

Mark A. Beclter Describes the Strategist@ inodeling application used by 
Kentucky Power. 

Karl R .  Bletzaclter 

Jeffery D. LaFleur 

Karl A. McDerinotl: 

Jolu? M. McMaiiLis 

Scott C. Weaver 

Raiiie IC.. Woluilias 

Addresses the €orecasts €or natural gas prices, C02 prices, 
coal prices, energy prices, aiid capacity values used in 
Comnpany Witnesses Beclter and Weaver’s aiialyses aiid 
how the forecasts were derived. 

Describes tlie Mitchell geiieratiiig station aid its operational 
characteristics and compares the Big Sandy and Mitchell 
geiierating stations. 

Provides a review of the proposed asset transfes for 
coiisisteiicy with regulatory principles. 

Discusses the cui-sent aiid h t m e  eiiviroimieiital 
requirements affecting the Company’s generating assets aiid 
tlie Mitchell generating station aid plaiuied compliance 
iiieasures. 
Describes the Kentucky Power generation resources 
modeled, the modeliiig process used, and the resulting 
analyses. 

Provides an overview of the accountiiig and finaiicing 
activities associated with the proposed asset transfer; 
suimnarizes the estimated customer rate iinpact due to tlie 
transfer of the Mitchell generating station and the 
teiininatioii of the current Pool Agreement; explains the 
Company’s request for the deferral of costs and 
estahlislmieiit of a regulatory asset iii coiuiectioii with tlie 
Phase I investigation or  the Big Sandy Unit 2 scrubber 
project. 
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2 A. 

3 

4 

5 
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7 

8 

9 

10 

11 

12 

13 A. 

14 

1.5 

16 

17 

18 

19 

20 

21 

22 

I am responsible for the safe, efficient aiid profitable operation of ICeiitucky 

Power, as well as oversight of customer services, coiiiiiiuiiity affairs and 

economic developrneiit activities. I also guide pUblic policies iii the legislative, 

regulatory aiid adiniiiistrative arenas, and administer all phases of tlie business. 

Finally, I a n  responsible for making recoiluneiidatioiis to, and collaboratiiig with, 

the executive iiiaiiagenieiit of I‘entucky Power’s parent regarding major decisions 

affecting I<entucky Power. 

Yes. It is impoi-tant to recognize that altliough I ani the President and COO of 

Kentucky Power, the Company is a wholly-owned subsidiary of AEP. As a 

result, I am respoiisible to AEP for the operation aiid perforiiiaiice of Keiitucky 

Power. hi ftilfilling my responsibilities, I work collaboratively with AEP 

executive manageiiieiit, the inaiiageiiient of tlie other AEP East operating 

companies, iiicludiiig Charles R. Patton, President and COO of Appalachian 

Power Company (“APCo”), (collectively “AEP Maiiageiiient”), a id  AEPSC 

persomiel to address those matters for which I have responsibility. I regularly 

meet with Robert P. Powers, Executive Vice President arid COO of AEP, and 

liave access to Nicholas IC. AItins, President aiid Chief Exectilive Officer of AEP, 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

1s 

16 

17 

18 

19 

when needed. This collaboratioii provides I<eiitucl<y Power access to valuable 

resources, but, as Mu. Altiiis has informed the Coinmission, I ani iii charge of the 

Colllpally. 

B- 
THAT A ION? 

In collaboration with AEP Management, I coiicluded that the transfer of an 

undivided fifty percent interest in the Mitchell generating station to Kentucky 

Power, tlie retirement of Big Sandy Unit 2, aid the request to defer and create a 

regulatory asset in coimectioii with the Big Sandy Unit 2 Phase I iiivestigatioii 

A. 

expenditures were in the best interest ofthe Coiiipaiiy and its customers. 

A. Two sets of filings pertinent to this proceeding were inade in 2012 on behalf of 

IK‘eiitucky Power and several oilier AEP operating companies. The first filings, 

niade on February 10, 2012, were subsequeiitly withdrawn on February 28, 2012 

to perinit tlie filiiig paities to coiisider how best to proceed in light of the February 

23, 2.01 2 Order of the Public Utilities Coiiiiiiissioii of Ohio (“Ohio Coii~iiissioii~’). 

The February 2,3, 20 12 Order withdrew the Ohio Coiimissioii’s earlier approval 

of Ohio Power Company’s (“OPCo”) corporate separation plan. 
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1 

2 

3 A. 

4 

5 

G 

7 

8 Q. 

9 

10 

11 

12 

13 A. 

14 

1s 

16 

17 

18 

19 

20 

21 

22 A. 

23 

S AN A N PLAN 

UENTLY FILE 

Yes, aiid on October 17, 2012 tlie Ohio Coiniiiissioii approved tlie aiiiended plan. 

Under the approved corporate separatioii plan, OPCo will traiisfer its geiieration- 

related assets to an unregulated affiliate. Subsequently, the uiu-egulated a€filiate 

will transfer certain of these assets, including, the Mitchell generating station, to 

ICeiitucky Power and APCo. 

Yes, a second set of FERC filings was macle on October 31, 2,012. The most 

pertinent of tliese filings to my testimony is tlie applicatioii for the necessary 

FERC authorization pursuant to Section 203 or the Federal Power Act to transfer 

to Kentucky Power an uiidivided fifty percent interest in tlie Mitcliell generating 

station currently owiied by OPCo. The application also provides f i r  the transfer 

o€ the remaining fifty percent interest in the Mitcliell geiieratiiig station to APCo. 

AN 

The transfer addresses the long term capacity aiid energy needs o€ the Company’s 

custoiiiers in the least cost inaimer considering the termination of tlie 
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6 

7 A. 
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9 

10 

11 

12 

13 
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1s 

16 

17 A. 

18 

19 

20 

21 

22 

Intercoiuzection Agreement (“Pool Agreement”) effective January 1, 2,014, as well 

as tlie results of the re-evaluation o l  tlie contiiiued operation of Big Sandy Unit 2 

in light of tlie impending environmental requirements. These eiiviroimeiital 

requireiiieiits are discussed by Company Witness McManus in liis testimony. 

AT TE 

ECTHVE JANUA 

Kentucky Power is a party to an agreenieiit dated JUIY 6, 1951, as amended, by 

and between APCo, Kentucky Power, Indiana Michigan Power Coiiipany 

(“I&M’), and OPCo. TJnder the Pool Agreement, Kentucky Power and the otlier 

parties to tlie agreement function as an integrated system by joiiitly satisfying 

their coinbiried needs for capacity and energy. On December 17, 201 0, Keiit~icky 

Power and the then four other parties’ to the Pool Agreement gave notice in 

conformity with tlie tlvee-year notice requirements of the Pool Agreement of the 

temiination of that agreement effective January 1, 20 14. 

Because of cumulative structural and regulatory cliaiiges in the electric utility 

industry, the Pool Agreement no longer fiinctions as intended by tlie pai-ties to the 

agreement. Evolving envirotuneiital regulations, differing renewable energy 

portfolio standards among tlie states where the Pool Agreement members operate, 

the introduction of open access to traiisniissioii facilities, the advent of regional 

transmission organizations, a movement in some .j~risdictioiis toward industry 

Coltiinbus Southern Power Company, which had been a pai-ty of the agreement, subsequently iiierged 
with Ohio Power Coinpany on December 3 1, 20 1 1 ~ 
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6 
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8 

9 

10 

11 

12 

13 

14 

1.5 

16 

17 

18 A. 

19 

20 

21 

22 

deregulation, an increased eiiipliasis 011 demand-side management, aiid expaiidecl 

coiiipetition Iiave made it no loiiger feasible for the Pool Agreeiiient members to 

operate in the unified arid coordiiiated fashion provided for by the Pool 

Agreement. In particular, OPCo, which is a S L K ~ I U S  member of tlie Pool 

Agreement, and whose geiieratioii resources are available to meet I<eiitucky 

Power’s PJM capacity requirements aloiig with the energy iieeds of its customers, 

is required by Oliio law to divest itself of its geiieratiiig facilities. As a result, 

OPCo’s continuing participation in tlie Pool Agreeiiieiit has become 

Tlie basis for tlie termination of tlie Pool Agreeiiieiit is described 

in greater detail iii the October 31, 2012 Section 205 filing at FERC made on 

behalf of ICeiihicky Power a id  otlier AEP companies. 

u 
A F  CENT HVI 

Because of iiiipending enviroimieiital regulations, tlie 800 MW Big Saiidy Unit 2 

cannot coiitiiiue to operate without exteiisive additional eiiviroiviieiital controls. 

As a result, a id  as described iii detail in Coiiipaiiy Witness Weaver’s testimony, 

the Coiiipaiiy deterniiiied that tlie transfer of aii uiidivided fifiy percent interest in 

tlie Mitchell geiieratiiig station, wliicli will close on or about Deceiiiber 3 I ,  201 3 , 

Significant changes since its inception in 1994 in eiiviroiimeiital rules and the iiiarltets associated with 
Title IV SOz eiiiissions allo\vances similarly eliminated the need for the Interim Allo\vance Agreement. 
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4 

5 
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8 

9 A. 

10 

11 

12 

13 

and tlie retirement of Big Sandy Unit 2 by Julie 2,015, would be the least cost 

long-term oplioii for the Company. The transferred interest in the Mitchell 

generating station will provide average aiviual base load capacity of 780 MW and 

will efCectively replace Big Sandy Unit 2. 

Yes. 111 addition to the Section 203 Mitcliell geiieratiiig station transfer 

application, tlxee agreeiiieiits were filed at FERC 011 behal€ of the Coiiipaiiy aiid 

other AEP Operating Companies: a Bridge Agreement, a Power Coordination 

Agreement, and the Mitchell Plant Operating Agreenieiit. Although state 

coinmission approval is not required for these tlwee agreements, wliicli upon 

14 

1s 

16 

17 

acceptance will become FERC-filed rate schedules wider Section 205 of the 

Federal Power Act, the agreements are described in the Application to aid tlie 

Coiiiinissioii’s understanding of tlie traiisactioii. Coinpany Witness Wolvdias also 

describes the agreements in his testimony. 
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-EVALUATE T 

On Deceinber 5 ,  2011, Kentucky Power filed its application in Case No. 2011- 

004Oly3 seeking Commission approval to retrofit Big Sandy Unit 2 with a dry flue 

gas desulfurization (“DFGD”) unit. Because o l  developinelits subsequelit to tlie 

Coiiipaiiy’s filing of its applicatioii in Case No. 20 1 1-00401 , I, iii collaboration 

with AEP Management, determined ICentucky Power should re-examine the 

alteiiiatives by which the Company could meet its obligations riiider the 2007 

AEP NSR Coiisent Decree,‘ tlie Clean Air Interstate Rule, the Mercury and Air 

Toxic Standards (“MATS”) Rule, and other eiiviroimieiital standards. On May 

30, 2012, Kentucky Power filed a iiiotion seeking leave to witlidraw its 

application witliout prejudice. The Commission granted tlie motion by Order 

dated May 31, 2012. As a consequeiice, tlie Coiimiission did not rule on tlie 

Company’s application in Case No. 201 1-00401. 

Iii Tlie Matter Of Application Of I<eiitiicly Power Coiiipaiiy For Approval Of Its 20 I 1  Eiiviroiiiiieiital 
Conijdimice Plnii, For Approval Of Its Aiiieiicled Emu?oiimentnl Cost Recovei y Szircharge Tart8 Aiid For 
Tlie Craiitiiig O f A  CertiJicate Of Public Coiiveiiiei7ce A i d  Necessity For The Co~istructiori Aiid Acqzii,sitioii 
Of Related Facilities. 

‘ The Company’s obligations under the 2007 AEP NSR Consent Decree are described inore frilly in the 
testimony of Company Witness McManus 

3 
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A. Tliere was a coiiflueiice of several events during the pelidelicy of the application 

iii Case No. 201 1-00401 that made re-evaluation prudent. At the time or  tlie 

analysis that supported the application in Case No. 201 1-00401, tlie Mitcliell 

generating station was not available for transfer to Kentucky Power. Subsequent 

to the filing, an uiidivided twenty percent interest iii the Mitchell generating 

station became available to Kentucky Power for the purpose of replacing Pool 

Agreement-based generation. Soon thereafter, and subsequent to the withdrawal 

of the February 10, 201 2 FERC filings, Kentiicky Power, in collaboration with 

AEP Management, iiicluding Charles R. Patton, President and COO of APCo, and 

the other affected operating coinpaiies, began to re-examine tlie earlier decision 

to transkr twenty percent o€ tlie Mitchell generating station to Kentucky Power. 

This re-examination led to the possibility that more tliaii twenty percent o€ tlie 

Mitchell generating station might be available to ICe1ltucky Power. 

Against this background, and in an effort to liinit the rate increase that 

would be required to meet Keiit-Licky Power’s long-term generation needs, the 

application in Case No. 201 1-00401 was withdrawn so tliat the Coinpaiiy could 

re-evaluale the dispositioii o€ the Big Sandy generating station. 
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A. In the time between the witlidrawal of the Company’s applicatioii to retrofit Big 

Sandy Unit 2 with a DFGD unit in May 20 12 tlie filing of this Application, a 

detailed re-evaluation of Big Sandy generating station was performed. Over the 

intervening months, and with the assistance of Company Witness Weaver’s 

group, the Coinpaiiy examined eleven unique variations iilvolving six discrete 

options assumed to be available to Kentucky Power to address the unit disposition 

decisions facing both Big Sandy TJnits 1 and 2,. The Coinpaiiy perforined this 

analysis in liglit of tlie availability o€ an ownersliip interest in the Mitchell 

generating station, as well as the major known and einergiiig federal rulemalting 

facing Kentucky Power’s coal-fired generating assets. I11 undertaking tliese 

evaluations, the Company employed proprietary long-term resource optimization 

tools a id  examined a 30-year economic study period (2014 tlxough 2040) to 

determine the relative least cost alternative. Coinpany Witness Weaver addresses 

tliese analyses in his lestitnoiiy. 
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The Coinpaiiy proposes to acquire at net book value, as of Deceinber 3 1,2013, an 

undivided fifty percent interest (projected to be $536 million) in each OC the two 

uiiits or the Mitchell generating station, along with related assets and liabilities. 

The Mitchell geiieratiiig station currently is owiiecl by OPCo mid was placed iii 

service in 1972. Tt is a two-unit coal-fired power plant located south of 

Mouiidsville, West Virginia. Unit 1 o r  the Mitchell generating station has an 

average annual capacity ratiiig of 770 MW; Unit 2 has an average aimual capacity 

rating of 790 MW. Tlie total average aiuiual capacity to be transfell-ed to 

Kentucky Power is 780 MW. Both uiiits are equipped with flue gas 

desulfiirizatioii (“FGD”) and selective catalytic reduction (“SCR”) systeiiis and 

are expected to meet tlie requireiiieiits of the 2007 AEP NSR Coiisent Decree, tlie 

Clean Air Interstate Rule, the MATS Rule, aiid other envivomneiital standards at 

tlie time of their January 1, 2014- proposed transfer to the Company. 

Company Witness LaFleur provides more detail coiiceriiiiig tlie Mitcliell 

generatiiig station in his testimony. 
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A. 

E1,L UNITS? 

By diversifying tlie to-be-transferred generation between two units, Kentucky 

Power will have access to one-half of the available Mitcliell generation even i€ 

one of the two units is required to be talteii offline. 

? 

That portion of Unit 1 and Unit 2 o€tlie Mitchell generating station not transferred 

to Keiit-Liclcy Power wiII be transfei-red to APCo. APCo also will operate both 

units of the Mitchell generating station pursuaiit to the terms o€ tlie Mitchell Plant 

Operating Agreement among APCo, I<entucky Power, and AEPSC as agent. 

Under Section 4928.17 of the Ohio Revised Code and the October 17, 2012 Ohio 

Coiimission Order approving OPCo's structural corporate separation plan, OPCo 

is required to separate its generation and marlceting businesses €ram its 

traiisinissioii and distribution businesses. As a result, on October 3 1, 2012 OPCo 

sought FERC approval pursuant lo Section 203 of the Federal Power Act to 

transfer its generation-related assets, including the Mitchell generating station, to 

an unregulated affiliate, with closing on or about December 3 1 , 20 1 3. 
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If Big Sandy Unit 2 is to run past May 2015, extensive iiivestineiits in 

enviroiuiiental control €acilities will be required. Although Big Sandy Unit 2 is 

sufficiently large to support the eiiviroimental investment required for it to 

continue to operate beyond May 201 5, Coiiipany Witness Weaver’s analysis 

indicates that doing so would not be the least cost option wlien compared to 

acquiring fifty percent o€ the Mitchell generating station. 

Unless Big Sandy Unit 2 is retrofitted with extensive and costly eriviroiuiieiital 

controls, including a DFGD unit, the Company will be required to retire Rig 

Sandy Unit 2 by June 2015. As the testimony OC Company Witness Weaver 

indicates, the transfer to ICentucky Power of an undivided fifty percent interest in 

tlie Mitchell generating station is the least cost option among tlie alteriiatives 

studied €or meeting tlie Company’s long-term capacity and energy requireiiieiits. 

The fifty percent interest in the Mitchell generating station will pelxiit ICeiitucky 

Power to satisfy its capacity requirements, and to provide base load generation to 

meet Kentucky Power’s customers’ energy needs following tlie termination of the 

Pool Agreement effective January 1, 2014, and in the absence of Big Sandy Unit 

2. 
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A. The Mitcliell generating station is appropriate based 011 a iiuiiiber of qualitative 

factors. Among the factors are: 

0 The Mitcliell units are base load units like the Big Sandy uiiit they 

The units are of the same design and approximate nominal will replace. 

geiieratiiig capacity as Big Sandy Unit 2. 

0 The Mitchell units are enviroiuneiitally controlled. Both Mitchell 

units are equipped with FGD and SCR systems, and are expected to meet 

obligations under the 2007 AEP NSR Consent Decree, tlie Clean Air Interstate 

Rule, and the MATS Rule. 

0 The two Mitchell units are appropriately sized for Iientucky 

Power’s needs. By owning a fifty percent interest iii the two uiiits tlie Coiiipatiy is 

adding increased reliability to its geiieration by replacing Big Sandy Unit 2 with a 

share o€ two units. In addition, the Mitcliell uilits were built siibseqiieiit to Big 

Sandy IJnit 2 using tlie same proven design utilized at Big Saiidy TJiiit 2. The two 

Mitchell units have provided reliable capacity and energy to Keiitucky Power 

tlu-ough the Pool Agreement. 

0 The iifiy percent interest in the Mitchell generating station will be 

traiiderred at iiet book value, which is an appropriate means o€ pricing the 

traiis€er . 
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No, it did not. 

As indicated by Company Witnesses McDermott and Weaver in their testimonies, 

it was unnecessary for Kentucky Power to conduct a fi~ll..requiremeiit RFP 

because Company Witiiess Weaver’s analysis approximated the price bids ai RFP 

would have elicited. Indeed, Company Witness Weaver’s aialysis employed the 

saiiie teclmiques that potential bidders in an RFP process would use to evaluate 

and price their offers. 

n .a 

Tlie fifty percent interest iii the Mitchell generating station, along with 

appurteiiaiit iiitercoixiectioii facilities and related assets and liabilities, will be 

transferred from AEP Generation Resources Inc. (“AEP Generation Resources”) 

to Kentucky Power through a series of iiear-siinullarieous transactions. 
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Iiimediately prior to its merger with ICentucky Power, a fifty percent interest in 

the Mitchell generating station, along with the intercoiniectioii facilities and 

related liabilities aiid assets, will temporarily be held by NEW6310 Kentucky, 

which is a yet-to-be -formed wholly-owned indirect subsidiary oC AEP. NEWCO 

Kentucky will then iinmediately iiierge with Kentucky Power aid Kentucky 

Power will be the surviving entity. It is tlu-ough this final step, the only one to 

which ICelitucky Power is a party, that the fifty percent uiidivided interest in the 

Mitcliell generating station will be trailskielled to Kentucky Power. These steps 

will all occur on or about December 31, 2013, and are designed to ensure tliat tlie 

traiiskr o f  tlic Mitcliell geiieratiiig station will lie accomplished without incurring 

unintended tax consequences. 

A graphical representation of these near -simultaneous traiisactions is attaclied to 

Company Witiiess Woludias’ testimony as Exhibit RICW-1. 

17 

18 

19 A. 

20 

21 

22, 

23 

Tlie transfer of the Mitchell geiieratiiig station is timed l o  coincide with the 

teinination o f  the Pool Agreement a id  the corporate separation of OPCo. Tlie 

Mitcliell geiierating station may not be available iii 201.5 to be traiisCerred to 

Keiitucky Power. It is mu-easonable to expect that a valuable asset such as the 

Mitcliell geiieratiiig station would be held in waiting by AEP Generation 
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Resouices for the beliefit of ICeiitucky Power Cor the approximately scveiiteeii 

iiionths between Jaii~iary 1, 20 14 aiid Jmie 2,O 1 5 

The application presents tlie results of Kentiicky Power’s re-evaluation of 

alternatives to meet tlie Compaiy’s obligations with respect to Big Saiicly Unit 2, 

uiicler tlie Coiiseiit Decree, tlie Clean Air Iiiterstate Rule, the MATS Rule, and 

otlier eiiviroiiiiieiital standards. In particular, tlie application describes the plans 

to traiisfer an uiidivicted fifty perceiit interest in the Mitchell geiieratiiig station, 

along with the associated assets aiid liabilities to I<eiituclcy Power aiid retire Big 

S aiicly Uiii t 2 

I<.eiitucky Power is seeltiiig: 

(a) a certificate of p~iblic convenience am1 iiecessity prtrsitaiit to I<RS 
278.020( 1) authorizing the traiisfer to the Compaiiy of a fifty percent interest in 
the Mitchell geiieratiiig station; 

(13) approval p~u-s~iaiit to ICRS 273.300 for tlie assumption of 
indebtedness in coimectioii with the traiisfer of the fifty percent uiidivided interest 
in the Mitchell geiieratiiig statioii to tlie Company; 

(c) a declaratory iuliiig that the iiierger of Keiitucky Power and 
NEWCO Keiitucky, by which AEP Generation Resources will coiitribute the fifty 
percent interest in the Mitchell generating station to Keiitucky Power, is iiot a 
change of control requiring approval pmsuant to KRS 278 020( 5) 01- I<RS 
278.020(6); 

(d) authorization for ICeiitucky Power, in accordaiice with Financial 
Accounting Staiidards Board Acco-uiitiiig Staiidards Codification 980-340-2 5- 1, 
to accuiiiulate aiid defer for review aiid recovery in its next base rate proceecliiig 
tlie approxiiiiately $30 iiiillioii o€ costs iiicuired from 2004 through preseiit in 
coiiiiectioii with the Compaiiy’s efforts to meet Federal Clean Air Act aiid otliei 
enviroimieiital requireiiieiits with respect to Big Saiidy Unit 2 . 
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A. No. Kentucky Power intends to issue a competitive solicitation in the first part of 

2013 for approximately 2.50 MW of long-term capacity and energy. In addition, 

the Company expects to explore converting Rig Sandy Unit 1 to burn natural gas 

in its boiler in lieu of coal. The Company will evaluate the results of the 

solicitation aiid study of a Rig Si idy Unit 1 coiiversioii and return to tlie 

Coinmission in 201 3 to seek all necessary approvals. 

I N 6  AN 

A. Yes.  Because of tlie time required to consuiixiiale tlie transaction after all 

approvals are received, Kentucky Power requests that the Coimiiissioii issue its 

order granting the requested relief no later tlzaii Julie 30,20 13. 

A. The Company anticipates a second filing oiily if the Coimnissioii determines that 

the merger of NEWCO Kentucky and ICeiitucly Power is subject to review uiider 

KRS 278.020(5) or KRS 278.020(6), or, if tlie Coiimission is unable lo deteriiiiiie 

by February 15, 201 3 wlietlier approval uiider KRS 275.020(5) or I<RS 

278.020(6) is required in coiunectioii with the merger. 111 that case, Kentucky 

Power plans to file an application seeking approval for tlie merger under KRS 



PATJLEY- 2 1 

9 

10 

11 

12 

13 

14 

1s 

16 

17 

18 

19 

20 

2‘78.020(5) or KRS 278.020(6), or both, as the case iiiay be. Kentucky Power will 

also request that this secoiid application be coiisolidated with this proceeding. 

A. The ultimate relief being sought by the Company, tlie Coiniiiissioii’s approval of 

the transfer of an undivided fifty percent interest in tlie Mitchell generating station 

to Kentucky Power, is ail iiiiportaiit developineiit €or Kentucky Power aiid its 

ctrstorners, and should be fully reviewed. Although it is the Company’s position 

that no approval is required uiider I(RS 278.020(.5) or ICRS 278.020(6) in 

coiiiiectioii with the transfer to ICentucky Power o€ a fifty percent interest iii the 

Mitcliell generating station though the merger of NEWCO Keiihicky and 

Keiitucky Power, Kentucky Power is requesting a declaratory ruling in this 

application coiifirmiiig the Company’s tinderstanding. I€ the Company also asked 

for approval of the inerger uiider KRS 278.020(6) as part of this proceeding, the 

Conunission’s decision 011 tlie inerger would be due 110 later thaii 120 days after 

the date the Company’s application in this proceeding is filed. The Company 

believes that the 120-day period for review of applicatioiis uiider ICRS 278.020(6) 

may iiot provide adequate time €or tlie review of tlie transaction. Bifurcating the 

application in the fashion proposed, if necessary, provides additional time for 

review. 
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Yes. As I indicated earlier, tlie Company will retui-n to the Coiiiinission in 2013 

to seek any necessary approvals when the Company’s review of Big Sandy TJiiit 1 

alteriiatives is complete. In addition, the Compaiiy anticipates seeltiiig authority 

to issue debt withiii six moiiths of the transfer to refiiiaiice tlie AEP iiiter-coiiipaiiy 

note assumed in connection with the transfer to Reiitucky Power of a fifty percent 

interest in the Mitchell generating station. 

-FI 

Yes. 



c 

Tii The Matter OE 

The Application 01 Keiitucky Power Company For: 

Authorizing Tlie Tra11sfer To Tlie Coiiipaiiy 01 An 
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Generating Statioii Aid  Associated. Assets; (2,) Aplxoval ) 
Of The Assuiiiptioii By Keiituclcy Power Company Of ) 
Certain L,iabilities In Coiviectioii With Tlie T r a d e r  Of ) 
The Mitcliell Geiieratiiig Station; (3) Declaratory Rulings; ) 
(4) Deferral Of Costs Iiicurred In Coimectioii With The ) 
Coiiipaiiy’ s Efforts To Meet Federal Clean Air Act And ) 
Related Requireinelits; Aiid ( 5 )  For All Other Required ) 

(1 ) A Certificate Of Public Coiiveiiieiice And Necessity ) 

Case No. 20 12- 

Approvals Aiid Relief 1 
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My name is Mark A. Beclter. I am employed by the American Electric Power 

Service Coiyoration (“AEPSC”) as Manager - Resotirce Plaimiiig. My business 

4 address is 212 E. 6t” Street, Tulsa, Oltlahonia. 

5 AN 

G 

7 A. I received a Bachelor of Scieiice Degree in Electrical Engineering from the 

8 

9 

University of Arltmsas in 1983. 

I mi currently employed by AEPSC as Manager - Resource Plamiing. I 

10 have over 25 years of experience working for municipal and iiivestor-owned 

11 electric utilities and energy trading companies. The majority of my experience, 

12 approximately 2.5 years, lias beeti related to perforiiiiiig utility resource planning 

13 

1 4. 

1s 

and operational aiialysis fuiictioiis using the proprietary long-teim resource 

optimization software luiowii as Strategist@. One of my responsibilities at 

Florida Power and Light. (“FPL,”) in 1983-198SY was to develop the first 

16 

17 

PROSCREENO (predecessor to Strategist@) database of the FPL system. While 

developing FPL’s PROSCREENO database, I also beta tested several iiiodules of 

18 the PROSCREENO software for its developer, New Energy Associates. In 
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addition, I also participated in tlie beta testing 01 EPRI’s Electric Geiieratioii 

Expaiisioii Aiialysis System (“EGEAS”) while at FPL,. A summai y of illy wodc 

esperieiice is attached as MAB- Exhibit 1. 

My priiiiai y respoiisibility is to oversee aiid perforin various Strategist@ mal yses 

related to tlie developiiieiit oE Integrated Resource Plans am1 the evaluation of unit 

disposition alternatives for AEP’ s regulated operatiiig coiiipaiiies 

Yes I provided rebuttal testinioiiy in Case No. 201 1-00401, ~vliicli included the: 

Company’s 20 1 1 Eiiviroiuiieiital Coiiipliaiice Plan, aiid request loor approval ol‘ a 

Certificate of Public Coiiveiiieiice aiicl Necessity for the construction aiid 

acquisition of related facilities. 

WHAT IS NY IN THIS 

The pwpose of‘ my testimony is to describe the Strategist@ iiiodeliiig application 

mid utilized by Kentucky Power Coiiipaiiy (“I<PCo”, or “the Company”) 

HV. 

Strategist@ is a proprietary software tool Luirler lease to AEP from Vciityx, a 

utility industry software and data-services provider. Strategist@ is a long-term 

resource optimization model aiid has beeii utilized by the utility indusky lo1 over 
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3 0 years. The Coiiipaiiy utilizes tlxee of the Strategist@ simulation modules 

wlien performing resource plilluiiiig related analyses (e.g. unit disposition 

analyses, Iiitegrated Resource Planning, etc.) MAB- Exhibit 2 shows the [low of 

input and output data that is traiis-ferred between tlie various modules. These 

modules are described below: 

(1) The Load Forecast Adjustment (“LFA”) module allows the user to 

siiiiulate a utility’s peak aiid energy requiremeiits, as well as model any deniaiid- 

side nianageinent programs that may impact those peak and energy requirements. 

This peak and energy requireinelit data is traiis-ferred froiii tlie LFA to the 

Generation and Fuel (“GAF”) module. 

(2) Tlie GAF iiiodule uses a probabilistic generating unit dispatch algoritluii to 

simulate tlie dispatch of a utility’s generating resources aiid estimate the energy 

production aiid related variable cost incuaed in meeting those peak and energy 

requirements. The probabilistic generating unit dispatch algoritlm used in the 

GAF iiiodiilc is similar to tlie one used in its sister tool PRQMQDB. In addition 

to dispatching a utility’s generating resources, the GAF module simulates a 

utility’s ability to impoi-l (purchase) or export (sell) energy €rom or into a 

“inarltet” when it is economic to do so based on user-defined long-term niarltet 

commodity pricing profiles. 

(3) Tlie PROVIEW resource optimization module’s dynamic prograiniiiiiig 

optimization algorithm is used to create a “decision tree” of alteriiatives to 

determine tlie utility’s optimal overall capacity aiid energy resource plan over tlie 

user-defined study period (e.g. 30 years). In developing a “decision tree”, 
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PROVIEW determines the recovery oC each resource’s capital cost and energy 

production cost in order to determilie an overall reveiiue requirement for that 

resource and tlie plan as a whole. 

n 
CE PLAN. 

A. In general, PROVIEW’S dynamic programming algoritlmi perfoiiiis the following 

steps in determining a utility’s optiinal resource plan. 

11. In each year of the study period, PROVIEW creates all of the possible 

combinations of resource alternatives defined by the user. 

2. PROVIEW tlien determines i€ each of those combinations meets a user 

defined reliability constraint (e.g. miniiiiiiiii reserve margin) in that year. 

3. For those coinbinations meeting the reliability constraint, PROVIEW 

uses tlie GAF module to deterii&e the energy production cost for that 

particular combiliation in that year. PROVIE W also calcdates tlie 

recovery or  tlie capita1 cost (e.g. aimual levelized fixed cost) €os that 

combination. The energy production cost and capital cost recovery are 

combined to create a total “G(eneration)” cost-or-service, or revenue 

requirement for that coinbination. If a combination does not meet the 

reliability constraint, it is eliminated froin fiu-tlier consideration. 

4. PROVIEW moves to the next year ofthe study period and repeats Steps 1 

tlxough 3 building the next branch of tlie decision tree. 111 the filial yeas 

o€ the study period, PR OVIEW determines the cuiimlative present worth 
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(CPW) or revenue requireinelits for each branch o€ the decision tree. 

PROVIEW then uses that CPW to determine wliicli branch of the 

decision tree is tlie least-cost optimal resource plan for tlie utility over tlie 

user-defined study period. 

N? 

Yes. MAB- Exhibit 3 provides an illustrative example oC tlie steps outlined above 

and tlie process PRQVIEW uses to develop the optimal resource plan. 

E E  N IN 

In tlie example illustrated in MAB- Exhibit 3, the utility needs capacity in each 

year of a 3-year study period. In order to meet its reliability constraint, siinple- 

cycle combustion turbine (“CT”) and combined-cycle coinbustioii turbine (“CC”) 

capacity can be installed to meet those reliability targets. 111 Year I ,  two possible 

coiiibiiiatioiis exist, the addition o€ a CT and tlie addition of a CC. Strategist@ 

then separately computes the revenue requirement €or the system coiitaiiiiiig either 

tlie CT or CC alternative. In Year 2, CT or CC capacity can be added to those 

two possible Y e a  1 combinations. However, in Year 2 the coinbination that adds 

a CT in Year 1 and a CT in Year 2 does not meet tlie reliability criteria and is 

discarded. The combination that adds a CC in Year 1 and a CT in Year 2 is also 

discarded due to Bellinan’s Priiiciple o€ Qptimality. Bellman’s Principle is used 

to help reduce the number of alternative coiiibiiiatioiis considered, but yet still 
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arrive at the optimal plan. This principle states that if two combinations contaiii 

the same alternatives at a given point in time, the combination (Year 1 CC + Year 

2 CT) with the greatest cost at that point will be discarded and the conibiriatiori 

(Year 1 CT + Year 2 CC) with the lowest cost will continue to be considered. In 

Year 3, additional CTs and CCs are added to those combinations created iii Year 

2. In Year 3, the final CPW o€ each combination is compared and the 

combination with the lowest CPW is considered to be the optimal plan. In this 

example, the combination that adds a CT in Year 1, a CC in Y e a  2, aiid a CT in 

Year 3 is considered to be tlie optiiiial plan because it has the lowest Year 3 CPW 

($7) of all of tlie resource conibinations. 

c IS c 
Yes. Strategist@ was used to perforin the economic evaluation of the Rig Sandy 

emission retrofit and otlieu alternative options in Case No. 20 1 1-0040 1. In 

addition, Strategist@ was used to develop the “Resource Forecast” section 

included in I<entucky Power Coiiipany’s most recent Integrated Resource 

Planning filing (Case No. 2,009-00339).’ Additionally, inforination generated 

using tlie Ventyx-PROMODB “sister tool” described above, is provided by the 

Company in connection with the Conxiiission’s two-year review o€ the 

Company’s Fuel Adjustment Clause. 

Fui-tlier, Strategist@ has been utilized by other AEP operating companies 

in recent years to support resource planning options submitted to utility 

See page 4-13 and 4-14 oftlial filing for a description of how Strategist@ was utilized in I(PC0’s 2009 
IRP. ’ Most recently in Case No. 2010-00490. 
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coiimissioiis in the states of Qltlalioma, Arltaiisas, Texas, Louisiana, Indiana, 

2, West Virginia and Virginia. 

3 

4 

5 ENT. E EL 

6 

7 A. The major model outputs include: 

Tlie Consuiiied Fuel Costs (+ attendant variable production costs) for all (IWCo) 
units, iiicludiiig the purchase entitleinetit share o€ Rockport Units 1 &2 and any 
transferred capacity (i.e. Mitchell 1 &2) 

8 
9 

10 

Pltis: Replaceiiieiit Cost of Emission Allowances Consumed €or all KPCo units 
and KPCO’s sliare of Rockpoi?. Units 1 &2 and any transferred capacity 

11 
12 

13 Plzrs: <Sales> / Purchases of Market Energy for I<PCo 

Pltis: <Sales> / Purchases of Contracted Capacity and Energy for ICPCo 14 

1s 
16 

Plzrs: Fixed Levelized Caixying Charges of Increnzentnl KPCo Generation 
Capital Iiivestmeiit :k 

17 

18 
19 
20 
21 

Plus: Fixed O&M for all KPCo units 

= Total A m ~ a l  Revenue Requirement 
:: Any on-going ‘return-on’ mid ‘return-of (depreciationlamoi.lizatioii) capital associated 

with pre-existing generation plant-in-service are ignored, as such costs/revenue 
requirements would be assumecl to be consistent across all alternatives analyzed. 

22 These aiiiiual cost streams are theii “present-valued” using KPCO’s- 

2.3 weighted average cost of capital as of December 31, 201 1, to create a CPW of 

24- (incremental) “G’ revenue requirements. 

2s Q. 

26 

2 7 
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A. The model incorporated the ideiNkd I<entucky Power unit disposition 

alternatives-and timing-as described in Coiiipaiiy Witness Weaver’s testiinony, 

tlie long-term coiimodity pricing forecasts prepared by Company Witness 

Bletzac2ter’s FLiiidaiieiitals Analysis group, and the forecasted load for the 

Company. For iiistaiice, uiider the first alternative listed in TABLE 1 (Option 

#1A) o f  Company Witness Weaver’s testimony, Rig Sandy Unit 2 was assumed 

to be retrofitted with DFGD by approximately June, 20 17, wliile Big Sandy Uiit 

1 was asstuned to be retired by June, 201S.3 In addition, 20% (312, MW) o f  Ohio 

Power Coiiipany’s owiiership interest in Mitchell units 1 &2 were asswiied to be 

transferred to ICPCO. The model was set up to reflect these resources and their 

associated necessary input parameters, such as: capital cost to retrofit, net book 

value transfer cost for tlie Mitchell capacity, attendant hiel switch cost data, 

modifications to variable and fixed O&M, etc. The model utilized tlie (capacity) 

resource plaiming aspect o f  the tool to determilie the capacity iieeds for I<PCo for 

this option tlxough the long-term (30-year) study period. 

ENTS? 

Although the MATS nilemalting iiiipleiiientatioii date is April (161, 201 5 ,  it is expected that these units 
will be able to operate an additional 45 days through the PJM 2014/15 capacity “planning year” ( / . e ,  thru 
May 3 1, 20 1 5) after joint consultations with PJM worlting with several state eiivironineiital agencies 
responsible for overseeing the implementation of MATS. 
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Yes. Given that unit 

disposition optioiis inay iiot be of eitlier equal “size” or “tenn”, it is critical that 

tlieir effects on Kentrrcky Power’s future capacity (and energy) resource iieeds be 

deteriiiined. The Strategist@ model’s dyiiainic resoiirce optiiiiizatioii capabilities 

allows such a holistic, overall resource planning view. 

This is an iiiiportaiit aspect of this mocleliiig process. 

For example in a hypothetical IJD Analyses, “Alternative A” proposes to 

retire a coal unit with 800 MW of generating capability producing 5,200 GWIi of 

energy in aiiy given year (roughly 7.5 percent average capacity €actor), aiid replace 

that capacity with a sinaller 650-MW gas-fired generating unit that generates o d y  

2,900 GWh of energy due to a lower, roughly S O  percent average aiuiual capacity 

factor. Coiitrastingly, “Alteiiiative By’ would seek to install emission retrofits and 

continues to operate that 800 MW coal unit. Oiie clearly caimot perforiii a simple 

ecoiioinic coinparison of the unit-syeczjic fixed a id  variable geiieration costs 

associated with alternatives with such unique attributes. Rather, those respective 

alternatives would iieed to be viewed holistically, fvoiii an overall utility portfolio 

perspective. In this simple liypotlietical, “Alternative A” with its lower installed 

capacity, wouId require the addition of capacity to the utility’s generating 

portfolio sooner tliaii “Alteriiative 13” in order to inaiiitaiii required reserve margin 

levels. In addition, because “Alteriiative A” provides less energy to the utility’s 

system it would potentially be exposed to larger and more frequeiit “slio1%” energy 

positions that woulcl have to be purchased from ai available eiiergy market. In 

the case of ‘‘Alternative A”, the Strategist@ tool would evaluate all of the possible 

coiiibiiiatioiis of iiew geiieratiiig resource additions in order to determine the most 
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2 

3 

4 

S 

6 

7 

8 

9 A. 

ecoiioinic resource plan for meeting this alteriiative’s fiiture capacity aiid eiiergy 

requireiiieiits. A similar resource optimization would also be perCoriiied for 

“Alteriiative B” to insure tliat it also iiiet its ftiture capacity aiid eiiergy 

requireiiieiits in tlie most ecoiioinic iiiaiuier. Oiice the optirnal resource plaiis for 

each “Alteriiative” is deteriiiiiied, tlie total revenue requirements for those 

“Alteriiatives” can be coiiipared to select lhe inost economic uiiit disposition 

alternative. 

-FIL TES 

Yes. 
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Mark A. Beclcer 

Education, Professional Qualifications and Business Experience 

cation a ssio 

In 19S3, I received a Bachelor of Scieiice degree in Electrical Eiigiiieeriiig from 

the lliiiversity of Arltaiisas. 

88 si Kl es s e rie n ee 

I begaii worltiiig for Florida Powei aiid Light (FPL) in 1983, as an eiigiiieei in the 

System Plaiiiiiiig Department. In that position, from 1983 to 19S5, I pei foiiiiecl 

generation plaiiiiiiig studies, productioii cosliiig studies aiid short-teriii energy supply 

studies usiiig New Eiiergy Associates PROSCWENB (predecessor to Strategist@) aiicl 

PROMODB, as well as EPRI’s Electric Generation Expaiisioii Aiialysis System 

(EGEAS) software. 

In 19S6, I worked in FPL’s Load Maiiageiiieiit Group. In this position, I pioviclccl 

engineering s~ipport during the procureiiieiit aiid testiiig of FPL’s Load Maiiageiiieiit 

System (LMS). 

hi 19S7, I begaii worltiiig for the City of Arrstiii Electric Utility Department. In 

h i s  position, I provicled eiigiiieering support aiid project liiaiiageiiieiit during the City 01 

Airstin’s ElectriCREDIT resideiitia1 direct load coiitrol pilot project. In addition to this 

fuiiction, I was iiivolved iii tlie aiialysis of tlie City or Austin’s coiniiiercial time-of-usc 

rates 

In 1989, I begaii worltiiig in the City 01 Austin Electric Utility Depaitiiieiit’s 

Resource Plaiuiiiig Division. hi this position, I was responsible for developiiig iiitegiated 
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iesource plans, productioii costiiig aiialyses and developing all-source Rcquest 101 

Pi oposals (RFP) as well as evaluating tlie operating aiicl ecoiioiiiic impacts or those 

proposals. 

In 1997, I began worltiiig as a Pro-ject Manager in Electric Resource Plaiiiiiiig 

within Central aiid Soutli West Services, Iiic. (CSWS). I was respoiisible for oveiseeiiig 

the price evaluation o€ the CSWS’ Expedited Reiiewable WP, tlie All-Source RFPs lor 

the Central Power aiid Liglit Company’s Lower Rio Graiide Valley, West Texas Utilities 

Coiiipany aiicl Soutliwesterii Electric Power Company. 

In 2000, I assuiiied the position as Staff Coordiiiator in tlie Resource Planning 

Section o f  Aiiiericaii Electric Power Set vice Corporation, a subsidiary of Aiiiericaii 

Electiic Power Coinpaiiy, Iiic. In this position, I oversaw AEP’s production costing aiicl 

i esoiirce 13 laiiiiiiig ftiiictioiis . 

In 2,OO 1, I began working for William’s Energy Marltetiiig aiid Trading 

(WEM&T). I was responsible for representing WEM&T’s position in the developiiieiit 

of various Regioiial Transmission Operators (RTO) aiid FERC’s Staiiciard Maiket 

Design. In addition, I per€oriiied aiialyses in support of WEMkT’s transmission rights 

trading fLmctioii. 

In 2,002,, I returiied to AEP’s Resource Plaiuiiiig Section as a Project R/faiiager ant1 

have siiice been proiiioted to Manager - Resource Plaiuiing. Iii tliis position, I am 

responsible for tlie development AEP’s capacity resource plaiis aiid other 1 esource 

plaiiiiiiig relatecl studies utilizing tlie Strategist0 model. 
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Final Peak and 

and Energy Forecast 

Utility Peak and Energy Foreca! 

DSM Program Characteristii 

V 

Strategist Model 

Proposed A 
Resource 
Addition 

Combination 

Module 

Production 
Cost for 
Proposed 

v Combination 

PROVIEW 
Resource Optimization Module 

Optimal Resource 

< 

< 

Senerating Unit Operating and Cost Characteristics 

Long-term Commoditv Price Forecast 

Resource Alternative Assumptions 

Reliability Constraint 
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Year 1 Year 2 Year 3 

CT (Combination Does Not Meet  Reliability Criteria) 

CT ($7) 

CT($5) (Combination Removed by Bellman's Principle) 

($) = CPW of Total Annual Revenue Requirement 
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In The Matter OE 

The Applicatioii OC ICentucky Power Coinpaiiy For: 

Authorizing The Traiiskr To The Coiiipaiiy Of An 
Undivided Fifty Percent Iiiterest Iii The Mitchell 

) 

) 
1 

( I ) A Certificate Of Public Coiiveiiieiice And. Necessity ) 

Geiieratiiig Statioii Aiid Associated Assets; (2) Approval ) 
01: The Assumption By Kentucky Power Company Of ) 
Certain Liabilities In Coimectioii With The Transfer Of ) 
The Mitcliell Geiieratiiig Station; (3) Declaratory Rulings; ) 
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The undersigned, Karl R. Bletzacker being duly sworn, deposes and says he is Director 
Fundamental Analysis for American Electric Power, that he has personal knowledge of 
the matters set forth in the forgoing testimony and the information contained therein is 
true and correct to the best of his information, knowledge and belief 

STATE OF OHIO ) 

COUNTY OF FRANKLIN 
) CASE NO. 2012- 
) 

Subscribed and sworn to before me a otary Public in and before said County 
and State, by Karl R. Bletzacker this the ?:$day of December, 20 12. 
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EF 

2 A. My name is Karl R. Bletzaclter. My position is Director, Fuiidaiiieiital Analysis, 

3 Aiiiericaii Electric Power Service Corporation (“AEPSC”). AEPSC supplies engineering, 

4 

5 

fiiiancial, accounting, plsumiiig and advisory services to tlie eleven electric operating 

coinpanies o€ American Electric Power Company, Inc. (“AEP”), including Keiitucky 

6 Power Coiiipaiiy (“Kentucky Power” or “Compaiiy”). My busiiiess address is 1 

7 Riverside Plaza, Columbus, Ohio 4321 5.  

8 

9 

10 A. 

11 

12 

13 

14 

1s 

16 

17 

18 

I received a BSMEng degree horn The Ohio State University in 1980 and I have over 

thirty years of energy-iiidustry experience wliicli iiicludes petroleum engineering aiid tlie 

management of the purcliasiiig, interstate transmission and distribution of natural gas and 

power to both regulated and wholesale custoiners. I have iiiipleineiited risk nianageiiient 

strategies using New Yorlc Mercantile Exchange (“NYMEX”) and over-the-counter 

natural gas fiitiires, swaps, aiid optioiis since Ilie NYMEX iiatural gas coiitract was 

created in Julie of 1990. I have purcliased short- and long-term natural gas supply from 

major and iiidepeiideiit producers and niarltetiiig coinpaiiies and I have inomtized 

arbitrage oppoi-tunities using NYMEX futures contract, local a id  contract storage, 
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pipeline iiiibalaiices and local distribution coiiipaiiy balks. As Vice-President and Chief 

Operating O f h e r  of National Gas & Oil Company (a publicly-traded Ohio natural gas 

utility) aid Licking R L I A  Electrificalioii (an Ohio electric cooperative), I was responsible 

for the natural gas pricing aiid risk inaiiagemenit policies that eiisured reliable delivery 

and inanaged custoiiiers' exposure to volatile coiiiiiiodity prices. As tlie Noi-tli American 

Manager of Energy Procureinelit for I-Ionda of America Mfg., Inc., I iinpleineiited 

liedgiiig strategies utilizing NYiMEX natural gas futures contracts aiid operated a natural 

gas supply pool for the benefit of I-Ion& aiicl its suppliers in Noi-tli America. I also 

shared iny hedging expei-tise wliile serving as Vice-Chairman of the IiidListrial Energy 

Users-Ohio wlxicli is aii organization of lxge Ohio energy coiisuiiiers that speiid 

collectively over $3 billion per year 011 electricity and natural gas for their plaiits and 

facilities aiid whose nieiiibers employ over 300,000. I joiiied AEP in 2005 to locus on 

tlie crealioii of loiig.-teriii Nortli Ainericaii power iiiarket lorecasts primarily to suppoi-t 

the resource plaiaiiiig of its Operating conipanies. 

XJ P sc  
A. Yes. I provided rebuttal testimony a id  testified in Case No. 201 1-00401 , In  the Mattes 

o$ Tl?e Application of I<entuc@ Poiver Coinpuny for Appsoval of its 201 1 

Eriviroimerztal Cornplinnce Plari, For Appsoval of its Ainerided Envirorinzental Cost 

Recovery Szrchnsge T a s g  and fos !lie Grant of a Cerlificate of Pziblic Consenieim and 

Necessify for fhe Coiisfrziction and Acquisition of Relaled Facilities. 
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-1 L. 1 

My testimony addresses the North American long-term market €orecast deliverables that I 

provided to support the unit disposition aiialysis performed for Kentucky Power and 

presents aii overview on how those mwltet forecasts are derived, in particular, the basis 

lor the nattiral gas and COz allowance price forecasts. 

A fiindarneiitals analysis is a long-term, weather-norinalized power market €orecast. 

There are maiiy iises for a fiiiidanientals analysis, but the Fuiidarneiilals Analysis Group 

at AEPSC primarily develops these analyses for use by AEP’s regulated operating 

coinpariies, iiicludiiig Kentucky Power, in long-term resource plaiuiing. These forecasts 

cover the electricity market within the Easterii Iiitercoiuiect, ERCOT and the Western 

Electricity Coordinating Council. The forecasts developed by the AEP Fuiidaiiieiitals 

Analysis Group include: I )  monthly and annual locatioiial power prices (in both noiiiinal 

and real $), 2) prices for various qualities of Central Appalachian (“CAPP”), Northem 

Appalacliiaii (“NAPP”), Illiiiois Basin (“ILByy), Powder River Basin (“PRB”) and 

Colorado coals, 3) monthly and iniual locatioiial natmal gas prices, iiicludiiig the 

benclunark Heiuy 131iL7, 4) uranium fuel prices, 5) SOz, NO, (suiniiier and aiuiual) and 

COS values, 6) locatioiial heat rates, 7) capacity values, 8) renewalde energy subsidies 

and 9) iiiflation factors. 
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The Fuiidaiiieiitals Aiialysis Gro~ip developed long-teriii, energy-related coiiiiiiodity 

priciiig fobrecasts for use in the IGxitrrcky Power unit disposition analysis as supported by 

Company witness Weaver. The lorig-teriii priciiig forecasts used in this analysis iiiclucle: 

iiatural gas prices, COz prices, coal prices iii the Northern aiid Central Appalachian 

regions, on aiid off-peak eiiergy prices aiid capacity values within the PJM-RTO RPM 

constrrrct. 

RECASTS PR 

The priiiiary tool the Fuiidaiiieiitals Grourp uses for developiiig its long-term, eiiergy- 

related coiiiiiioclity priciiig forecasts is tlie A L U O ~ ~ X M P  model. The AuroraXMP model 

iteratively generates locatioiial, but not company-specific, long-term capacity expansion 

plans, aixiual eiiergy dispatch, hiel buriis aiid emissioii totals from iiiputs iiicludiiig fuel, 

load, eiiiissions and capital costs, among others. In other words, it creates a weather 

iioniialized, long-term forecast of tlie iiiarltet in which a utility would be operatiiig over a 

giveii analysis period. More detail about tlie ALKOE~XMP model caii be foouiict in ICRB- 

Exhibit 1. 

AEPSC is also the client of iiiaiiy well-accepted eiiergy coiisultaiicies iiicludiiig 

Cambridge Energy Research Associates, PIRA aiid WoodMaclteiizie. Their collective 

insight 011 Iriiels, eiiergy aiid emissioiis (supply/deiiiaiid aiid resultaiit pi-ice) is a key 

coriipoiieiit of AEPSC’s long-term North Aiiiericaii forecasts. For esaiiiple, tlie 

developiiieiit of tlie long-term natural gas price forecast begins with an analysis of the 

coiisultaiicies’ supply, deiiiaiid aiid price relatioiiship - which produces a price elasticity 

of snpply over time. This elasticity, when applied to the A L K O ~ ~ X M P  iiatural gas bum 
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produces a corresponding change in natural gas prices - which is recycled through the 

AuroraXMP model iteratively until the change in natural gas burn is de minimis. 

IJltimately, long-term natural gas prices are compared to external peer forecasts as shown 

below (from Case No. 201 1-00401). 

Natural Gas Price: Henry Hub 
$/mmBtu (nominal) versus time 

$10 

$8 

$6 

$4 

$2 

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 

ConsultanYs range, -AEP CSAPR 
including PIRA and CERA 

-History -EIA05 201 1 

Note: PIRA's forecast ends in 2025 resulting in the 
steep decline in the Consultant's Range 

Compariy Witnesses Becker and Weaver describe the incorporation of the long-term 

North American forecasts used in the unit disposition analysis performed for Kentucky 

Power in this case. The forecasts were input into the proprietary long-term resource 

optimization tool known as Strategist@ allowing Kentucky Power to evaluate the relative 

long-term resource combinations in light of forecasted market conditions over the study 

period. 
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RTANT IN A 

Natural gas prices are important because fuel prices are a key coinpoiieiit in deteriiiiiiiiig 

the supply stack, or merit order, for the dispatch of generating units. Generating units 

with the lowest variable operating cost are the first to dispatch and plants with 

iiicreineiitally higher variable operating cost are called-upon seqrientially as electricity 

demand increases. 

Tlie latest vintage of gas generators have iinpaoved efficiencies such that volatile gas 

prices can quickly advantage or disadvantage soiiie coal-fired geiieratioii. A $1 per 

iiiiiiBtu swiiig in gas prices would result in a $7 to $8 per MWIi swiiig in coiiibiiied cycle 

natural gas geiieratioii cost. 

UCKY PO 'S NAT 

CAST? 

Keiitucky Power has concluded that there are four niaj or driving forces tliat shape the 

long-term outlook for natural gas. 

(I) .  Natural gas reserves aiid 

productive capacity will contiime to grow doinestically and globally as shale gas 

extractioii teclmology becomes widespread. Despite current negative reaction, the 

eiiviromiieiital impacts o C shale gas clevelopinent will ultiiiiately be manageable. 

(2) 

iii tlie -future is a near cei-taiiity. 

(3) Natural gas pipeline capacity will keep pace with the evolving locations of supply 

a id  cotisumption: The extensive doiiiestic natural gas transportation inli'astructure is 

Abundant, relatively low-cost iiatural gas supplies: 

An increased deinaiid for natural gas to fiiel new and existing electric geiieration 
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suflicieiitly robust to overcoiiie coiistraiiits tluough existing capacity expaiisions, flow 

reversals aiid new construction. 

(4) The role of natural gas spaiis many sectors o€ tlie economy: Demand for natural 

gas in the expanding global ecoiioiny will iiicrease as electric generation, 

resideiitiallcoilunercial space heating and industrial processes are all advantaged will1 

lower natural gas prices. However, the prospect o€ LNG exports, compressed or liquefied 

natural gas as a tratisportatioii f k l  aiid postponed Renewable Portfolio Standards pose 

upside price threats. 

99 s 

TS? 

The natural gas market is projected to remain disconnected from crude oil in that it will 

not retimi to historic price spreads aiid to pre-recession levels. Domestic producers will 

be led to liquid-rich shale gas plays such as the Baldten (North Dakota and Montana), 

Marcellus aid Utica (Appalachia) and Eagle Ford (southwest Texas) which would put 

downward pressure oii local gas prices. Ultimately, it is fiiidiiig aiid production costs that 

have the most influence on tlie long-term iiatiiral gas price pro-j ection. SliaIe gas 

production tecluiology has practically eliiniiiated “dry holes” and has reduced the iimiiber 

o€ rigs iiecessary to develop a given volriine o€ iiatural gas. Further advances in 

technology support aii ongoing reductioii in fiiidiiig and production costs. 

Not necessarily. Relatively low near-tenii natural gas prices at tlie beiicluiiarlt Hemy 

Iiub reflect tlie current oversupply treiid owing to an abuiidance of uncon?pleted wclls 
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intended to hold leased acreage for further development. The natural gas market is 

projected to come into balance mid-decade as natural gas rig counts move away from 

gas-only prospects. Sliortly tliereafter, impending enviroiiiiiental regulations focused on 

coal-fired generation (notably tlie Mercury and Air Toxics Standards described in witness 

McManus’ testimony) yield a natural gas demand for electric generation which iiicreases 

overall demand by 10% between 2015 and 2020. Longer-term gas prices are shaped by 

shale gas development costs wliicli are balanced by advances in tecluiology (greater 

productivity per well) against higher drilling aid production costs froiii the service sector. 

Nearer-term iiatural gas prices will remain volatile as they are primarily affected by 

weatlier’s deviation fkom iiormal (measured as heating degree-days) wliicli then results in 

deficit or sui-plus levels of natural gas storage iiiveiitory. A wanner-th~i-iioiiiial or 

colder-.tlian-iional wiiiter has a direct effect 011 wiiiter prices, but the effect also extends 

tlxoughout the storage refill season uiitil tlie storage inveiitory is fiilly repleiiislied. For 

example, tlie extraordinarily mild 201 1-20 12 heating season caused iiearby natural gas 

spot prices to drop to sub-$2/iixiiDtu levels due to high storage iiiveiitories and cei-tain 

suiiiiner storage re-fill congestion. It is equally likely tliat, in the event of a colder-than- 

norinal heating season, natural gas spot prices could exceed $7/iiimBtu. This is quite a 

departure froiii delivered coal pricing because of the on-site coal inveiitory which serves 

to daiiipeii any seasonal weather-related volatility. The weather-noriiialized, long-tcriii 

projection for exploration, clevelopiiieiit aiid production costs for shale gas remains 

unchanged - thus creating a “floor” price. While natural gas prices may reflect additioiial 

eiiviroimieiital costs due to tlie process of hydro-fiacturiiig, additional “associated gas” 

iiiay be brought to marltel because of the econoiiiic advantage of oiI/Iiquids-rich shale 
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plays. But, at this time, tliere is no reasoilable justification to alter the long-term oirtlook 

for natirral gas pi ices used in our fuiidaineiitals analysis. 

A. Alt l i~~igh New York Mercantile Exchange iiatural gas futures prices may be useful for 

soiiie purposes iiivolviiig shorter time periods, NYMEX prices are not well-suited to the 

long-term, weather-iiolmalized, price fuiidameiital forecast tliat I liave employcd. 

NYMEX futures represent the price poirit(s) tliat willing buyers and sellers can realize 

price certainty on a given day, but those comiiiercial expectations do not iiecessarily 

represent the fiindarnentals of deiiiand, supply aiid the resulting fiiture spot prices over 

the long-term for the entire iiiarltet. While I ani providing a 25-year forecast, NYMEX 

natural gas prices are only available for 10 years into the fiittire. In addition, near-term 

natural gas prices are also uniquely seiisitive to near-term weather projections, such as 

predictions of seasonal weather variations (e.g., predictions of a cold or warm winter that 

in turn a€fect gas storage predictions) and liurrica~ie forecasts. L,ong-term forecasts 

using fiiiidaiiieiitals analysis, such as we have performed, are weatlier-noriiialized. Tlius, 

while the direction in which nearby €&ires prices move can indicate the direction that the 

nearby ~iiidameritals-based prices coirld be adjusted, a proper fiiiidaiiieiitals analysis does 

iiot over-emphasize those shoi2-terin e€fects, which is beneficial for a long-term forecast 

being used to assess Comparably long-term iiivestinent decisions. Ultimately, weather 

affects demand aiid the halance of s~ipply and demand affects price. 
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UTL,OOM (66A%EC199) AS A 
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No. First aiid foremost, the iiatural gas pricing forecasts fioiii the EIA AEO €or 2012 

were created uiider tlie assuinptioii that curreiit laws aiid regulations remain tinchanged. 

That is, even reasonably luiown and eiiiergiiig regulations are specifically excluded from 

the assumptions for such EIA-AEO projectioii pwposes. The following excerpt is Eroin 

the opeiiing paragraph of the AEO20 12 Executive Suinmay. 

Under ihe asstm7ption that curwiz f laivs cind regzdatioiis remain tiiichnnged 

throz4ghozii ilze projections, ihe AE02012 Reference case provides tlze basis for 

exariiiimtiori mid disczission of energy podi[ciion, corzsuruption, technology, cind 

iiiarkei trends and the direction h e y  i ~ a y  take irz the j%tiire. 

In contrast, the AEP Fuiidaiiiental Analysis group’s natural gas price forecasts reflect 

prudent demand-inrluced price responses to the impending regulatioiis that are iiot 

captured by the EIA. For example, AEP takes iiito consideration the receiitly-finalized 

MATS rules, as we11 as subsequeiit emerging EPA ruleiliaking addressing Coal 

Coiiibustioii Resid~ials, tlie Clean Water Act rule 3 16(h) Mer this decade, aiid the 

prospect of a future carbon tax. Jt is well understood that iioiie of these subsequent 

emerging laws aiid regulations are factored into the EIA-AEO projections. 

U A  TAN$? 

COZ eiiiissioii costs aclversely affect the prices of electricity geiierated by fossil fuels - 

along with eiiiissioii rates and iiiiplemeiitatioii tiiiiiiig. CcP2 regulatioiis will also a€€ect 

fiiel iiiarl<ets, e.g., an iiicrease in iiatural gas coiisu~iiptioii will result iii increased iiatural 
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gas prices. The direct effect o€ a $10 per tonne allowance price €or a coal plant is an 

approximate $10 per MWIi iiicrease in plant operating costs. And likewise, a $10 per 

tome allowance price for a iiatiiral gas-fired cornbiiied cycle plant is an approximate $4 

per MWh increase in plant operating costs. 

ANALYSIS, INTC 

PLANTS. 

Kentucky Power’s cuixmt assessiliait is that the liltelihood of any successful federal 

climate legislation is unlilcely tlu-ougli the tenme of the 1 1 3t’’ Congress. With 201 5-2017 

as the earliest reasonable date for a climate proposal to pass through committee, reach the 

floor and be approved by house for eventual passage, there will likely be an 

iiiiplementation period of approximately five years (as seen in previous climate 

proposals). Tli~is, 2022 is the earliest reasonable projection as to when such legislation 

could becoiiie effective. Kentucky Power’s “CO2 Price/Tax” of approximately $1 5/tonne 

(real) was applied to & COa toiuies produced, wliereas, in the cap-and-trade programs 

considered by Congress previously, there were provisions €or an allocation of “free” 

allowances - which reduced the COX costs to incumbent generators. Also, newly 

proinulgated EPA regulations and standards such as MATS, more-stringent CAFJ? 

staiidards atid others will result in an estimated 50,000 MW national reduction in 

inefficient coal-fired electric generation and an estimated 10% reduction in C02  
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eiiiissioiis since 2010. This creates a system of 6 1 0 2  reduction that is certain to reduce 

CO2 values from earlier (now outdated) cap-and-trade program models. 

PU NTALS ANALYSIS IS A 

ICeiitucky Power’s “COS Price/Tax” is far more realistic tliaii mucli higher cap-and- trade 

values because; 1 ) near-teiiii prom~ilgatioil/iiiiple~iiel~tatio~i of cap-and-trade legislation is 

highly unlikely, 2) iii order for aiiy federal cap-and-trade legislation to ultimately pass, 

the e€fective price will have to be inoderate for the iiext 15-20 years, aiid, 3 )  actions to 

regulate COS from electric generation will more likely take other foiiiis - such as through 

energy efficiency standards, renewable or clean-energy standards 011 new power plants. 

Without question, the creation of a Long-Teiiii Forecast wliicli considers a range o€ COS 

costs must iiiclude coiyelative chaiges to other iiiput drivers. It is iinprudent to ignore: 1) 

the effect of coal plant dispatch costs on coal prices due to changes in demand, 2) 

changes in gas-fired plant utilization and the effect on natural gas prices, 3) changes in 

plant retireiiiciit sclieclules, 4) the price clasticity of residential, commercial aiicl industrial 

dernancl, for example. 

I provided witiiess Weaver long-term coiiunodity prices that were part of a hidaiiientals 

analysis for an array of five (5) unique, pricing views. These views coiisisted of a “base” 

view and four additioiial “scenario” views as described below. 
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2.4 A. 

2.5 

26 

27 

The (‘BASE’) “Fleet Transition-.CSAPR l’’ recognizes relatively lower hiel price 
trending, increased natural gas price elasticity and captures a liltely 
iinplemeiitatioii profile of eiiviroiltneiital regulation iiicludiiig MATS and 
potential carboii mitigation via a carboii tax begiiiiiiiig in 2022L 

The “Fleet Transition-CSAPR: HIGHER Baiicl” bounds the high-end oC the BASE 
case witli plausible fuels, eiiiissions and energy pricing-with appropriate 
feedback lor load response - with €tiel prices raised by approxiinately + I  .O 
standard deviation. 

The “Fleet Transition-CSAPR: LOWER Band” likewise bounds tlie low-eiid of 
tlie BASE case with plausible fuel, emissions and energy pricing decreased by 
approximately - 1 .O standard deviation. 

The “Fleet Transition-CSAPR: No Carbon” assumes iio carbon tax assumed 
tlxoughout tlie entire long-term period modeled. 

The “Fleet Transition-CSAPR: Early Carbon” assuiiies an accelerated 20 17 
(versus 2022 iii tlie Base Case) tiiiiefiame for the iiiipleineiitatioii of a COJcLu-bon 
tax. 

These pricing scenarios allowed Kentucky Power to conduct its dispositioii aiialysis 

uiider multiple realistic iiiarltet scenarios, providing a more robust evaluation or all 

alternatives. 

Yes. 

as IT N 

The only major €actor that has changed siiice the aiialysis that was performed lor Case 

No. 20012-00401 is the vacatur o r  CSAPR by decision of the U.S. Court of Appeals. 

Consequently, cei-tain emission allowance values prior to 20 1.5 will revert back to levels 

in line witli the continued adiiiiiiistratioii o€ the Clean Air hiterstate Rule pending the 

These pricing views refer to CSAPR which was vacated earlier this year. As descrjbed later in my testimony, the 
changc froin CSAPR to CAIR has no effect oii the values used in the piicing views or in the forecasted market 
values derived during the fiiiidaiiientals analysis. 
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proniulgation of a valid replacement. Tlie suite of forecasts would yield 110 clianges 

begiimiiig in 20 1 S .  
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The primary tool used for Kentucky Power's fiiiidaineiital aiialysis is the AuroraXMP 

niodel. The simple diagram below is iiidicative of the process. 
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The niodel "chooses" which capacity type and size to build and iii which areas - subject 

to capital costs, regioiial fuel prices aiid regioiial reserve margin targets. The value of 

each resource, either existing or selected to be built, is determined and the resources are 

soi-ted by value. A sinall set of the lowest-valued resources are selected for retireiiieiit 

and a sinall set of iiew resources with the highest value are selected for iiiclusion. Tlieii, 

the liexi iteration is run for llie entire study period to determine the power prices aiid 

resource values. After 3 5 to 70 iterations, a filial set of new-builds aiid retirei-nents which 

produces tlie highest system-wide value is created. It is this filial set of resources that is 

used iii the aiiiiual Iiourly dispatch inodeling ruiis. This aiialysis helps defiiie the North 

Aiiiericaii long-teiin power market in which Kentucky Power's units will operate and 
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1 NESS A ss. 
2 A. My name is Jeffery D. LaFleur. I am employed by Appalachian Power Coiiipaiiy 

3 (“APCo”) as Vice President of Geiieratiiig Assets and I will be responsible for the 

4 

5 

operation of the Mitchell Plant after its transfer from Ohio Power Comnpaiiy 

(“OPCo”). APCo is a wliolly owiied subsidiary of American Electric Power 

6 

7 

Company, Inc. (“AEP”). My business address is 70‘7 Virginia Street East, Suite 

1100, Charleston, West Virginia 25301. 

AC 

8 

9 

10 A. I earned a Bachelor of Science degree in Mechanical Engineering from the 

11 Louisiana Tech University aid have completed an executive management 

12 program at Louisiana State University. I joined Soutliwesterii Electric Power 

13 Conipaiiy (“SWEPCO”) in 1982 as a staff engiaeer, progressing to various 

14 positions including maintenance supervisor, maintenance superintendent, and 

1s 

16 

plant manager. I became manager of operations over all SWEPCO power plants 

in 1993. From 1993 tlxougli May 2008 I held several positions with Central and 

17 Southwest Corporation and other coiiipaiiies of the AEP system, and have been 



LAFLEUR- 2. 

5 

6 

7 

8 

9 

10 A. 

11 

12 

13 

14 

15 A. 

16 

17 

18 

19 

responsible for ongoing operations of geiieratiiig assets including coal-fired 

plants, wind generating facilities, aiid gas-fired combincd cycle aiid peaking units. 

Specifically, fioin 2003 to 2008 I served as Vice President or  Region 2 generation 

assets which included the Mitcliell and Big Sandy Plants. I assumed my curreiit 

position in May 2008 in which I alii responsible for the safe, reliable and 

economic operation OC APCo’s electric generating facilities - both fossil-fueled 

and Iiy dro-pow ered . 

Yes. I have testified before the Virginia State Corporation Coiiuiiissioii, the 

Public Service Coiimission of West Virginia, and the Public Utility Commission 

of Texas. 

The purpose of my testimony is to describe the Mitchell Plant aiid why it will 

serve as a valuable geiieratioii asset to ICeiitLicly Power Company (“KPCo” or 

“Compaiiy”) lor ineetiiig the capacity and energy requirements of its customers. I 

also describe iiiy prior coiuiection to Mitcliell aiid Big Sandy Plants, aiid provide a 

brief comparison of the units coiiiprisiiig these generation facilities. 
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Q. PLEASE 

A. The Mitchell Plant is located along the Ohio River approximately 12 miles south 

o€ Moundsville, West Virginia. The plant has twin, pulverized supercritical coal- 

fired base load units. Each unit has a noinilia1 capacity of 800 Megawatts 

(,‘MW’), for a total nominal capacity of 1,600 MW. Both units were placed in 

service in 197 1. Tliese units are of the sane series and vintage as Rig Sandy ‘CJnit 

2 with tlie primary exception being the Mitcliell units are fiilly scrubbed €or SO2 

whereas Big Sandy Unit 2 is not. 

As base load units, each generally provides a steady 24-liour/day, 7-days 

per week power s~pp ly  and typically operates continuously to meet capacity and 

energy requirements. Rase load units are coinnioiily the most economic source of 

generation, thereby iiialtiiig tlie Mitchell Plant a valuable and quality generating 

asset. As a result, tlie Mitcliell units receive a high-priority for operational 

reliability and iiiaintenaiice-related expenditures. It is my uiiderstaiidiiig that the 

Mitchell Plant lias provided capacity and energy for KPCo during deficit periods 

under tlie current Iiitercoimectioii Agreement. 

? 

A. The Mitcliell units were retrofitted with enviroixiieiital control equipment to meet 

the requirements of the Clean Air Interstate and Clean Air Mercury Rules. Units 

1 and 2 were retrofitted in 2007 with state-of-the-ait enviromnental pollution 

controls in the form of a Flue Gas Desulfiirization (“FGD”) system for sulfiir 

dioxide  SO^") einissioiis reduction and a Selective Catalytic Reduction (“SCR’) 
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system for nitrogen oxides (“NOx”) emissions reductions. As discused iii detail 

by Coinpaiiy Witness McManus, tliese eiiviroimieiital controls bring the Mitchell 

units in compliance with tlie AEP 2007 Coiisent Decree, and are aiiticipated to 

comply with tlie Mercury aiid Air Toxics Standards (“MATS”) Rule. In addition 

to the FGD and SCR retrofits, coinpleiiieiitary capital iiivestnieiits were also 

undertalcen at Mitchell to elistire reliable operation o€ the units. 

State-of-the-art €tiel blending facilities were installed so that coal received by 

bBge, rail, or conveyor can be blended to meet a target sulfur content. The 

Mitchell units accept a low and high sulhr coal blend of up to 4.5 Ib. 

§02/MMBTU. The fuel blend typically contributes to lower fuel costs at the plant 

since higher sulfiir coals teiid to cost less than lower sulfur coals. 

Uiiits 1 aiid 2 have also been equipped with low NOx buriiers and a FGD 

Trona injection system. ‘CJpgrades to the electrostatic precipitator (“ESP”) are 

also plaimed at each unit. Additionally, ai approximately 2-mile conveyor belt 

was constructed to transfer synthetic gypsum, a by-product of FGD system 

operation, from tlie Mitcliell Plait to the Cei?ainTeecl Gypsuin Wallboard Plaiit 

for w e  as wallboard feedstock. The delivery or tlie gypsuiii from Mitchell to tlie 

wallboard plant serves to reduce disposal costs since a lanclfill is not required for 

its disposal. 
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EL,E PLANT? 

Yes.  Capital projects are currently in progress to build a iiew landfill aiid an 

associated Iia~il road. Tlie landfill will allow for the disposal of dry fly ash 

resulting rroiii a dry fly-ash coiiversion project currently in progress at tlie Plant. 

As discussed by Company Witness McMaiius, it is anticipated that these projects 

will satisfy anticipated coal coiiibustioii residual regulations. It is also anticipated 

that future capital illvestinelits will be made to coiiiply with other proposed 

eiiviroimeiital regulations. These anticipated hture iiivestiiients are discussed by 

Company Witnesses McMaiius and Weaver. 

s 800 AL-FIC 

KPCo’s Rig Saiidy ITiiil 2 and APCo’s Amos tJnits 1 aid 2 are of similar design 

and nominal generating capacity (800 MW) as Mitcliell Units 1 and 2. Big Saiidy 

Unit 2 was placed in service in 1969, aiid Amos Units 1 aiid 2 were placed in- 

service in 1971 and 1972, respectively. However, uiililte tlie Mitchell and Aiiios 

units, Big Sandy Unit 2 is iiot retrolitted with a FGD system. 

Mitcliell Units 1 and 2 were tlie Grst oC the 800 MW uiiits in AEP’s 

eastern fleet to have FGD and SCR systems installed. Since the iiistallatioii of 

these systems at the Mitchell units, plant persomiel have been able to proactively 

optimize the per-foriiiaiice of its equipment and manage fitel costs in an elfort to 

provide ciistoiiiers with reliable aiid cost-effective electricity. The Mitchell uiiits 

have demonstrated tlieir value tlxougli tlieir generating perforiiiaiice. 
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ENCE 

Yes. As previously mentioned in my testimony, I have served as Vice President 

of Region 2 geiieratioii assets which iiicluded tlie Mitchell and Big Sandy Plants, 

and I cui-reiitly serve as Vice President of APCo’s generation assets wliere I ain 

respoiisible €or tlie sak, reliable and economic operation of APCo’s electric 

geiieratiiig facilities, including Amos Uiiits 1 aid 2. 

Mitchell Units 1 aiid 2 are some of the most economical coal-fired plants in tlie 

AEP eastern fleet. Forced outage rates have been lowered at the plant, aiid APCo 

and IQCo, if this application is granted, will continue to inalte prudent capital 

iiivestiiieiits in Mitchell 1-Jiiits 1 and 2 so tlial these uiiits coiitiiiue to cost 

ecfectively serve tliese operating coinpaiiies’ customers. 

Yes. Based uipon my years of experience with plant operations and my familiarity 

with the Mitchell PIaiit, tlie units c0~11d perform through 2040 with coiitiiiued 

prudent investments. Given the level of ongoing capital expenditures included in 

tlie economic iiiodeliiig provided by Company Witiiess Weaves, which in my 
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experience is a level consistent with proper maiiiteiiaiice and upkeep, the Mitcliell 

Plant should be capable of providing sa-fe and reliable power at a reasonable cost 
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My name is Karl McDeriiiott. I ani curreiitly the Acting Director of the Center for 

Business and Regulatioii and h ie re i i  Distinguished Professor of Business and 

Goverivneiit at the University of Illiiiois Springfield. I ain also a Special Consultant to 

National Economic Research Associates, Inc. (“NERA”). My business address is 875 

N. Michigan Ave. Suite 36.50 Chicago 111. 6061 1-1907. 

I have been working in the field of public utility regulation for over tliii-ty years with 

experience in nearly every facet oC the regulation of public utilities. Prior to my current 

academic appointment, I was a Vice-President at NERA where I directed projects in the 

electric and iiatural gas industries. From April of 1992 uiitil May of 1998, I served as a 

Coininissioner on the Illiiiois Coiimerce Coinmission (“ICC”). 

From 1986 to 1992, I co-fouiided and served as the President of tlie Center for 

Regulatory Studies (CRS), a not-for-profit regulatory policy institute located on the 

canipus of Illiiiois State University. CRS was created to provide the Illiiiois regulatory 

eiiviroivnent with illdependent third-party research and education on issues affecting tlie 

regulation of public utilities. 

Before co-founding tlie CRS, I worlted in nuinerous capacities including positions on 

the staff of the ICC, the National Regulatory Research Institute (NRRI) at the Ohio 
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State LJniversity, and Argoiune National Laboratory. 

I currently teach classes on the regulation of public utilities and I have also taught 

graduate and undergraduate level economics courses, including regulatory economics, 

at Illinois State TJniversity and undergraduate economics courses at the Ohio State 

University, the University of Illinois at Urbana-Cliampaigii, and Parltlaiid College. I ani 

also on the faculty of tlie Institute for Public Utilities at Michigan State University 

wliere I ani an iiivited lecturer at tlie Institute’s aiuiual Regulatory Studies Program 

(“Camp NARTJC”) as well as tlie anriual Advanced Regulatory Studies Program. 

I have testified before inany state regulatory coimiiissions, including the Kentucky 

Public Service Cormiiission (“Conmiission”), as well as before tlie Federal Energy 

Regulatory Cornmission, tlie Federal Conmunications Conmission, and tlie Iowa and 

Illiiiois General Assemblies, and in several civil courls on issues concerning public 

utility regulation. 

I received a R.A. in Economics from Indiana TJniversity of Pennsylvania, an M.A. in 

Public Utility Economics from the University of Wyoiiiing, and a P1i.D. in Economics 

fiom the TJniversity of Illinois at Urbana-Champaign. 

My curreiit Cuiiiculuiii Vitae, which more Mly presents my academic and work 

experience, is attached as Ap 

AT IS NU? 

Kentucky Power Conipcuiy (“Kentucky Power” or the “Company”) has aslted me to 

review its Asset Transfer Proposal (tlie “Proposal”) for consistency with traditional 
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regulatory principles. (Application of Keiitucky Power Company)’ My purpose here is 

not to intei-pret the legal requirements, but rather to provide the context for the evideiice 

supporting a conclusion that Kentucky Power has met its burden to show that the 

Proposal is both iiecessary and hirtliers public convenience. I address issues relating to 

the reasonableiiess of tlie acquisition of a SO perceiit undivided interest in Ohio Power 

Company’s Mitchell generating station (“Mitchell”), Coin a regulatory policy 

perspective. 

ZE u CEE 

After reviewing the regulatory eiiviroilrneiil in Keiituckcy and the asset trans‘rer proposal, 

I coiiclude that: 

1. 

2. 

3. 

4. 

Keiituclty Power’s Proposal is tlie least-cost coinbination of feasible and 

reasonable options available to ineel its ftiture obligations to customers. 

The Proposal represents a flexible portfolio that includes eiiiployiiig iiiarltet 

€oorces for a smaller ainouiit of supply (250 MW) which tlie markets have greater 

capability of nieeting in a cost effective maimer. 

The Proposal will allow I.entuclty Power to eliiiiiiiate the iieed to retrofit Big 

Sandy 2, which will avoid significaiit capital iiivestineiits and the consequent 

rate impacts associate with those expenses. 

It is uixiecessary for I<entuclcy Power to conduct a full RFP process since the 

I The Proposal as I discuss it in this testiniony refers to resource option 6 presented hi Table 1 in Company 
Witiiess Weaver’s Direct Testimony. 
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A. 

A. 

analysis conducted by tlie Company iiicludes evaluations that approximate price 

bids that would result from an RFP process. 

The Proposal maintains the Coii~iiiissio~i’s regulatory and rate authority over an 

owied asset. 

5. 

N 

IN E 

As I uiiderstaiid tlie current situation, Kentucky Power has relied, at least in part, on a 

Pool Agreeiiieiit within tlie American Electric Power (“AEP”) family oE eastern utilities 

to obtain sufficient supply to ineet its custoiiier’s needs in a cost effective iiiaimer. For a 

iiumber o€ reasons that are more tliorouglily discussed by Company Witness Pauley, the 

pool ineinbers gave each other notice on December 17, 2010 of a terminatioii of the 

Pool Agreement, effective Jaimary 1 , 2014. 

E , c  

SAL,? 

Whether the Proposal-esseiitially the Mitchell transfer arid srrbsequeni WP lor 250 

MW-wlieii coiiipared to other potential resource coiiibinations constitutes a reasonable 

option to ineet Keiitucky Power’s cui~ent and future load in a cost effective, sale, and 

reliable manlier as a result oE tlie teiiiiiiiatioii of the Pool Agreement and changes in 

eiiviroimxiital rules. 
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While I am not a lawyer, my uiiderstaiiding is that I<entucky Power is requesting a 

Ceitiiicate oC Public Convenience aiid Necessity pursuant to ISRS 278.020(1) aiid 307 

KAR 5:001, Section 9, among other requests, in order to traiisi‘er an uiidivided fifty 

percent interest in Mitcliell €ran Ohio Power Coinpmy to Keiitucky Power. Fui-tlier, I 

understand tlie applicable statute aid rules require that a utility “demonstrate a need for 

such facilities and tlie absence of wastefiil duplication.” (Application of Kentucky 

Power C oinp any) 

II. 

Here I describe my approach to reviewing tlie Company’s Proposal as well as tlie 

approach the Company took in aiialyziiig different resource options. 

SAL? 

My approach was two-€old. First, I reviewed the applicable statutes, rules, and previous 

Coiiiinissioti rulings on similar issues to familiarize iiiyself with the approach applied 

by tlie Coiimissioii in ICeiitucky to such proposals. Second, I reviewed tlie Company’s 

aiialytical framework for coiisisteiicy with acceptable regulatory practice and tlie 

Coinmission’s approach. In undei-taltiiig this analysis I reviewed tlie process by which 

11ic Company came to its coiicliisions, but I did not audit or otlierwise verify tlie 

aiialytical results. 

E FIRST PART 
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U P  ? 

As a general matter, tlie approach applied by tlie Coimnissioiz is broadly consistent with 

tlie approach iiiost regulatory bodies take when faced with these types of proposals. I11 

brief, a public utility should acquire resources wliicli support its ability to provide safe, 

adequate, and reliable service to custoiners at just aiid reasonable prices. This geiierally 

requires tliat a new source or sources be needed by the public utility in order to meet its 

obligation to serve customers aiid that acquiring that resource or resources will have net 

benefits-or at least no net Iianii-relative to other resource options. 

EN s 

The Coiiiiiiissioti recently explaiiied its approach in its Order in Case No. 20 1 1-00.3 7.5. 

In that case, Louisville Gas and Electric and ICentucky TJtilities proposed to purchase an 

existing generation asset, as well as self-build anotlier asset, in order to meet their 

obligations to customers. The Coimnissioii explained that to demonstrate tliat a 

proposed facility does not result in wasteftil cluplicatioii-a foundation of tlie aiialysis 

iiecessary for this type of proposal-the applicant must demonstrate that: 

. . .a tliorough review or  all reasonable alternatives has been performed. 

Selection of a proposal that ultiinately costs inore than an alternative 

does not iiecessarily result in wastehl duplication. All relevant factors 

must be balanced. The Coininissioii has long recognized that the 
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principle of least cost is one of the hindamental foundations utilized 

wlieii setting rates that are Fair, just, and reasonable and that this 

principle is eiiibeclcted in ICRS 278.020( 1). (Ciles omitted) (Order in Case 

NO. 201 1-00375, 11p. 74-16) 

NA 

A. Kentucky Power evaluated a iiuiiiber of alternatives or options to meeting its curreiit 

and future obligations. (See e.g., Weaver Dir.,) These options could be characterized as 

a portfolio of resources where combinations of refiirbislmeiits, asset transfers, market 

purchases, or new asset coiistructioii were combined in packages designed to meet tlie 

projected needs of ICeiitucly Power’s customers over a tliii-ty year plaiming horizon. A 

coiiiparison of various options was performed using a Cumulative Present Worth 

(CPW) of generation cost analysis as described by Coiiipany Witness Weaver. The goal 

of this analysis appropriately focused on the long term relative benefits to customers of 

each poi-tfolio of resources. With respect to the provision of electric service in the 

context of a vei-lically integrated utility environment, the public interest is best served 

by examining the long term value of resources in iiiceting tlie needs of the public, iiot a 

shoi-t-teiiii analysis. The p b l i c  utility as an institution has a responsibility to meet 

customers’ needs cost effectively over the Ioiig term. This promotes stability for the 

customer base as well as not sacrificing long-term Least cost service for short-term 

gains. The metliodology articulated by Mr. Weaver in his testimony is consistent with 

the approach taken by most utilities and regulatory bodies in states that have iiot choscii 



to restructure tlieir electric markets aid, in my view, tales the appropriate perspective 

by exaiiiiniiig the various alteriiatives in a fashioii wliere the loiig-term costs of tlie 

options are made comparable in cuixiit terms. 
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A utility traditionally has a planning liorizoii that encompasses multiple decades. In 

evaluatiiig alternative supply proposals it should evaluate one against another with tlie 

goal of cost effectively meeting customer load over the plaiuiiiig horizoii. This would 

include an evaluation of projected demand, an evaluation of existing resources (aiid 

potentially a reordering of tlie utility’s exiting poitfolio o f  resources), iiiarltet 

procureinelit and a costing out of tlie options to meet load in tlie long-term. Oiice this 

process is complete each option can be compared on the basis of cost and lilteliliood of 

iiieetiiig load in a certain iiiaiuier. These options should be exainiiied for the robustiiess 

of their cost effectiveness uiider alternative risk sceiiarios in order to assure tlie 

cusloiiiers and the Coimiiissioii of the options’ ability to serve customers under a wide 

variety of conditions. The utility should then choose the least-cost alternative, taltiiig 

into account that it must balance the cost €actors with certainty and price volatility aiid 

other factors as articulated iii the Coiimiission’s Louisville Gas and Electric and 

I<eiitucly Utilities order cited earlier in this testimoiiy. 
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EAST-COST 

Tlie concept of least-cost is conditioned on tlie ability of the utility 10 serve customers 

cost effectively over a wide variety of iiiarket and asset operating conditions. Tlie least- 

cost standard caii only be applied to resources on a level playing field when all the 

relevaiit costs and risks or  the optioiis are talteii into account. This is why all reasonable 

options iiiust be analyzed and made comparable over tlie long term to assure that the 

Comiiissioii caii compare alteriialives appropriately. Moreover, not all demand is cost 

effectively served by the same generation resources. For example, base load (i.e., 24x7) 

is more cost effectively served by plants with high fixed costs but low operating costs as 

such plants produce lower total costs o r  serving base load than the alternative 

(presumably plants with low fixed costs but high operating costs). Likewise, a base load 

plant would not be appropriate to meet the needs of custoiiiers in excess of base load as 

the high Gxed costs of tlie base load plant cannot be offset by tlie lower operating costs. 

All of these issues are balanced when a coiiiprelieiisive fiaiiiework of analysis is 

employed to evaluate the alternatives on a long ruii basis. 

This i s  esseiitially how utility planners liave operated for many years and it coincides 

with a portfolio approach to resource acquisition in wliich dirfereiit resources are 

prrrcliased in different quantities in order to balance out the risks associated with any 

one resource. For example, a utility could replace all coal-fired plants with wind pow-er 

wliich has a very low marginal cost. t.Jnfoi-tunately, wind resources carry significant 

risks o€ operation, such as the inability to be dispatclied, that iiiore traditional resources 
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do iiot caiiy.2 Of course, otlier low marginal cost resources, such as clemaiid-side 

resources, should be part of any evaluation as well as those resources can be cost 

effective at meeting load while providing somewhat or a Iiedge against, often volatile, 

fiiel prices. It is my riiiderstaiidiiig that tlie Company lias undei-talten an analysis of cost- 

effective demand-side resources and iiicluded that in tlie modeling. As might be 

expected, the acquisition of energy efficiency does iiot inaterially alter the resources 

needed over tlie planning horizon. (Weaver, Dir.) 

ANY 

NS? 

My review of the Company's approach leads me to the coiiclusioii that it evaluated a 

comprehensive poi-t€olio or  options to procure the necessary resources and came to tlie 

coiiclusioii that tlie proposal-the Mitchell t r a d e r  and the 250 MW WP-is tlie least- 

cost and viable optioii for meeting fiiture load, given that there are enviroixneiit 

restrictions facing the Big Sandy units. Essentially, tlie Coiiipany looltecl at all tlie 

reasonable options available to it as tlie resource procurement entity. This included 

building new generation, purcliasiiig capacity and energy from the marltet, retrofitting 

Rig Sandy Unit 2, energy efficiency, and various combinations of these options. 

ENTII CE 

' Traditional resources do have unforced outages that can limit dispatchability. That risk, however, is fairly well 
understood in terms of its overall impact on the system arid is lesser in degree relative to wind resources as such 
unforced outages occur only iiifi-equently. 
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My uiiderstaiidiiig is that it did not. 

No. Coinpaiiy Witness Weaver’s aiialysis employs beiiclmarlts that would be used by 

poteiitial bidders iiito a large base load RFP. For exaiiiple, aiiy existiiig plaiit within 

PJM would iiot be williiig to bid less thaii tlie value of its output in the PJM iiiwltet. Mr. 

Weaver uses projectioiis of those market prices over tiiiie as oiie of the potential 

options. Iiideed, it is almost certain that such aii approach is the lower bound oE the 

iiecessary bid price as loiiger term contracts teiid to caixy risk premiums. It is also 

possible that bidders into a potential RFP would have chosen to build a iiew unit. Mr. 

Weaver’s analysis has talteii this possibility iiito accouiit by examining, within tlie 

alternative poitfolios, tlie cost of buildiiig iiew gas-fired plants. Gas-fired plants are 

almost assuredly the oiily type of plaiit that would be built. The construction proxies 

tliat Mr. Weaver employed provide tlie Coimiiissioii with aiiotlier beiiclmark o€ 

potential W P  bids. Once again Mr. Weaver’s aiialysis indicates that the cost OE 

buildiiig new plants is higher than the cost oftlie Proposal. 

Fuitlier, it is uiiclear to me tliat a coinpetilive biddiiig process would provide any 

additioiial usefiil iiiforiiiatioii in this context. Iiideed, Louisville Gas aiid Electric oiily 

recently atteinpted to obtain competitively priced power aiid eiiergy tluougli aii RFP 

process aiid deteiiiiined that a coiiibiiiatioii OF building its own geiieratioii aiid 

purchasing ail existiiig unit was more cost effective aiid tlie Coiiuiiissioii agreed, as did 

iiiaiiy or  tlie iiiterveiiors in tlie case. (Order in Case No. 201 1-00375) This sliorrld iiot be 
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entirely surprising. I€ an RFP aiiiouiits to duplicating what a utility would do to obtain 

tlie same capacity and energy there is every reason to believe tliat a regulated utility 

would be able to do so at a lower cost than a private-sector competitor, iC only because 

of its capital cost advantage wliicli is part and parcel or  the regulatory paradigm. 

NEW ENVI ENTAL 

This, of course, was one of the oplions explored by the Coinpaiiy, tliougli this approach 

is also not without risk. While any utility will strive to undertake constructioii and 

project management in a prudent inaiuler, the complexities of adding capital to existing 

plant can result in unavoidable risk. hi fact tlie costs and risks associated with retrofit 

construction, new facilities, and market purchases have all been talcen into account in 

tlie Conipany’s analysis. 

17 A. 

18 

19 

To my mind tlie most signilkant factor facing regulators is the ability to reliably and 

cost-erfectively meet custoiners’ deniand. As a Iormer commissioner my chief colicem 

was not simply to provide power as cheaply as possible but also to iiialce sure tliat 
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supply was available at all tiines aiid under all conditions. The Coiimissioii, in 

atteinptiiig to balance tlie issues o f  price and reliability, should seek to "hedge" ils bets, 

tlxougli the use of alternative supply iiistitutioiis such as tlie proposed transfer and use 

o€ RFPs €or power procuremeat. I-Taving both a vibrant wholesale market aiid a utility 

under direct control provides the Coiimissioii with greater flexibility than either 

reliance on the iiixltet or the utility alone. 

Because ICeiitucky Power will own the asset (Le., SO % or Mitcliell) the Commission 

will iiiaiiitaiii its coiitrol in deteriniiiiiig just aiid reasonable costs through the traditioiial 

rate case. Further, the Coiiimissioii retains its current coiitrol over Coiiipaiiy financing 

as well as its review o f  aiy rate base additions. Finally, the Coiiimissioii retains coiitrol 

over tlie disposition of tlie Coinpaiiy's assets, iiicludiiig tlie transfer o l  Mitcliell 

owiiership. 

SA E NS 

Of course not. What it does is reduce certain risks associated with the ability to coiitrol 

the supply of eiiergy to sei've customers. Other risks exist, such as operatioiis risk, he1 

cost risk and regrrlatory risk. These risks tlie Commission has experience with 

addressing tlxotrgh the historical regulatory process. 
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In my oyiiiioii the Proposal is the least-cost approach. to serving Ikntuclty Power 

customers in the long term. 
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First, the transfer o r  Mitchell provides Kentucky Power with an asset that is in many 

respects identical to the Big Sandy 2 unit with the exception that Mitchell currently has 

the eiiviroixneiital controls necessary to ineel tlie Coinpaiiy’s obligations under its 2007 

NSR Consent Decree, the Clean Air Interstate Rule, the Mercury and Air Toxic 

Standards, and other environniental standards expected to be in place at the time of tlie 

Decemnlm 3 1 , 2013 proposed transfer. (Padey, Dir.) Indeed, as Company Witness 

Pauley testifies, malting such investments in Big Sandy 2 is not as cost dfective as 

transferring a sliare of Mitchell wliich already has these controls. (Id.) 

14 

15 

16 

Second, the two plants are rouglily the same vintage with Mitchell being slightly newer 

and, as I noted above, the Proposal does not diminish tlie authority of the Conmiissioii 

over the control of operating costs or rate base additions. 

17 

18 

19 

20 Proposal. 

Third, there are additional rislts and costs associated with any new construction project, 

wlietlier a new plant or a retrofit. For the most part tliose rislts and costs are avoided 

liere since the Mitchell imits are already built and embedded in the costs o€ the 
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Fourth, tlie Proposal represents a portfolio approacli to resource acquisition tliat teiids to 

spread rislts out over multiple generation resources aiid even over tlie two units at 

Mitchell. (Under tlie Proposal, Kentucky Power receives an equal share of both units at 

Mitchell thereby limiting the risk of unplanned outages. (Padey, Dir.)) This avoids tlie 

“eggs in one basltet” approach of buying all power €rom tlie niarltet or requiring tlie 

utility to build all generation. 

Fiiially, Mr. Weaver’s approacli to analyzing tlie options tales a balanced and 

reasonable view of the feasible options available to ICentucly Power. Given that 

building a new plant eiigeiiders risk Goiii construction and file1 prices, and buying all 

tlie power from the iiiarltet is not liltely to produce lower costs given the embedded cost 

nature of tlie Proposal, it not surprising that tlie Proposal fares well in comparison to 

otlier feasible options. 

T? 

Yes it does. 
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Iiistitaitiorial Eqziilibriimi in Regulated Nehvorlc bidushies, prel iininary draft presented at Research 
Seminar on Public Xltilities, Center for Research in Regdated Industries, Rutgers University, Octobei 
2003 (with C. Peterson). 

Diskibiited Resozirce Irivestnieiit iii Albania: Regzilator y Options for Introcluciizg Commercial hiceii2‘ives 
arid Proriiotiiig Solutions to fileetirig Eleckicity Deriicirid, white paper prepared for the law firin of Pierce 
Atwood under contract with ‘CJnited States Agency for hiteriiational Developinent, January 2003 (with C. 
Peterson). 

Reshzictziririg Optioris for the Eleckic Sector iii Macedonia, Reporl 1 and 2; prepared for tlie law firm of 
Pierce Atwood under contract with Uiiited States Agency for International Development, 2002 (with C. 
Peterson aiicl R. Zarumba; report is proprietaiy). 
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hi tlie Circuit Court of Cook County, Illinois, County Department, Law Division, Tlie People qf [lie State 
of Illinois ex rel. Leon A. Greeiiblalt I I t  11. Coiimiomvenltli Edisoii Conipaiiy, Case No. 2007 L, 004293. 
Expert testimony coiicei iiiiig tlie application of regulatory principles to avoided cost pricing of purchases 
by an elect] ic utility froin solid waste geiieratioii facilities in Illinois. 

Illiiiois Coininerce Cominissioii, Ainericaii Transmission Coiiipaiiy LLC Application for a Certificate of 
Public Coiiveiiieiice and Necessity, pursuant to Section 8-406. I of tlie Illiiiois Public Utilities Act as a 
Transmission Public Utility to coiistruct, operate, and iiiaiiitain a new 345,000 volt electric tiansinission 
line in Lake County, Illinois, Docket No. 1 1-0661, expert testimony coiiceriiiiig tlie effect 017 electric 
coinpetitioii of a proposed traiisinissioii h i e  froin Wiscoiisiii to Illiiiois, Fall 201 1. 

Missouri Public Service Commission, Proposed General Irscrease ii7 Rates, Missouri-American Water 
Company, Docltet Nos. WR-20 1 1-0337 and SR-20 1-03 3 8, Testimoiiy 011 standard tariff pricing of water 
services. June 201 I .  

Illinois Coiniiierce Commission, Proposed General Iiicrease in Rates, Commonwealth Edisoii Company, 
Docket No. 10-0527, Expei-t testiiiioiiy 011 belialf of the National Resources Defense Couiicil regarding 
electric decoupling. Noveiiiber 20 10. 

hidiana Utility Regulatory Coiniiiissioii, Rate case, Vectreii Eiiergy Delivery of Indiana, Cause No. 
43839. Expert testimony 011 electric decoupling mechanisms. 20 10. 

Wyoming Public Service Commission, III tlie Matter of the Application of Roclcy Moiiiitaiii Power for 
Approval of its Proposed Eiiergy Cost Adjzistiiient Mechanisi17, Docltet No. 20000-3 68-EA- 10, Expel? 
testiinoiiy 011 public interest staiirlard for fuel adjustinelit mechanism, 20 10. 

Regulatory Coiiiinissioii of Alaslta, l i z  the Matter of the Petition filed by Clizigach Electric Association, 
Iiic. for Advance Determiriation of Prwdeiice for Sozithceiifral Power Project, U-10-4 1, June 20 10. Expert 
testiiiioiiy regarding preapproval of generation investment by state public utility coininissioiis in tlie 
United States. 

Utah Public Service Commission, Iii tlie Matter of the Application of Roclcy Mozinfaiii Power foi- 
Approval of its Proposed Energy Cost Adjzistnient Mechanism, Docket No. 09-035-1 5, Phase I arid Phase 
II. Expert testimony 011 public interest standard for fuel adj~istiiieiit inechanism, 2009. 

Illinois Coiiiiiierce Comiiiissioii, 111 Re: Eiibriclge Pbeliiie (Illinois) L.1, C Expert testimony on tlie proper 
test for issuing a certificate of public coiiveiiieiice and necessity for an oil coiiimoii carrier by pipeline. 
January 2008. 

United States District Couit for tlie Western District of Missouri, Western Division, fiavelers Property 
Caszially Co. 11. National Uiiiorz liuziraiice Co, Case No. 4:06-CV-O0946-REL. Expel? report and 
testiiiioiiy on behalf of I<ansas City Power and Light Coinpaiiy calculating damages from transformer 
fail use. 

Wyoiniiig Public Service Coiiiinissioii, Docltet No. 20000-277-ER-07, Direct Testimony on behalf of 
Rocky Mountain Power on iiierits of utilizing marginal cost for pricing electric service to iiew large load 
customers, June 2007. 
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Karl A. McDerrnott 

North Dakota Public Service Commission, Case No. PU-06-525, Direct and Rebuttal Testiinony 011 

behalf of Nortlierii States Power d/b/a Xcel Energy Luc. on reasonable cost of equity for North Dakota 
natural gas operations, 2006-7. 

Circuit court of Jacltson Couiity Missouri, Kaiiscw Cily Powei. niid Light Coiiipnriy v Bibb Associates, et. 
01. Case No. 01 CV207987. Expei-t report and testimony on behalf of I<ansas City Power and Light 
Coinpany calculatiiig the damages from the explosion of its Hawthorn 5 coal-fired generation unit, 2003 - 
2004. 

Public Service Coininissioii of Wisconsin, Docket No. 05-CE-130, Direct, Rebuttal and Surrebuttal 
Testiinoiiy 011 behalf of Wiscoiisin Electric Power Company regarding energy efficiency and power plant 
construction, 2003. 

Federal Energy Regulatoiy Commission, Docltet No. EL99-90-000, City of Wichifn, I(nisas 17. Westem 
Resozcrces, hic. Direct testimony 011 behalf of the City of Topelta, Kansas focusing 011 cost causation issues 
and rate parity, Septeinber 2000. 

California Public Utilities Cominission, Application A.00-06-032, Direct and rebuttal testiinoiiy 011 behalf of 
Soutliern California Gas Conipany regarding the appropriateiiess of peaking rate for gas sewices, Fall 2000. 

IGxituclty Public Service Commission, Case No. 2000-095, Testiinony 011 behalf of LG&E Coy. regarding 
approval ofa  merger, March 15,2000. 

South Dakota Public Utilities Commission, Docltet No. NG98-0 10, Testiinoiiy on behalf of MidAmerican 
Energy Company for continuation of its incentive gas supply procurement program, June 1999. 

Iowa Utilities Board, Docltet No. RPU-94-3, Request for Confidential Treatment on behalf of MidAinericaii 
Energy Company, April 7, 1999. 

Federal Co~n~nuiiications Commission, CC Docltet No. 99-24, Affidavit and Reply Affidavit of Karl 
McDerniott and William E. Taylor 011 behalf of Bell Atlantic Telephone Coinpaiiies for forbearance from 
regulation as dominant carriers in Delaware, Maryland, Massachusetts, New I-Iampshire, New Jersey, New 
York, Pe~uisylvania, Rhode Island, Washington, DC, Veiinont, and Virginia, January 20, 1999 and April 8, 
1999. 

Dr. McDerinott’s hill CV is available upon request. 
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In The Matter Of: 

Tlie Application Or Kentucky Power Coiiipaiiy For: 

Authorizing The Transfer To The Coiiipaiiy Of An 
Undivided Fifty Percent Interest In The Mitcliell 

) 

1 
) 

(1) A Certificate Of Public Coiiveiiience And Necessity ) 

Geiieratiiig Station Aiid Associated Assets; (2) Approval ) 
Of The Assuiiiptioii By Kentucky Power Company Of ) 
Cei-taiii Liabilities In Coimection With Tlie Traiisfer Of ) 
The Mitchell Generating Station; ( 3 )  Declaratory Rulings; ) 
(4) Deferral O€ Costs Incuixd In Connection With The ) 
Company’s Efforts To Meet Federal Clean Air Act And ) 
Related Requirements; Aiid (5) For All Otlier Required ) 

Case No. 2012- 

Approvals Arid Relief ) 

NY 0 

N ANY 



VERIFICATION 

The undersigned, John M. McManus being duly sworn, deposes and says he is the Vice 
President of Environmental Services for American Electric Power, that he has personal 
lcnowledge of the matters set forth in the forgoing testimony and the information 
contained therein is true and correct to the best of his information, knowledge and belief 

STATE OF OHIO ) 

COUNTY OF FRANKLIN 1 
) CASE NO. 2012- 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by John M. McManus this the /"O day of December, 2012. 

, u d ,  X L  Md?&?, 
9 j  

Notary Public 

My Commission Expires: 
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T NT 

1 ASE STATE Y AN NESS SS. 

2 A. My iiaiiie is Joliii M. McMaiius. I ani eiiiployed by Aiiiericaii Electric Power 

3 Service Corporation as Vice President - Enviroixneiital Services. American 

4 Electric Power Service Corporation (“AEPSC”) is a wholly owned subsidiary of 

5 

G 

American Electric Power Coiiipany, Inc. (“MP”), the parent of Kentucky Power 

Company (“I<PCo” or “the Company”). My business address is 1 Riverside 

7 Plaza, Columbus, Ohio 432 15. 

10 USINESS EX 

11 A. I earned a Bachelor of Scieiice Degree in Enviroixneiital Engineering from 

12 Reiisselaer Polytechnic Institute in 1976 and undertook graduate studies tliere 

13 from 1976-77. I joiiied AEPSC’s Eiiviroixiieiital Engineering Division in 

14 September 1977. After holding various positions in the eiivirormiental division 

1s 

16 

over tlie years, I was appointed as Manager, Enviroimental Services in Deceriiber 

2002, aiid remained in that position until April 2003. I was appointed to my 

17 current position as Vice President - Environmental Services in April 2003. I alii 

18 also a registered professional engineer in the State of Ohio. 
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1 

2 

3 A. 

9 

10 

11 

12 

13 

14 

1.5 

16 A. 

17 

18 

19 

20 

T A  Y 

EN 

I alii responsible for oversight or  eiiviroiuiiental support for all geiieration and 

energy delivery facilities owned by AEP operating companies. I am AEP’s listed 

Designated Representative on Title IV Acid Rain Prograin matters and tlie listed 

NOx Authorized Account Representative on NOx State Iiiiyleineiitatioii Plan 

(NOx SIP Call) Prograiii matters. Eiiviroimieiital Services provides periiiittiiig 

atid coiiipliaiice suppoi?, guidance, procedures, recornmelidations aiid training €or 

AEP’s operating companies in order to iiiaiiitaiii aiid improve their enviroiuiieiital 

programs and eilhaiice coiiipliaiice with enviromiiental laws, regulations, and 

policies. As part of this effort, Eiiviroiuiieiital Services is also involved in the 

development process for environmental regulations, coordinating with operating 

company staffs to suppoi? AEP’s corporate strategies and values conceniiiig the 

eiiviroiunent . 

USLV TEST1 sc 
Yes, I have testified before the Kenhicky Public Service Coiixiiission on a 

iiumber of occasions as well as before the Virginia State Corporation 

Coimnission, Iiidiaiia TJtility Regulatory Coiixiiission, Public Seivice 

Comiiiissioii of West Virginia, Public Utilities Coiniiiissioii o€ Ohio and I have 

subiiiitkd testiiiioiiy beEore tlie Public Utility Coiixiiission oC Texas. 



MCMANUS- 3 
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3 A. 
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5 
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7 

8 

9 A. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2.0 

21 

The purpose of my testimony is to describe tlie enviroimeiital requirements, 

cLu7-eiit a id  fiiture, applicable to IQCo geiieratiiig assets aiid to Ohio Power 

Coiiipaiiy’s (“OPCo”) Mitchell Plant. I will also discuss plaiiiied compliance 

strategies to ineet these eiiviroivneiital requirements. 

HV. 

P1,EASE DESC S 

A 

The requireineiits of the 20 12 Mercury a id  Air Toxics Standards (“MATS”) Rule 

aiid the 2,007 AEP Consent Decree are tlie primary drivers for more stringent 

emission h i t s  at the Big Saiidy aiid Mitchell Plants. The followiiig is an 

overview of these requirements: 

1. e - The MATS Rule, originally proposed as the Electric 

Geiieratiiig Unit Maximuiii Acliieval7le Coiitrol Teclviology (“EGTJ 

MACT”) Rule on May 3,201 1, was published in the Federal Register 

on February 16, 2012. The MATS Rule is a replacement for the Clean 

Air Mercury Rule (“CAMR”) that was vacated in 2008 by the D.C. 

Circuit Court of Appeals. The initial coiiipliaiice date for the MATS 

Rule is April 16,201.5. The goal ofthe MATS Rule is to reduce 

liazardous air pollutants (“HAPS”) froiii coal- a id  oil-fired electric 

geiierating units. The filial rule iiicludes striiigeiit eiiiissioii limits for 
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1 iiiercury, particulate matter (as a suiTogate for noli-mercury metals), as 

well as hydrochloric acid or sulfur dioxide (as surrogates for acid 2 

3 gases). 

ecree - 111 December 2,007, 4 

AEP and its affiliated easterii Operating Coiiipaiiies eiiterecl into a 5 

Consent Decree that settled outstaiidiiig litigation with the U. S. 

Departinelit of Justice, 1J.S. Environmental Protection Agency 7 

(“EPA”), iiuiiierous states, aiid other litigants that steinined fiom 8 

differelices in inteipretatioii of various NSR requireiiieiits associated 9 

with coal unit maintenaiice practices. The AEP Coinpaiiies admitted so 

11 no violatioiis of law aid all claiiiis against tliein were released. For 

IWCo’s Big Sandy Units 1 and 2, the Coiiseiit Decree called for the 12 

13 followiiig schedule of NOx aiid SO2 controls: 

o Big Sandy Unit 2: Iiistall Flue Gas Desulfiirizatioii (“FGD”) for 

SO2 emission reductions by Deceiiiber 3 I , 20 I5 

Big Sandy Uiiit 2: Coritiiiue to operate tlie existing Selective 

Catalytic Reduction (“SCR”) system to iiiiiiiiiiize NOx emissions 

e Big Sandy Unit I :  Install Low-NOx Burlier teclviology limit 

the sulfiu content of its coal to no greater than 1.75 Ib. per million 

British tliennal units (“MMBtu”), on an aixiual average basis, by 

the effective date o€ tlie Consent Decree. 

o 

For OPCo’s Mitcliell Plant, the Coiisent Decree called €or tlie following scliedule 

14 

15 

16 

17 

18 

19 

20 

21 

22 

ofNOx and SO2 controls: 23 

24 

25 

o Mitchell Units 1 aiid 2: Install FGD for SO2 eiiiissioii reductions by 

December 3 1 , 2007 
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2.0 

21 A. 

22. 

23 

0 Mitchell Units 1 and 2: 

einissioiis by Jaiirrary 1, 2009 

THE G 

Iiistall SCR system to minimize NOx 

The MATS Rule establislies striiigeiit unit-specific emission limits that are 

applicable to both plants. To comply with the MATS limits, the Rig Sandy units 

would need to install additioiial emission controls, switch fuels, or be retired. The 

Mitcliell units are expected to be able lo achieve tlie MATS limits without any 

upgrades to or new installations o€ emission control equipmerit. 

E MA ? 

The initial MATS cornpliaiice date is April 16, 2015, tlxee years after the 

effective date of the rule. However, a one-year administrative extension of tlie 

initial compliance date (a f‘ourtli year) caii be granted by a state’s Department o€ 

Eiivironniental Protection for units uiidei-talting major retrofit or replacement 

projects, or for units that will retire but are required for reliability puiyoses. An 

additional one year extension (a fifth year) via an Enforceinelit Order from EPA 

may also be available for units identified as “critical lor reliability pwposes”. 

TING ENVIR 

2 FULFILL T 

No. Tlie oiie remaining provision o€ tlic 2007 AEP NSR Consent Decree that tlie 

Rig Sandy Plant is obligated to address is the installation o€ an FGD system on 

Unit 2 by December 3 I ,  20 15. 
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Yes. 

The Collowiiig proposed aiid anticipated eiiviroiuneiital regulations have tlie 

potential to establish inore striiigeiit requireiiieiits aiid tlie subsequent need lor 

upgrades to and/or new iiistallatioii of eiiviroiiineiital coiitrol systems at the Big 

Sandy aid Mitchell plants: 

1. Cross States Air Pol ”) - EPA issued the Eiiial 

CSAPR in J d y  20 1 1 for the purpose oC reduciiig the interstate traiisport of 

SO2 aiid NOx einissioiis €rom 28 eastern states, includiiig Keiitucky aiid 

West Virginia. On August 21, 2012, the D.C. Circuit vacated CSAPR and 

ordered EPA to continue to adiniiiister the Clean Air Iiiterstate Rule 

(“CAIR”) until it promulgates a replacement rule. The CAIR program 

also regulates aixiual SO2 eiiiissions and aiuiual and seasoiial NOx 

einissioiis, utilizing emissions allowances as the compliance inechaiiism. 

Standard ((‘NA 

- Iii 20 10, the EPA revised the NAAQS for SOz, establishing a new 1 - 

hour standard, wliich is sigiiilicaiitly iiiore striiigeiit than the prior 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2.1 

2.2 

standards. Final ctesignations on whether an area meets the new standard 

are expected from EPA in June 20 13. 

States inust submit proposed State Implementation Plans (“SIPS”) 

to EPA for areas designated as “in attaiimient” or “unclassifiable” by June 

201 3, and by February 201 5 for areas designated as “iionattaii~iieiit”. 

These SIPS will detail any necessary SO2 emissions reductions to either 

maintain attaiixnent or bring a non-attaiimient area into attainment. Non- 

attaiimient areas must then achieve attaiiment by August 20 18. The scope 

and timing of potential einission reductions at the Big Sandy and Mitchell 

plants is uncertain. 

”) ~~~~~~~~~~$ - EPA continues to move 

[orward in inipleiiienting a regulatory approach for controlling GHG 

emissions from power plants. In 20 10, EPA promulgated the GHG 

Tailoring Rule that establislies thresholds for regulating GHG emissions 

fiom new power plants or from existing units that undergo major 

modifications. Also, on March 27, 2012, EPA proposed New Source 

Performance Standards (“NSPS”) for new fossil ftiel power plants with a 

carbon dioxide (“CO2”) emission limit of 1,000 Ib/MWh, which is 

equivalent to the rate EPA assuiiies for a new iiatiiral gas combined cycle 

unit. It is expected that EPA will propose GHG NSPS requirements for 

existing fossil fuel units, but the agency has indicated that it cui-rently has 

no plans regarding the development or timing of this proposal. 
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21 

22. 

d e  - EPA proposed tlie 3 1 (;(I?) Rule 011 

April 20, 20 1 1 aiid recently extended tlie deadline for fiiializiiig the rule to 

June 27, 20 13. Tlie rule is applicable to cooling water iiitalte systems and 

is designed to establish teclmology standards around the iieed for, aiid 

construction or, cooling water intake structures that would lessen tlie 

impact of impingeinelit and entrainment on fish and otlier aquatic 

orgmisiiis. Tlie Big Sandy and Mitcliell Plants could be required to 

upgrade cooliiig water system intake screens as a result of this rule. 

elines (“‘ELG”) - EPA is 

cuimitly coiiductiiig a study to update tlie teclmology-based effluent 

limitations guideline (40 CFR 423) for steam electric geiieratiiig facilities. 

Updates to tlie guideliiies could lead to inore stringent wastewater 

discharge liiiiitatioiis at both Big Sandy and Mitcliell Plants. EPA has 

indicated its iiiteiitioii to issue a proposed rule in April, 201 3 aiid a filial 

rule in May, 2014. 

6. Cod ~ o ~ ~ ~ ~ ~ ~ ~ o ~  esiduals ql‘CC eak - EPA proposed the CCR 

Rule in June 2010 to address the disposal of coal coinbustion byproducts 

(coal ash, etc.). The CCR Rule could require the coiiversioii of all “wet” 

ash systems to dry systems; the possible relining or closing of ash ponds; 

as well as the possible coiistructioii of waste water treatment facilities by 

approximately tlie elid of 20 1 8. Rased 011 the prelimiiiai y assuinptioii that 

these residual inaterials may be categorized as “Sul~title D”, or ~ioii-. 
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hazardous materials’, it would be anticipated that tlie Big Sandy and 

Mitcliell Plants would require plant iiiodificatioiis and capital expenditures 

to address these requirenieiils. Tlie issiiaiice o€ a final rule is currently 

anticipated near the end o f  201 3. 

Each of tliese enviroimeiital regulations has the potential to result in 

additional enviromiiental control requirements for the Big Sandy and Mitchell 

Plants that would necessitate capital iiivestmeiits to acliieve compliance. 1 will 

discuss later in my testimony the Company’s plans to meet the coinpliance neecls 

of the pending CCR, 3 1 G(b), and anticipated ELG rules at the Big Sandy and 

Mitcliell Plants. 

v. ANTS’ c 

A. Big Sandy Unit 2 curently operates with SCR and low NOx burner (“LNB”) 

systems for NO?: control, and an electrostatic precipitator (“ESP”) for pai-ticulate 

matter control. Big Sandy Unit 1 cuirently operates with LNBs with over-fire air 

€or NOx control, and an ESP for particulate matter control. These controls allow 

tlie Rig Sandy imits to operate in coiiipliaiice with existing requirements, 

including tlie CAIR Rule NOx program. 

E 

’ As set forth under the ciureiit Resource Conservation and Recovery Act (RCIZA) 
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A. The MATS Ride emission h i t s  €or iiiercury, particulate matter (c‘PM”), and 

hydrochloric acid will likely require some coiiibiiiatioii of FCD, dry sorbent 

injection (“DSI”), fabric filter bagliouses, and activated carbon injection (“ACI”) 

if the Rig Sandy units coiitiiiue to utilize coal. The addition of the NIDm Dry 

FGD teclmology would allow the units to meet the MATS limits. 

natural gas would also allow for coiiipliaiice with the MATS limits. 

Conversion to 

Q. STA F AI 

T. 

A. Each Mitchell unit curreiitly operates with a FGD system, SCR system, LNBs, 

ESP, and FGD Trona injection systems. 

Q. 

A. The primary federal statute that drove the initial need for these eiiviroimieiital 

controls is the Clean Air Act ((‘CAA’’), as iiiipleiiieiited in the West Virginia State 

Impleiiieiitatioii Plan. The electrostatic precipitators at Mitchell Plant allow the 

units to operate in compliance with the particulate emissions limitations in tlie 

WV SIP. The FGD systems at Mitchell allow tlie units to operate in compliance 

with the CAA Title IV and CAIR SO2 grograins. The LNBs aiid SCRs at 

Mitchell allow tlie plant to operate in coinpliaiice with the Title IV aiid CAIR 

NOx programs. 

Q. 



MCMANUS- 11 

1 

2 A. 

? 
3 

4 

5 

6 

7 A. 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q. 

23 A. 

Yes. The emission control systems currently in place are expected to be sufficient 

€01- the Mitchell Plant to meet the requirements of the MATS Rule. 

Currently, the following eiiviroivneiital projects are underway for the purpose of 

iiieetiiig iiiore stringent limits in the €acilities’ National Pollutant Discharge 

Elimiiiatioii System (“NPDES”) peiiiiit: 

Q 

Q 

Mitchell Units 1 &2 Dry Fly Ash Coiiversioii 

Mitchell Haul Road and New Landfill 

Consideration is also being given to tlie installation of wastewater treatinelit 

technology as a compoiieiit ol: these prqjects. These projects are also expected to 

satisfy the anticipated requireiiieiits of the CCR Rule, altliough tliere may be a 

need to reline the bottom ash pond for coiiipliaiice with the CCR Rule as well. 

Finally, additional waste water treatinelit teclmology may be needed at 

Mitchell Units 1 and 2 €or compliance with the emerging ELG Rule. The 

Company also anticipates a need to upgrade tlie cooling water intake system to 

comply with a revised 3 16(b) Rule. 

The expected costs associated with tliese projects are used in the economic 

modeling addressed by Coiiipaiiy Witness Weaver. 

E-FILED ? 

Yes. 
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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 testimony and the 
information contained therein is true and correct to the best of his information, 
knowledge and belief 

4. 

STATE OF OHIO 

COUNTY OF FRANKLIN 

) 

) 
) CASE NO. 2012- 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by Scott C. Weaver this the -Yn day of December, 2012. 
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WEAVER- 1 

I. ~ R - ~ ~ D U C ~ ~ ~ ~  

1 Q. WOULD YOU PLEASE STATE YOUR NAME, BUSIINESS ADDRESS, 

2 AND POSITION? 

3 A. My iiaiiie is Scott 63. Weaver, aiid my busiiiess address is 1 Riverside Plaza, 

4 Col~iiiib~is, Ohio 4321 5 .  I alii employed by the Aiiiericaii Electric Power Service 

5 Corporation (“AEPSC”) as Managing Director-Resource Plaiiiiiiig aiid 

6 Operational Analysis. AEPSC sLipplies engineering, financing, accounting aiid 

7 

8 

siiiiilar planning aiid advisory services to the eleven electric operating coiiipaiiies 

of tlie Aiiiericaii Electric Power System (“AEP”). 

10 P~~~E$$II~NA~, B A ~ ~ ~ ~ ~ ~ J N D ?  

11 A. I received a Bachelor of Busiiiess Administration Degree in Accounting from 

12 Ohio Uiiiversity iii 198 1, aiid a Master of Business Adiiiiiiistratioii from the saiiie 

13 

14 

university in 198.5. In addition, in 1996 I coiiipleted the AEP Maiiageineiit 

Developiiieiit Program at The Ohio State TJiiiversity; as well as The Dardeii 

15 Pai-tiiersliip Program at tlie Dardeii Graduate Scliool of Business Adiiiiiiistratioii, 

16 TJiiiversity of Virginia. 
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4 

S 

9 

10 

11 

12 Q. 

13 

14 A. 

1s  

16 

17 

18 

19 

20 

21 

22 Q o  

23 

I was employed by AEPSC in 1980 as an Associate Forecast Aiialyst in 

the Controllers Department (now Corporate Planning aiid Budgeting Department), 

aiid w-as subsequently iiaiiied Assistaiit Fiiiaiicial Aiialyst in 1983, Financial 

Analyst in 1986, Senior Fiiiaiicial Aiialyst in 1987, aiid Senior Adiniiiistrative 

Assistant I1 in 1990. In 1991, 1 traiisferred to the AEPSC Fuel Supply 

Department as Maiiager-Adiiiinistratioii. I was subsequently named Maiiager- 

Admiiiistratioii aiicl Purchasing in 1994 and Director of Power Geiieratioii 

Busiiiess Planiiiiig aiid Fiiiaiicial Maiiageiiieiit in 1996. I transferred to tlie AEP 

Wholesale biisiness uiiit in 2000 as Manager-Business Plaimiiig and in January, 

2003 transferred back to tlie Corporate Plaiiiiiiig aiid Budgeting Depai-tiiieiit as 

Director of Operational Analysis. I assuiiied my present position iii May 2003. 

VdHAT ARE YOUR RES~~NSI~I~~TIES AS MANAGING DI~CTOR- 

RESOURCE PLANNING AND ~ ~ ~ ~ T I O N A ~ ,  ANALYSIS? 

I alii responsible for tlie si~pervisioii aiid adiiiiiiistration of loiig-term geiieratioii 

resource plaimiiig aiid supply-side operational analysis for AEP. In siich capacity, 

I coordiiiate tlie use o f  short- aiid long-term geiieratioii production costing aiid 

otlier resource plaiiiiiiig models used in tlie ultiiiiate development of operating and 

capital budget forecasts €or I<entucky Power Company (“KPCo”, or “the 

Coiiipany”) and its parent, AEP, regularly iiioiiitor actual performance, aiid 

review tlie preparation of forecasted information for use in regulatory 

proceedings. 

WAVE YOU PREVIOUSLY T ~ ~ ~ I ~ I E n ~  BEFORE THIS n ~ ~ G U L A ~ ~ R ~  

COMMIISSION? 
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A. 

Q* 

A. 

Yes. I ieceiitly offered testimony in the Company’s filing seeking a certificate of 

public coiiveiiieiice aiid necessity for tlie coiistructioii of eiivironmeiital controls at 

its Big Saiidy Unit 2 (Case No. 2011-00401) I have also offered testiiiioiiy 

before this Coiiimissioii 011 behalf of tlie Coiiipaiiy’s most recent base rate case 

(Case No. 2009-00459); as well as its renewable energy purchase agreemelit filing 

(Case No. 2009-00545). I was respoiisible for tlie clevclopiiieiit of IWCo’s 2009 

Integrated Resource Plan Piliiig (Case No. 2009-003 39). In addition, over tlie last 

six years I liave offered resoiirce plaiming-related testimony on behalf of AEP 

operating company affiliates before eight otlier state coiiimissioiis: Arkansas, 

Indiana, Louisiana, Michigan, Oltlalioma, Texas, Virginia, aiicl West Virginia. 

111. ~ ~ R P ~ E  OF ~ E ~ I I ~ O N ~  

WHAT ARE THE ~ U J ~ O S ~ S  OF YOUJR TESTIIMONY IN THHS FILING 

AND HOW DO THEY COMPARE TO THE HNTENT OF CASE NO. mnn- 
w4on WHHCR WAS w ~ T ~ ~ ~ ~ N  AT THE REQUEST OF THE 

COMPANY ON MAY 3o,2on24p1 

The purposes of this testimony are to: 

1) discuss the pre-existing and emerging available disposition options 

related to ICPCo’s Big Saiidy coal-fired generating station, which are 

being driven by known aiicl ei-nergiiig eiivironmeiital regulations aiid 

legal requirements beginning in the nearer-term aiid coiitiiiuiiig 

througli tliis decade; 

2) briefly describe the modeling process used to evaluate the relative 

economics of the various Big Saiidy unit disposition options; and 

I Subsequently forinally witlidlawn based on the Commission Order of May 3 1, 20 12 granting the 
Coin pan y ’ s 111 ot ion to withdraw. 
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1 

2 

3) discuss tlie resiilts of these ecoiioiiiic modeling analyses which 

iiidicate that the first steps of an optiinal long-term resource plan for 

KPCo would include; 

4 

5 

6 

7 

8 

9 

10 

11  

12 

a) retiring Big Sandy Unit 2 (“BS2”) by June 2015 replaciiig it with 

an ownership transfer of a fifiv wrceiit (730 MW) uiidivided 

interest of Mitchell Uiiits 1 aiid 2-which are currently owned 

by I<PCo-affiliate Ohio Power Company (“OPCo”)-in 2014; 

aiid 

b) issuing a Request for Proposal (“WP”) for approximately 250 

-ofcity aiid eiiergy in 20 13, in coiisideratioii 

of a potential retireiiieiit of Big Sandy ‘CJiiit 1 (“BSI”) by Julie 

2015. 

13 As will be discussed, this testiiiioiiy will serve both to re-analyze all of tlie unit 

14 disposition optioiis previously evaluated in Case No. 201 1-0040 1 utilizing more 

up-to-date iiiforiiiatioii, aiid iiitroduce the results of ecoiiomic modeling 1s  

16 perforiiied to assess additional optioiis now available to IWCo. 

WERE YOUR E ~ H ~ ~ ~ r ~ S  USED TO SUPPORT YOUR TESTIMONY 17 Q s  

13 

19 A. Yes they were. As I will describe in this testimony, it is important to realize, 

however, that iiuiiierous iiiaiiageiiient arid functional groups w i t h  14320 and 20 

AEPSC were iiivolved in this process. The role I served was oiie of coordiiiating 2. I 

22 tlie atteiidaiit economic modeling effort and, ultimately, validating, documenting, 

and iiiteriially coiiiiiiuiiicatiiig this process and tlie results. 23 

24 Q. DO THESE EXIEHHBITS I I N Q I ~ R ~ O ~ ~ T ~  AN APPENDIX THAT 

25 
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1 A. 

2 

3 Q. 

9 

10 

11 A. 

12, 

13 

14 

15 
16 

17 
13 
19 
20 
21 
22 

23 
24 
25 
26 
27 

Yes. SCW- Exhibit 1 offers a broader overview of some of the other resource 

planning-related criteria that are necessarily introduced as part of this evaluation 

of alternative options surrounding tlie unit disposition options being coiisidered in 

this filing. In addition, this Appendix offers iiiforinatioii surrounding additioiial 

risk analyses that were uiidertal<eii lo fLirtlier validate the results. The f‘ollowiiig 

testimony focuses more specifically on the discrete ecoiioiiiic evaluations 

performed that led to the Company’s conclusions aiid recoiiiiiieiidatioiis. 

IV, &NAILABLE A L T E ~ ~ T I V E ~  

WHAT ARE THE AIL,TEWNATI[V@S AVABLABIL,E TO KPCO TO 

ADDRESS THESE IMPENDING @~VIW~N~@NTAIL, AND LEGAIL, 

~ , ~ ~ J I W E ~ E N T ~  AT THE BIG SANDY FACILITY? 

As suinmarized on SCW- Exhibit 2. and on tlie following TABLE 1, eleven (1 1) 

unique variations iiivolviiig six (6) alternative options were assuiiied to be 

available to KPCo to address the unit disposition decisioiis facing both Big Saiicly 

Units 1 and 2, including tlie prospect of a specific affiliate asset traiisfer: 

TABLE n 

2014. 

Option #lB: sciiiie as Option “ # I A  ” except, assiiiiie additional capacity and energy 
required to replace Rig Sandy 1 is purchased from pro,jected available PJM 
marlets for 10 years in lieu of a Mitchell unit ownership transfer; then assiiiiie a 
new-build combined cycle (“CC”), or simple-cycle cotnbustion turbine (“CT”) 
facility. 
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2 

4 
5 
6 
7 

7 
.3 

0 
0 

9 
10 
11 
12 

13 
14 

15 
16 
17 
18 
19 
20 

21 
22 
23 
24 

2.5 
26 

27 
28 
29 
30 

31 
32 
3 3 

Opitia~n #2: petire”& Replace Bin S - ~ J M I ~ ~  2 wiitlilmn a bBro~v~~fiel!d) (GQ: 

Optiom #2A: Wetire Big Sarmdv Units 2 (annd Unit 1) by Jannuary 2016 (anad ApriB 
2015), respectively, and replace Unit 2 capacity and energy with a nominally- 
ratcd 762-MW (9 13-MW for peaking ptii poses with cluct-firing) N ~ ~ ~ - ~ ~ ~ n ~  
nnadnnral gas @G facillity, to be located at tlie Big Sandy site, by Jnnnne 2017, \villi 
additional capacity and energy required to replace Big Sandy 1 from a hvenh  
p~?rcewt (312 MVV) o~~wersUnip irmteresd off MihcUnell Unnits 1 and 2 on January 1 ,  
2014. 

Optiow #2B: sniiie as Optiori “#2A ” escept, assitme additional capacity and energy 
to replace Big Sandy 1 is purchased from projected available PJM marltets for 10 
years in lieu of a Mitchell unit o~vnership transfers; then assLiine a new-build CC, 
or CT(s). 

OprsiaPMI #3: ,Retire & &eplilmace Big Sandy 2 ovillh g c~:-Re~3aPoverecu Big Sandy 
.unitJ 

by Jarmanany 2016 and replace it with the 
as a nominally-rated 745-MW (802-MW for 

natanrall gas @@ enwit by Jannne 2087, with 
additional capacity and energy required to replace Big Sandy 1 from a hvenntv 

on January 1, 
2014. 

Option1 #3B: S C I ~  CIS Optiori “#3A ” except, assiiiiie additional capacity and energy 
to replace Big Saiicly 1 is ~~~trcliasecl from projected available PJM markets for 10 
yeais in lieu of a Mitchell unit ownership transfer; then assitme a new-build CC, 
or CT(s). 

Option #4A: Retire Bi by June  2015, and 

an interim period of 5 years (through 2020), then assitiiie a larger-tranche (700- 
300 MW) new-build CC and/or CT(s) capacity replacetiicnt 

Ophionn #4B: sniiie CIS Option “#-/A ” escept, assume replacement capacity and energy 
purchases froiii projected available PJM iiiarltets for an intei im 
years (through 2025) before a (-700-800 MW) new-build CC ancl/oi CT(s). 
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26 

O p d i ~  #5: ,Rebirn: Big Sannadngr 2 and Preserve Bjg-S@ndv 1 as a=Co~uverted. 
paenran ~ a s - ~ i r e c n ~ n i b  

and 2 on Januaiy 1 ,  2014, while 
~ Gas by JnnUy 20115. 

burn NLatanrall 

Optionn #5B: ~ciiiie CIS Oplioii “#.?A ” e.] cepl, asswie capacity and energy piischased 
Ti-om projected available PJM marltets for an interim period of 5 years (through 
2020), then asswie (-700-800 MW) new-build CC and/or CT(s), in lieu of a 
50% Mitchell tiaiisfei. 

OptianUU #6: 
raansfer anand Mdll~et Pnrdnase? 

Option #6: Retire boanu Big Sandy Units 1 & 2 by Juanne 20115, and ieplace with 
capacity and energy fi om a 50 percent ownuership interest of Mitclnelil UnnitsJ 
-9 and 2 1 J I U S  additional (-250 MW) capacity and energy puicliased from available 
projected PJM markets for a period of 10 years, then assuiiie new-build CC, or 
CT(S). 

WHY ARE VATREATIONS OF THE SIX PRIMARY D~S~~SITHON 

OPTIONS BEHNG CONSHDERED? 

First, tlie particular focus of the six primary optioiis is to set forth alternatives 

associated with tlie larger, SO0 MW Big Sandy TJnit 2. Then, as a subsel of most 

of those six options, alternatives A and B were offered to coiisider tlie attendant 

disposition alternatives €or the smaller, 278 MW Big Sandy Unit 1. The 

exception is Option K4 wliicli would retire both Big Sandy 1 and 2 by June 201 5, 

replacing tlie units, 011 an interim basis, solely with (PJM) iiiarltet capacity aiicl 

energy. Here, the attendant A and B subsets pertain to tlie leiigtli of the interim 

2,7 iiiarltet purchase period; S years versus I O  years, respectively. 
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1 Q. OVEMl,H,, HOW DO THESE ALTERNAT~VE DISPOSITION OPTIONS 

2 COPaPARE TO THOSE EVALUATED AS PART OF THE 

4 A. As suiiiiiiarized 011 SCW- Exhibit 2, Options #1B, #2B, #3B, #4A and #4B are 

5 largely identical to the disposition alternatives evaluated in Case No. 201 1-0040 1. 

6 The only iiieaniiigfiil differences within this re-analysis for those options are: 

7 
8 
9 

10 
11 
12 

13 
14 
1.5 
16 
17 

o The recognized delay in tlic in-service dates for the Option #I  DFGD 
retrofit to June 201 7 (from Julie 20 16); along with the atteiidaiit cost 
increases associated with that change. 

0 Liltewise, the delay in the estimated in-service date of the 
replacement CC options (Options #2 and #3) to the same Julie 2017 
timeframe, along with the atteiidaiit cost estimate modifications. 

o The ftirther recognition that such in-service delays would result in 
the need to rely solely oii PJM iiiarlcet capacity aiid energy in the 
period post-unit retireiiieiits (June 201 5 or April 20 16, depending on 
the option and unit), iiiitil the ‘bbuild’ optioii is completed in June 
2017 (Options #1, #2, and #3). 

18 Options #1A, #2A, #3A, #SA, #SB aiid #G represent alternative dispositioii 

19 options associated with this filing. Each of these new options offers variations as 

20 to the extentheve1 of an affiliate generating asset transfer fi-oiii a portion of the 

2.1 Mitchell facility. 

22. Qo PLEASE DESCIWHBE THE ~ ~ ~ ~ I C ~ ~ I O N S  ON KPCO’S RESOURCE 

23 PLANNING PROCESS DUE TO EACH OF THE KNOWN OR 
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A. Company Witness Jolin McMaiius provides more detailed descriptions and 

discussions surrouiidiiig the eiiviroiiiiieiital challenges facing I<PCo’s coal 

generating assets, but tlie following offers a summary overview of the major 

luiowii and emerging federal ruleiiialtiiig aiid previously-establislied requireiiients, 

aiid tlie possible implications of each oii the Company’s long-term plaiutliiig 

process: 

I. M~U-CUE-JJ and Air 7Toxlig.s Stasnndards (“MATSg7) Rule 

Iiiiplicatioiis on Planning -- As described by Mr. McManus, the 

initial compliance date of the U. S. Eiiviroiimeiital krotectioii 

Agency (“EPA”) MATS rule is April 16, 2015; but also provides 

for a possible one-year extciisioii which  COLI^^ shift iiiipleiiieiita~ioii 

to April 16, 2016, if specific criteria are satisfied. Tlierefore, for 

plaimiiig purposes, it has been assumed that this one-year 

exteiisioii (to approximately April, 201 6) w0~11d be applicable if 

the iiiteiit is to either retrofit (or retire and replace) a uiiit for 

purposes of achieviiig coiiipliaiice with MATS. All resource 

options iiiodelecl assumed acliievement of‘ MATS rule 

requirements by these prescribed iinplemeiitaiioii dates.? 7 

11. Cod ~ o ~ ~ u § t ~ ~ n  Residuds (‘6CCR97) Rule Iiiiplicatioiis on 

Planning - As described by Coinpaiiy Witness McManus, it would 

be anticipated tliat-based even on the preliiiiiiiary asstunptioii that 

these residual iiiaterials may be categorized as Subtitle La, or iToi7- 

Although tlie MATS ruleinalhg implementation date is April (16), 201 5, it is expected that tlie AEP-East 2 

units being planned for retirement will be able to operate through the ftiI1 PJM 2014/15 capacity “planning 
year” (/ e., tlirougli May 3 1, 20 15), after consultatioiis with PJM working with seveial state enviionmental 
agencies responsible for overseeing the impleimentalion of MATS. 
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2,7 

2, s 
29 

hazardous materials-each coal imit in the AEP fleet, including 

KPCo’s Big Saiidy generating units as well as the Mitchell units, 

would require plant iiiodifjcations and capital expenditui-es to 

address these requireiiieiits by, approximately, tlie 20 1 8 timeframe. 

As will be li1rther described later in this testimony, the iiecessary 

enviroimeiital controls to achieve the CCR Rule have been 

considered as part of the respective long-term Big Saiidy aiid 

Mitchell unit allelnative evaluations. 

111. CUem Water Aed 66316(bp)99 Rune Implications on Plaiiiiiiig -- 
ICPCo’s Big Sandy units as well as the Mitchell units utilize 

natural draft, hyperbolic cooling towers. Therefole, aiid as 

described by Mr. McManus, the most significant impact of this 

rule could be the potential need to install additional fish screening 

at tlie front of tlie water iiitalte stiucture to fui?lier reduce 

iinpingeinent and entrainment. While representing a potential 

exposure, it is generally anticipated that sucli fish screening 

meclianisnis would likely not be required mtil late this decade 

with any capital expenditures leading LIP to that point being 

relatively iiiiiior in nature. As will be fttrtlier described later in this 

testimony, sucli project cost estimates have been incorporated into 

tlie respective Big Sandy aiid Mitchell unit alternative evaluations 

IV. steam mectr.ic ~ m ~ n e n t   imitations ~ n ~ ~ ~ n ~ ~ ~ ~  ( 9 3 x 9 9 )  

Implications on Plaiiiiiiig -=. As described by Company Witness 

McManus, tlie EPA is imdergoiiig studies that could lead to tlie 

update of guidelilies for wastewater discharge limitations with 

rules set to be fiiialized in 2014. hi recognition of that, wastewater 

treatment projects have also been coiisiderecl as part of the 

respective long-term Big Saiidy aiicl Mitchell unit alternative 

evaluations discussed later in this testimony. 
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V. New Source Review (“NSR”) Cabrmsermd Decree -- As described 

by Coiiipaiiy Witiiess McMaiius, IWCo is required uiider the NSR 

Consent Decree to perform the following: 

0 Big Sandy tJnit 2: Iiistall Flue Gas Desulfurization 
(“FGD”) for SO1 emission reductions by Deceiiiber 3 1, 
201 5 

0 Big Sandy Unit 2: Continue to operate the existing Selective 
Catalytic Reduction (“SCR”) system to minimize NOx 
emissions 

0 Big Sandy Unit 1 :  Install and operate Low-NOx Burner 
technology n d  limit the sulfur coiiteiit of its b~irii coal to 110 

greater than 1.7.5 lb. per iiiillioii British theriiial units 
(MMBtu), 011 an aiiiiual average basis, by the effective date 
o€ the Coiisent Decree. 

For the Mitcliell units, the current owner and KPCo-a€filiate, 

OPCo was required to perform the €allowing uiider the NSR 

Consent Decree: 

o Mitchell h i t s  1 and 2: Iiistall and operate FCD by 
December 3 1,2007 

o Mitcliell Units 1 and 2: Install and operate SCR system 
coiitrols for NOx eiiiissioiis by December 3 1, 2009 

In fact, the Mitchell units achieved the prescribed environiiiental 

FGD and SCR retrofit dates established wider the NSR Coiiseiit 

Decree. As described by Coiiipaiiy Witiiess McMaiius the 

installation o€ these eiiviroimeiital controls is also su€ficient for 

the Mitchell units to achieve the MATS rule iiii~~leiiieiit~~ioii 

requirements. 

IN S U ~ ~ ~ A ~ Y 9  FROM h PLANNING PERSP~,CTIV~,9 WHAT IIMllDACTS 

VVOULD THESE KNOWN AND EMERGING U.S. EPA ~ , ~ U I ~ , M E N T S  

HAVE ON KPCO’S COAL GENERATING ASSETS AS WELL AS THE 
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A. Significant eiiviroiinieiital coiitrols are recognized as being required lo ensure the 

future operation of both tlie Big Saiidy as well as the Mitchell geiieratiiig units. In 

fact, these l<iiowii aiid eiiiergiiig EPA requireinents suiiiiiiarizeci above would 

indicate comparable eiiviroiiiiieiital controls would have been needed in lieu of- 

or even over-and-above-wliat was prescribed under tlie preeviously-establislie~ 

NSR Coiisent Decree. As part of this recognition, the economic evaluation beiiig 

offered by tlie Coiiipaiiy in this iiliiig has sought to reasonably address each of 

these proposed or eiiiergiiig regulatioiis by way of introducing aiiy additional 

eiiviroiiiiieiital capital projects necessary to eiisure iiiture compliance. 

DID COMPANY WETNESS MCMANBIS DISCUSS OTHER EMERGING 

E ~ ~ I ~ O N ~ E N T A ~  ~ G U J ~ A T ~ ~ N S  THAT COULD P ~ T E N ~ ~ A ~ ~ ~  

IMPACT COAL PLANTS IL,IKE BIG SANDY AND MITCHELL? 

Yes. He also provided overviews of a “New I-hour SO2 National Ambieiit Air 

Quality Staiidarci (“NAAQS”)” as well as “Greeiihouse Gas (“‘GIHG”) 

Regulations”. 

Q- 

A. 

Q e   RE THESE ~ E ~ U ~ ~ , ~ ~ N T S  DIRECTLY IN~~RPORATED INTO 

THE EQCO RESOURCE OPTION MODELING UOUJR ARE 

SPONSORING? 

No, not specifically. As it pertains to the I-hour SO, NAAQS, Mr. McMa1i1.i~ also 

indicates that “The scope and timing of potential eiiiissioii reductions at tlie Big 

Sandy and Mitchell plants is ~iicertaiii.”~ Given this, plus tlie fact that tlie 

evaluated options are already reflective of coal generation facilities that are ‘fully- 

retrofitted’ for S L I ~ ~ L I ~  dioxide (SO& nitrogen oxide  OX) and iiiercury control, at 

A. 

McManus direct, at 9. 
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this point it is not at all certain that additioiial retrofit ieqiiireineiits would be 

required iii any event. As it pertains to any fLiture GHG regulation, Mr. McMa1it.i~ 

also clearly indicates, “It is expected that EPA will propose GHG NSPS 

reqiiireineiits for existing €ossi1 fuel units, h i t  tlie ageiicy has iiidicated that it 

currently ~ i a s  110 plans regarding tlie clevelopiiieiit or tiiiiiiig of this proposa~”.?“ 

That said, as will be discussed later in this testimony, the Coinpaiiy 1m.s 

coiisiclered tlie impacts of C02/carbon legislation as pait o€ its resource option 

iiiocleliiig process. Specific estiiiiates for a $ per tome of emission “carbon tax” 

have been iiicorporated into tlie suite of long-teriii commodity pricing 

underpiiuiing that modeling. 

FOR DISPOSITION OPTION #n,  PLEASE ~C’ONCILE AND DISCUSS 

THE 66BNTERI~99 IMPACTS OF AN ASSBJMIED BIG SANDY 2 

RETROFIT IN-SERVICE DATE OF A P ~ ~ ~ O ~ I M A T E L ~  JUNE m 7 ,  IN 

E CONTEXT OF THE WQUIRE I ~ ~ E E ~ E ~ ~ A ~ I O N  DATES SET 

F o n a x  UNDER THE MATS RULEMAKBNG AND THE NSR CONSENT 

DECW,E, WITH THE LATTER BEING ~ ~ ~ E ~ B E R  sn, 2085. 

It is anticipated that the necessary time to obtaiii Comiiiissioii appiovals, permit, 

engineer, procure inaterials aiid compoiients, construct aiid commission a DFGD 

retrofit at Big Saiidy Unit 2 would now place tlie in-service date, for economic 

modeling piirposes, at approxiinately June 20 17. Given that, and the limiting 

factors associated with the MATS rule and tlie NSR Consent Decree, it was then 

assumed that, for (Option # I )  modeling purposes, Big Saiidy 2 would be removed 

froin service for the approximate 15 iiioiitli period beginning January 1, 20 16 
- 

/bid“ (The acronyiii “NSPS” represents New Soorce Perforinance Standards.) 1 
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through the normal retrofit “tie-in” outage wliich would bcgiii in approxiiiiately 

the April 20 17 timeframe. For modeling purposes, it was assuiiied tlie Coiiipaiiy 

would rely on PJM market capacity aiicl energy during this entire interim period. 

Q. AS S B J P ~ P ~ A ~ ~ ~ ~  IN SCW- EXHIBIT n, KPCO RECE,IVES 15 

PERCENT, OR APPRO~~IMATE,ILY 39O-MV4 OIF TI-IIE CAPACITY AND 

ENERGY FROM THE CURWJNTILY E ~ V ~ ~ ~ N ~ ~ N ~ A ~ I L Y ~  

u ~ ~ ~ ~ N T ~ ~ ~ , ~ E ~  ROCKPORT UNITS n AND 2 AS PART OF ITS 

PURCHASE A ~ ~ , E ~ ~ N T  WITH A F ~ I ~ ~ ~ T E  AEP GENERATING 

COMPANY Q66AEG99)m WHAT UNIT ~ISPOS~TI~N A S ~ ~ J ~ P ~ I O ~ ~  

HAVE BEEN MADE AROUND THOSE BJNITS FOR PBJRPOSE OF THIS 

BIG SANDY UNIT D ~ S P ~ S I ~ ~ ~ N  ~ ~ ~ E ~ I N ~ ~  

For purpose of establishing a iiiodeliiig baseline, it is assuiiied that a single 

Rockport unit will be retrofitted with DFGD and SCR teclinology by January 1, 

20 16 and tlie other Rockport unit would be retrofitted with an FGD technology by 

April, 201.5 and an SCR by end-of year 2019; all in-keeping with the Rockport 

units’ MATS and unique NSR Coiiseiit Decree requireiiieiits and timing, 

respectively. Moreover, given that this KPCo disposition iiiodeliiig focuses on 

decisions arouiicl Big Sandy, a broad assuiiiptioii was made that this AEG- 

Rockport purcliase agreement W O L I I ~  be exteiiclecl beyond the cmrent term of 

December 7, 2022, through the elid of the Strategist@ long-term study period ( i  e., 

2040). However, this in 110 way serves as a coiiiiiiitment to this cotme of action 

for either a Rockpoi-t purchase extension, 01’ the attendant ciiviroiiiiieiital control 

equipinelit selection and iiistallatioii timing applicable to those Rockport units. 

A. 
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Rather it simply serves as, again, a going-in baseline for ICPCo’s overall resource 

portfolio tliat, in turn, impacts tlie iiiodeliiig process for this ICPCo-Big Sandy unit 

7 dispositioii analysis. To be clear, this would not have aiiy bearing 011 this relative 3 

4 

5 

ZCPCo unit disposition analysis in aiiy event, as enclz option evaluated would 

iiiclude tlie saiiie Rocltport-related assiiinptions. 

6 Q* 

7 A. 

6 

9 

10 

11 

12 

13 

14 

15 

16 

17 

16 

19 

20 

21 

22 

VI, EC$DNailC ~~~E~~~ Pl$QCESS 

HCDW WERE THIESE ~ ~ ~ N ~ ~ ~ ~ E ~  ~ ~ T E ~ ~ ~ ~ ~ V E ~  ANALYZED? 

As more fully detailed by Company Witness Mark Beclter, tlie Company utilized 

a proprietary long-term resource optimization tool lu~owii as Strategist@ to 

perform these evaluations. Given tlie termination of tlie Iiitercoiiiiectioii 

Agreement (“Pool Agreement”) effective January 1, 20 14, as described in SCW- 

Exhibit 1, these economic evaluatioiis were performed from the perspective of a 

“stand-alone” KPCo. Further, these evaluations were performed over a 30-year 

economic study period (201 1 tlxougli 2040) in tlie Strategist@ tool so as to 

emulate tlie potential life-cycle of tlie respective asset alternatives as well as in 

recogiiitioii of tlie various down-stream impacts on IQCo’s overall resource 

plaiming needs. 

As described in more detail by Mr. Beclter, the alternative-speciiic, 

geiiel-ation-.related costs/reveiiiie requirements were then discounted to 201 1 

dollars and reflected on a Cuiiiulative Present Worth (“CPW”) basis. It is also 

critical to Luiderstand that tlie fraiiiework for these evaluations was focused not on 

tlie absolute CPW results, but rather a coi~~pc~mtive view of tlie alternative 

options’ results. In otlier words, tlie objective of this exercise was to identify the 
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reBatiwe least-cost alteryativq among those ideiitified in TABLE 1. Finally, the 

results from Strategist@ offer a view of these relative ecoiioiiiics over the full, 30- 

year ecoiioiiiic study period and thereby do not constitutc aii isolated test-year 

cost-of-service view. 

COULD UOBJ PLIEASE IDENTIFY SOME OF TI3E MORE CRITICAL 

INPUT P ~ ~ M E T E ~ S  FOR THE UNIT DISPOSITION ANALYSES AND 

WHERE THAT I N ~ O R M ~ T ~ ~ ~  WAS SOURCED? 

Two of tlie iiiajor uiiderpiniiiiigs in this process are long-term forecasts of 

KPCo’s energy sales aiid customer (peak) demand, as well as tlie piice of various 

gencratioii-related commodities, such as energy, capacity, coal, natural gas, aiid 

eiiiissioii allowances, inclitdiiig carboidCQ2. Both views weie created iiiteriially 

within AEPSC. The load forecast, iiicludiiig projected KPCo energy sales aiid 

demand summaries offered in the SCW- Exhibit I iiiforiiiation appendix, was 

created by the AEP Ecoiioinic Forecasting organization; while the long-term 

coiiiinodity pricing forecast was created by Coiiipaiiy Witness Karl Bletzaclter 

and his AEP Fundamental Analysis group. SC W-Exhibit3 offers a table that 

suiiimarizes several of the l e y  loiig-term fuiidaiiiental commodity pricing 

projections utilized in these analyses. These groups have had years of experience 

forecasting IcPCo and AEP system-wide deiiiaiid and energy requireineiits and 

fuiidameiital pricing for both iiiteriial operational and regulatory purposes. 

Qtlier critical input parameters include the iiistalled cost of the 

eiiviroiiiiieiital retrofits required aiid replacement capacity-build options, as well 

as the attendant operating costs associated with those options -- data which was 
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sourced from the AEP Geiieratioii organization, including AEP Eiigiiieeriiig 

Projects 8c Field Services (“EP&:FS”). 

WOBIILD YOU PLEASE OFFER AN ~ V E ~ V I T ~ ~  OF THE FtCZlRECASTED 

~ U N D A ~ ~ , N ~ A ~  ~~~~~D~~~ PRllCING, INCLUDITNG NATUMH, 

GAS, THAT WAS USIF,D IN TRESIF, PVIODELHNG ANALYSES? 

As sliowii in TABLE 2 below, an array of five (5) unique, long-term coiiiiiioditv 

pricing views established and described by Company Witness Bletzaclter were 

utilized in the Strategist@-based analysis. These profiles consisted of a Base-or 

most probable viekv-as well as four additional scenario views that served to band 

the Base profile: 

 BASE^) 6 6 ~ ~ e e t  ~ r a a n s i t i o n a - ~ ~ ~ ~ ~ ”  ’ . . . rej~ecfiug 
Recognition of ielatively lower fuel price trending, increasing 
natural gas price elasticity and capturing of a likely implementation 
pi-ofile of environmental regtilatioil including CSAPR, MATS and 
potential carbon mitigation via a carbon tax (latter beginning in 
2022). 

Comuutodi<9 Price Bmdifag Scemrios 

eicepf 
2. “Fleet Transition-CSAPR: HIGHER Band”. . . some ns the BASE cnse 

BOLII~CIS the high-end of the BASE case with plausible fiiels, 
emissions and energy pricing-with appropriate feedback for load 
1 esponse-and with such fuel prices varying by approximately + I  .O 
staiidarcl deviation. 

The w e  ofthe term “CSAPR” in tlie forecast title is a naming convention based on the fact that this 5 

fundainental pricing was predicated upon several pr’oposed and emerging EPA rules, including at tlie lime, 
the Cross-States Air Pollution Rule (“CSAPR”). However, as described in  the direct testiiiiony of 
Company Witness Bletzacker, although tlie CSAPR has been vacated, certain emission allowance values 
(i,e”, SO2 and NOs) would expect some changes only for the years 2012-2014 in order to be iii line with tlie 
replaceiiieiit Cleaii Air Interstate Rule pending tlie promulgation of a valid replacement for CSAPR. 
Hence, the described coiiiiiiodity pricing (scenario) forecasts used in these long-teriii KPCo economic 
analyses would result in  110 cliaiiges beginning in 20 IS, \.vliicli approximates tlie start-year of any relative 
long-term, option-specific portfolio variations. 
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3, “Fleet Transition-CSAPR: LOWER Band” . . s m e  NT the BASE cn5e a c e p  
0 Likewise, b o d s  the low-end of the BASE case with plausible fuel, 

emissions ancl energy 131 icing, with such fuels prices vaiying by 
approximately -1 .O standard cleviation. 

66caii’BoIdc&I)2 IPii’icUhg Sceozsaii’i0.Y. 0 * 

4. “Fleet Traiisitioii-CSAPR: No Carbon” sume 0,s the BASE case cibove 

No carbon tax assumed throughout the long-term period moclelecl. 

5 “Fleet Transition-CSAPR: Early Carbon” . . sniiie n~ BASE case excel?/ 
0 An accelei ated-versus BASE v i e w - r n  timeframe for the 

9 
10 
11 

12 Q. HAS THE SELECTION OF THE SPECIFIC H G  SANDY UNBT 

13 

14 THIS KPCO RE-ANALYSIS FILLING, WHEN C O ~ P A ~ ~ ~  TO THE 

1s 

No it lias not. The “NID” DFGD technology is coiisisteiit with tlie Big Saiidy 2 16 A. 

17 retrofit design that was previously subiiiitted in Case No. 2.0 1 1-00401. This 

approach coiitiiiues to represent tlie optimum FGD technology. Oiily the 18 

preswiied in-service date-and the atteiidaiit illstalled (nominal) cost-have 19 

20 changed. 

21 Q. 

2.2 GAS CC. - ALTERNATIVE AVAILABLE TO KPCO THAT YOU HAVE 

~ ~ ~ , N ~ ~ F B E ~  AS OPTION #2 CONSISTENT WITH THE ORIGINAL 23 

24 

25 
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Yes it is. The Strategist0 modeling to proxy this optioii coiitiiiues to be based on 

the assumed utilization of a Mitsiibislii 2x1 M-501 -GAC6 design that would be 

iiomiiially-rated at approxiiiiately 762 MW. Given that this CC facility would 

also be designed with duct-firing and chillers, tlie maximum capability of the unit 

has been determined to be 91 8 MW. It was ftirther assumed to be located at the 

existing Big Saiidy site, thereby utilizing existiiig site infrastructure aiicl 

traiisiiiissioii intercoixiections. 

FURTHER, IS THE ~ ~ ~ ~ A ~ ~ ~ E N ~  SANDY-UT~IT n GAS cc 
~ E ~ O ~ E ~ N ~ ,  A L T ~ , ~ N A T ~ V ~  AVAILABLE TO KPCO THAT YOU 

HAVE ~ ~ E N T ~ ~ I E ~  AS OPTION #3 ALSO CONSISTENT WITH WHAT 

WAS MODELED IN CASE NO. ~ ~ n ~ - ~ ~ ~ ~ n ~  
Yes. The Strategist0 modeling to proxy this optioii also coiitiiiues to be based on 

the assuiiied utilization of the existing Big Saiidy TJiiit 1 steam turbine aiid piping, 

as well as tlie coiijoiiiiiig of two (2,) new Mitsribishi 501-G coiiibustioii turbines 

and Heat Recovery Steam Generators (“IHRSGs”). The iioiiiiiial rating of‘ this CC 

facility tlieii being approximately 745 MW-with duct-firing capability of up to 

802 MW. As with Option #2, this modeled alternative reflected the cost aiid 

performance parameters soiirced from AEP EP&FS as well as tlie AEP Fuel, 

Emissions aiid Logistics (“FEL”) organizations, wliicli iiicluded tlie utilizatioii of 

3rd party expertise in the development of eacli of these natural gas-fired alternative 

cost estiiiiatcs as well as iiiput surrounding tlie required natural gas pipeline 

infiastructure needs. Coiisistciit with Option #2, the major changes to this Option 

This represents two (2) tiatural gas turbines in combination with heat recovery steam generators), and 6 

single steam turbine. 
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#? CC replacement alternative, versus the origiiial filing, is the shift in tlie 

presumed in-service date and the attendant iiistallecl noniiiial costs. 

PLEASE ~ E S ~ ~ ~ E  THE FIG SANDY UNJT ngGrhS CONVERSION 

A~TE~ATIVE NOW BEING INITIAIL,LY I N T R ~ ~ U ~ E ~  AS A 

C ~ ~ ~ ~ N ~ N ~  OF OPTION kt5 IN TI-IIS FILING. 

This alternative is based on an approach wliicli would allow tlie existing, smaller, 

Big Sandy IJnit I to burn iiatriral gas in its steam generator/boiler iiistead of coal. 

It would require some boiler aiid buiiier modifications and, siiiiilai to the CC 

alternatives (Options #2 aiid 3), would require tlie necessary gas pipeline 

infrastructure. Recognizing, however, that tlie unit would be expected to operate 

at approximately tlie same tliennal efficiency/lieat rate as it had as a coal unit, it 

would iiaturally be expected to econoiiiically-generate less energy ( i  e , operate at 

a lower capacity factor) as a gas-fired facility, than when previously operating as 

a coal-fired unit due to tlie relative higher projected $/MMBtu price of natural gas 

versus coal. 

WIW WAS THE LARGER BIG SANDY UNIT 2 NOT ~ O N S ~ ~ E ~ E D  FOR 

SUCH NATURAL GAS CONVERSION?’ 

It is my tuiiderstanding that such conversions would not be practical for this miit. 

Due primarily to its super-critical design, an attendant heat rate peiialty could be 

more severe than what might be expected on a smaller-scale unit, hence tlie 

presumed capacity factor lor a converted LJiiit 2 would then be even lower tlian 

anticipated for Unit I .  Furtlier, the attendant cyclic, start-and-stop nature of its 

operation would likewise not lend itself to a large unit such as Big Sandy 2, 
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compared to the more robust sub-critical steam generator/boiler design of Big 

Sandy Unit I .  

IN SULMMARU, WHAT ARE THE C O M P A ~ T I V E  ESTIMATED 

CAPITAIL, COSTS ASSOCIATED WITH3 THE BIG SANDY IJNIT 2 FGD 

RETROFIT TECHONOLOGU A ~ T E R N ~ T I V E  (oPTIOrv iYnp, THE 

REPLACEMENT NEW-BUILD GAS cc ALTEWATIVE (OPTION #2), 

THE BIG SANDY n ~ , P ~ ~ E ~ D  GAS ~ O M B I N E D  CYCLE 

AIL,TE~NATIVE qon~rro~ #q, THE BIG SANDY UJNIT n GAS 

CONVERSION AE,TE~NATIVE (OPTION #5), AS WELL AS THE 

~ ~ T C H ~ ~ L  TRANSFER A E , ~ E ~ N A T I V ~  ~SPTIONS #n,  2 ,3 ,5  AILIL, 

PREVICDUJSLY DESCRIBED, THAT VVEm UTILIZED IN THESE 

UPDATED KPCO UNIT D I S P ~ S I T ~ O N  ECONOPVIIC EVALUATIONS? 

The following TABLE 3 offers a summary of the capital costs of the options 

modeled in Strategists@: 
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TABLE 3 
( a )  (b) 

1) Estimated "AUteirnative" Capita! Expenditures Direct (EPC) &Indirect  Cost 

(Excludinq AFUDC) 
U n i t  Capoci ty  2 )  

4) IRETROFIT Option (C 

5) Dry (NID'"') FGD(') 788 

6 )  

7) 

3) Option #I: Big Sandy Unit 2 M W  

Plus: Additional Non-Recurring BS2 Environmental 
Costs included in Modeling ( thru 2021) 

TOTAL All Ma jor  Projects 

9) U n i t  Capoci ty 

10) (bv/Duc t-Firing) 

11) Opt ion !#2: Big Sandy Unit 2 M W  

12) 
13) New-Build CC (@ BS site) 91 8 

RE l3 LAC EM E N  T O 1) ti o n 

14) 

15) 
16) Option fi3: Big Sandy Unit 2 
17) 
18) BSlCC, Repowering 

__ REP LACE M EN T 0 p t i o t i  

U n i t  Capaci ty 

(w/Duct-Firing) 
M W  

Mill ions $/ltW Installed 

('As-Spent' 5) (2011 5 )  

$858 949 

$95 48 
$903 997 

Mill ions $/ltW Installed 

( 'As-Spent'$) (2011 $) 

$1,137 1,077 

Mill ions $/ltW Installed 
('As-Spent'$) (2011 $1 

TOTAL COST 
(Fxcludino AFUDCj 

Mill ions 

('As-Spent' $ j  

Mil l ions 

('As-Spent' $) 1 
$97 I 

Mill ions $/ltW Installed 

( 'As-Spent'$) (2011 $1 

$948 P,OG 

$50 __ 

$998 1,102 

53 

Mill ions $/ltW Installed 

( 'As-Spent'$) (2011 $1 

$1,234 1,168 

- 

802 I $1,072 1,260 

19) U n i t  Capoci ty  

L O )  Option tis: Big S a n d y  Unit 1 M W  

!1) 
!2) BSlGas Conversion 268 

!3) 

!4) 

!5) TOTAL All Ma jor  Projects 

REP LACERil EN T 0 p t i o n (E  

Plus: Additional Non-Recurring 581 Environmental 
Costs included in Modeling ( thru 2021) 

! 6 )  U n i t  Capaci ty  

!7) 
! 8 )  
!9) Mitchell 18:tZAssetTransfer @ 20% 312 
30) Mitchell 1&2 Asset Transfer @ 50% 780 

3 1) 

32) 

33) 

34) 

35) TOTAL All Ma jor  Projects 
36) Mitcl ie l l l&2Asset Transfer @ 20% 
37) Mitchell l&ZAsset Transfer @SO% 

Options #1,2,3,5 8~ 6: Big Sandy Unit 1 o r  2 M W  

REP LAC E M  EN T 0 p t i o 11 

Plus: A ddition a1 N on - Recurring Mitchell En vironmen to1 
Costs included in Modeling ( thru 2021), post-l/2014 
Mitchell 1&2Asset Transfer @ 2056 
Mitchell 1&2Asset Transfer @ 5055 

Mill ions $/ltW Installed 

('As-Spent' $1 (2011 

$54 181 

$37 99 
592 - 99 

$251 747 
$628 74 7 

Mi I I i ons  

('As-Spent' $1 
(E 

N / ,  

$0.3 

$0.3 

Mill ions 

('As-Spent' $) 

N/A 
N/A  

$4 
$10 

$4 
$10 

Mill ions $/ltW Installed 

('As-Spent'$) (2011 $) 

$54 181 

1 0  

$57 192 

2 - 

Mil lions $/ltW 

( 'As-Spent'$) (201 2 $) 

No AFUDC would apply 

$214 6443 
$536 648 

$255 758 
$637 758 

(A) Represents AEP EP&FS and FELcapital cost estimates utilized far modeling purposes i n  Strategist" 

(6)"DFGD" also i ncl udes necessary l a  ndfi I I and associated boi I er modifications 

(C) Reflects an assumed - 1 5 %  uni t  derate to  compensate for assumed NID-FGD parasitic load 

(D) Reflects a n  assumed - 3  5% unitderate, also reflects al l  iequlred interconnection and gas pipeline/infrastructure costs 

(E) Costs estimated were already 'fully-loaded' 

(F) Reflects estimated "per book" cost @ 12/31/2013 

__ -_ _____-__-_ I ~- 
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PLEASE ~ E S ~ ~ B E  THE COSTS NOmn) IN TABLE s AS 

' ~ A ~ ~ I T I ~ N A ~ ,  N O N - R E C U I N G  E N V ~ ~ ~ N ~ E N T A L  COSTS 

INCLUDED IN MQPBDIELING (THRU 202ng99, AND HOW SUCH COSTS 

WERE ALSO FACTORED INTO THIS UJNIT ~ ~ S ~ ~ S I T I O N  

EVAJLUJATION PROCESS. 

These costs represent additional identifiable major capital spends that are 

expected to be incurred in tlie future for certain of tlie options modeled that are 

over-ancl-above tlie initial project costs. For instance, for tlie Option # 1 Rig 

Sandy 2 DFGD Retrofit, it was recogiiizecl that additioiial costs pertaiiiiiig to 

emerging EPA regulation summarized earlier in this testimony-iiaiiiely CCR and 

3 16(b) ruleiiialtiiig-could becoiiie a factor. Recogiiiziiig this, and considering 

tlie holistic nature of this evaluatioii process, it was necessary to consider those 

additioiial major, non-recurring capital costs that would be expected to be 

incurred at Big Sandy 2 beyond just tlie cost of' the scrubber retrofit. To do 

otherwise would not be fair to the comparative long-term inodeling exercise. 

Likewise, note also in TABLE 3 that such additional, lion-recurring fktttre 

eiiviroiiiiieiital capital costs have also been recogiiized for tlie Mitchell generating 

assets. Recall tlie transfer cost to ICPCo represents the estimated AEP Generation 

Resources, Inc. balaiice sheet costs for these units as of the assumed asset 

ownership transfer date to be effective January 1, 20 14. Tliese additional costs 

reflect anticipated capital spends associated with future eiivironiiiental-related 

requirements expected to be incurred at the Mitchell plant beyor7d that date. Such 
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costs were then incorporated into the Strategist@ modeling of the optioiis that 

included such Mitchell ownership transfers. 

SCW- Exhibit 4 offers project-specific detail of tliese major non-recurring 

eiiviroiiirieiital capital costs captured in the respective Big Sandy (retrofit) and 

Mitcliell (asset transfer) resource option modeling. 

WHAT VVAS THE SOURCE OF THE  ITCHE EL^, ASSET TMNSFER 

COST DATA ALSO FOUND ON TABLE S? 

KPCo’s estimated Mitchell LJiiit Asset Transfer costs are based on estimates 

provided to iiie by Company Witness Wohidias. 

TABLE 3 DOES NOT SBJMPDAMZIE OPTION #0 IN WI-HICH KPCQD 

WOULD INITIALLY LY ON AN ASSUJMED MAMCET 

Q. 

A. 

Q. 

~ , ~ ~ , ~ c ~ ~ E N T  OF ~ Q T H  BIG SANDY n AND 2 CAPACITY AND 

ENERGY, COUE,D YOUJ OFFER AN OVERVIEW OF THE MODELING 

APPROACHH FOR THIS O ~ T I O ~ ~  

The Strategist@ modeling to proxy, specifically, Options K4A and 4B that was 

summarized 011 TABLE 1 was based on the assuiiiptioii that any aiid all 

iiicreineiital capacity and energy requireiiieiits to meet KPCo native load and 

clemand requirements, in recogiiitioii of a Big Sandy Unit 2 (and Big Sandy Unit 

1) retiremeiit by June 20 15 due to MATS rule requireiiients, would be fully-met 

via market sourcing for some interim period prior to the eventual addition of CC 

and/or simple-cycle CT capacity resources. 

A. 

To perform that analysis, the modeling utilized projections of such inarltet 

values €01 Unforced Capacity (“TJCAP”) applicable to the PJM Reliability Pricing 



WEAVER- 2.5 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1.3 

I 4 

15 

16 

17 

13 

19 

20 Q. 

2. I 

22 

2,3 

Model (“RPM”) capacity marltet coiistruct, as provided by Coiiipaiiy Witness 

Bletzaclter aiicl Iiis AEP Fundamental Aiialysis group. Likewise, tlie atteiidaiit 

significant IQCo energy requireiiieiits that would emerge uiider this Option #4 

alternative were lilewise based on Mr. Bletzaclter’s estimates of PJM on-peak 

and off-peak energy pricing proxied at tlie AEP Geiieiatiiig hub. SCW- Exhibit 3 

orrers a suiiiiiiary of these respective capacity and eiiergy forecaskd values. 

For purposes of the iiiodeliiig exercise for this Option #4, two specific 

sub-options were evaluated. Option #JA assuined that IWCo would fully rely on 

PJM marltet capacity aiid energy-in lieu of the Big Sandy units, a replaceiiieiit 

CC aiicl/or CT-build, or an asset transfer-for a period of up to 5 years (or, 

tlirougli 2020) before such time that replaceiiieiit CC and/or CT capacity would 

be added by KPCo. Option #JB assumed that KPCo would rely on tlie same 

(PJM) marltet-derived capacity aiid energy for a longer interim period, up to I O  

years (or, through 2025). It is tlie Company’s conleiitioii that the shorter-term frill 

iiiarltet exposure profile (Option #4A) W O L I I ~  be tlie more liltely option that W O L I I ~  

be considered-fn/ nlZ-as I will discuss later in this testiiiioiiy. However, in tlie 

interest of transparency, and to offer some additioiial baiidiiig alternatives for 

consideration, a longer-term (interim) PJM inarltet solution was also clioseii for 

iiiodeliiig (Option #4B). 

PLEASE ALSO DESCRIBE WOW THE STMTEGISTO TOOL WAS 

USED IN TIIIIS ANALYSIS TO CREATE THE R ~ ~ ~ I ~ E D  LONG-TERM 

RESOURCE EXPANSION PLANS FOR EACH OF THE lH3SBECTIVE 

BIG SANDY UJNIT DISPOSITION OPTION D ~ S ~ R I ~ E D  IN TABIL,E 1. 
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The timing aiicl general description of each oC the eleven Big Saiidy unit 

clispositioii optioiis suiimiarized on TABLE I (aiid SCW- Exhibit 2), and for 

which installed costs were suiiimarized in TABLE 3, was modeled in Strategist@. 

In order to create the optimal (i. e , lowest cost) geiieration expansion plan for each 

disposition optioii over the entire (2040) study period, the Strategisto model was 

then allowed to optimize subsequent ICPCo capacity aiid eiiergy requirements 

begjnnii7g iiz the yeor 2020 from tlie following iiew generating resources options: 

0 In rill of tlie eleven unit disposition options evaluated, it  COLI^^ choose from 

either: 

o blocks of four, iiew simple-cycle CTs (84 MW each, iioiiiiiial rating), 

0 I” 

o a 50% share o€ a new Greenfield CC-build ( 2 x 2 ~ 1  x 0.5 = 384 

MW, noiiiiiial rating), 01‘ 

a 100% sliare of a new Greenfield CC-build (2x2~1,  767 MW, 

iioiiiiiial rating) as an available alternative capacity and energy 

resource block. 

o 

B In all unit disposition options other tliaii those that would have already 

established a Brownfield CC-build in 2017 ( i e . ,  Options #2A aiid #2B), 

the model coiild choose: 

o a SO% sliare of the identified iiew Broivi?field CC-build (Big Saiidy 

site) as an available alternative capacity aiid energy block. 

0 I n  those specific unit disposition options with larger resource iieeds in the 

period beyond 2020 that are primarily focused on nearer-term inarltet 

solutioiis ( i  e , Options #4A, #4B and #5R), tlie model could also choose: 

o a 100% sliare of tlie identified new Bro~twfield CC-build (Big 

Saiidy site) as an available alternative capacity and energy block 

during this subsequent resource optimization period. 
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Q. AS IT 1911,SO PERTAINS TO THE DEVELOPMENT OF THE 

COMPANY’S FUJTURE RESOURCE OPTIONS, DID THE C O P ~ ~ ~ N ~  

EVALUATE ~ ~ S T ~ ~ F ~ E ~ T ~ V ~ ,  ~ E ~ A N ~ - ~ ~ D E / E N E ~ ~ G ~  

~ F ~ ~ ~ ~ E N ~ ~  RESOURCES IN ~ETERMIN~NG THE LEAST-COST 

ALTERNATBVIF, TO MEET ITS LONG-TIERPVl OBLIGATIONS? 

A. Yes. As described aiicl detailed iii SCW- Exhibit 1, Sectioii 11, Demand-Side 

Maiiageiiieiit (“DSM”) in tlie fonii of both “active” aiid “passive” Demand 

Respoiise (“DR”) initiatives have been incorporated iiito tlie Coiiipaiiy’s resource 

plaiuniiig process. Active DSM, in tlie foriii oE peak-iiiodifyiiig DR activity lias 

been projected as well as passive DSM iii tlie foriii of Eiiergy Efficiency (“EE”) 

prograiiis, which I<PCo aiid this Comi2iission lias supported for soiiie 

While iiot at all trivial, it is evident, however, that such estiiiiated DSM resource 

coiiti-ibutioiis from the estiiiiated DSM activity by or around tlie mid-part oC this 

decade of approximately 30-40 MW-while representing levels tliat are well 

above Iiistoiical KPCo DSM contributions-are clearly well beloiv the significaiit 

capacity iieeds that would be at issue wkeii coiisideriiig tlie dispositioii of iiiiits 011 

tlie scale of Big Saiicly LJiiits 1 aiid 2. For example, even if it were assuiiiecl that 

tlie curreiit modeled level of DSM activity iii or around mid-decade were to 

perhaps duiible in scale, it would offer a relatively siiiall offset wlieii coiiipared to 

tlie approximate 1,100 MW of I<PCo unit disposition requirements at issue with 

Rig Sandy Uiiits 1 aiid 2. 

As specifically set forth in Case No. 2010-00095, which was approved by the Commission in Aiig~ist 7 

20 I 0. 
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2 RESULTS OF THE KPCO UNIT ~BSP~S~TION ALTERNATIVE 

ANALYSES ~ E R ~ ~ R M ~ ~  IN STRATEGIST@? 

A. SC W- Exhibit 5 offers a tabular summarization and comparison of the iiiodeliiig 4 

5 results for the eleven miique ICPCo disposition options for Rig Saiicly 1Jnits 1 and 

2, while SCW- Exhibits SA tluougli SE offer a broader view of the results for 6 

7 e& of the five iiidividual comiiiodity pricing scenarios previously defined in 

8 TABLE 2. 

As also previously described in this testimony these iiiodeliiig results 9 

10 represent relative cost analyses, iiieaiiiiig each are coiiipared to oiie another for 

deteriiiiiiiiig the least-cost alternative outcome. Given that, SCW- Exhibit 5 11 

12 reflects the costs of the various nearer-term alternative-build and (Mitchell) asset 

13 transfer options-as well as PJM marltet options-identified earlier (Options # 1 

tluougli #6) all compared to a “Base” or reference alteriiative. For purpose of 14 

1s these ecoiioiiiic assessmeiits, that Base alternative was establislied as Option #6 

16 from TABL,E 1 . . . 

17 
18 
19 
20 
21 

“Retire both Big Suridv Uniis 1 6; 2 b y  .Jirne 2015, and replace 
isitli cqxrcity crrid energy fj‘oiii a j f i v  percerit oiviiership interesi 
of Miichell Units 1 mid 2, ylzrs cddiiioiiul (-250 &fP/) ccyacity 
arid energy yi~~*chnsed~fi~oni mailable projected P,J&l nzarlce t s  for 
GI period of 10 y e w s ,  ihen c(ssirrne N new-build CC or CT(s) ” 

22 

23 S ~ M ~ A R I ~ E ~  ON SCW- EXHIBIT 5 (THAT WERE FUJRTB-KER 

2 4- 
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Focusing initially on the Company’s BASE (“Fleet Traiisitioii-Q=SAl””) long- 

term fuiidamental coiiiiiiodity price forecast identified aiid summarized by 

Coiiipany Witness Rletzaclter, and reflected in this testiiiioiiy in TABL,E 2 (aiid 

SC W- Exliibit-3), it can be coiicluded that the economically-optirrluiiii KPCo long- 

term capacity expansioii plan result was clearly oiie that would initially iiiclude 

the transfer of a 730-MW. or fifty percent owiiership sliare of the Mitchell plant 

by Jaiiuarv 1. 20 14. 

As summarized on tlie first line o f  data found on SCW- Exhibit 5 (which 

is further detailed in SCW- Exhibit 5A), the relative CPW economic cost of the 

other options analyzed versm the Base Qption #6 view-which incorporates that 

730 MW (50%) ownership share transfer of Mitchell Units 1 and 2, aloiig with an 

assumed smaller, approximate -250 MW iiicreiiiental need for capacity and 

energy from the PJM market for as long as 10 years-ranges from as high as 

+$697 million (+12.0%), to a <savings> for one alternative, Optioii #SA, of 

<$156 million> (<2.7>0/). However, it is important to note that Optioii #SA also 

incorporated the same 730 MW owiiersliip transfer of Mitchell plant; aloiig with 

the assumption that Big Sandy Unit 1 would not be retired but rather converted- 

or “re-fueled”-as a natural gas-fired unit. In fact, setting aside tlie results for 

that comparable Option #SA, this CPW cost preiiiiuiii range versus the Base 

Caption #6 would be +$258 million -to- +$697 million. 

DOES THIS 1VIODEiLHNG CONCLUSiION CHANGE BASED ON THE 

B2ANGE OF ~ O ~ ~ - ~ ~ ~  C ~ P ~ ~ ~ ~ ~ ~ ~  PRIICHMG SCENARIOS ALSO 

EVALUATED? 
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No it does not, but rather is reinforced. Wlieii moving down the SCW- Exhibit 5 

suiniiiary, the relative CPW economic results lor each of the other pricing 

scenarios analyzed would lead to the same conclusioii. Specifically, uiider 

essentially all pricing scenarios evaluated tlie resource options that would iiiclude 

the traiisfer of tlie 780 MW (50%) ownership share of Mitchell (either the ‘Base’ 

Option #6, 01’ Option #5A) offer the lowest CPW economic cost by a reasonably 

significant margin. 

For instance, even uiider Fleet Transition-CSAPR: LOWER Raiid pricing, 

the relative CPW economic costs versus Base Option #6 ranges from as high as 

+$6 17 million, to a <savings> for, again, Option #SA, of <$154 million>.* Not 

surprisingly, under Fleet Transition-CSAPR: I-ITGI-IER Band pricing, tlie relative 

CPW economic costs versus Base Option #6 ranges from as high as +$1,017 

inillion, to a <savings> for Option #SA, of <$149 1 1 1 i l l i 0 ~ . ~  Again, exclztdii7g 

Option #SA-wliich also recognizes a 50 percent Mitchell ownership transfer- 

tlie overall range of CPW costremiurns versus Option #6 was +$62 million -to- 

+$6 I7  million, under Fleet Transition-CSAPR: LOWER Band pricing; aiid 

+$463 iiiillioii -to- +$I ,O I7 million, uiider Fleet Transition-CSAPR: IC-IIGMER 

Raiid pricing. 

ARE THE RELATIVE SIZES OF THESE M ~ D E ~ E ~  CIPW COST 

BREMBBJMS FOR THOSE OPTIONS THAT DO jYOT REFLECT THE 

FIFTY PERCENT MITCHELL ~ W N E R S ~ E ~  TMNSFER CONSISTENT 

These results being further detailed in  SCW- Exhibit 5C. 
These results being fLirtlier detailed in SCW- Eshibit 5B. 

8 
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WHEN VIEWED UNDER THE REPflAlINlING PRHClING SCENANOS 

PJ4IOlfDELIElfD4P 

Yes. As also reflected on SCW- Exhibit 5, when viewed froiii the perspective of 

the additioiial pricing scenarios iiiocleled that were defined 011 TABLE 2; namely, 

Fleet Traiisitioii-CSAPR: No Carbon and Fleet Transition-CSAPR : Early Carbon, 

tlie results are similar. l o  significant relative cost savings were projected for Base 

Optioii #6 (as well as the coiiiparable Option K5Aj when compared to all o r  tlie 

other w i t  disposition optioiis modeled. Most importantly, even uiider a 

coiiiiiiodity pricing sceiiario that would introduce a reasoilable significant “carbon 

lax” in as early as tlie year 2017 (Early Carbon scenario) these iiiodeled results 

offer evidence that tlie relative 30-year study period ecoiioiiiics surrouiidiiig the 

fifty percent Mitchell asset ownership traiis€er coiitiiiued to be sigiiificaiitly 

supeiior compared to tlie other options evaluated. 

YOU HAVE IN~H~ATED TH3E ECONOMICS ARE BASED ON A 30- 

YEAR STUDY PERIOD. WHAT HS THE U ~ T H ~ A ~ E  ~ ~ ~ ~ ~ ~ ~ ~ H ~ N  OF 

TH3IESE ~ ~ ~ P A ~ T H ~ E  E ~ ~ N O ~ ~ ~ ~  TO KPC09S C ~ S T ~ ~ ~ ~ S ~  

TO provide soiiie context for these relative CPW results, for every +/- $100 

iiiillioii CPW cost diIfereiice between aiiy two options, there is a +/- $2.00 per 

Mwh levelized annual impact on KPCo’s generation cost/revenue requirement 

over the subsequent economic li€e cycle analyzed-expressed in 2.0 1 1 dollars. 

For instance, when comparing Option #6 versus Option #2B (Brownfield CC- 

build with PJM marltet purcliases) costs uiider tlie BASE, or Fleet Traiisitioii- 

’” The “No Carbon” pricing scenario modeled results are fiirther detailed in SCW- Exhibit 5D, while the 
“Early Cai boii” pricing scenario results are detailed in SCW- Exhibit 5E. 
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CSAPR pricing scenario, the resulting i-$S60 iiiillioii CPW variance would equate 

to a levelized aimual impact on 6-revenue requirements of +$11.20 per Mwli (or 

1.12 cents/ltWli), in 201 1 dollars. ' ' Therefore assuiiiiiig, foi ease of 

demonstration, tliat this relative revenue requirement impact were applied equally 

to all tariffs, a typical ICPCo Residential custoiner utilizing 1,000 ItWh or eiiergy 

per montli would experience a relative 6-rate impact of +$11.20 per month, every 

month, over the entire affected ( i  e , begiiiniiig in approximately 20 16) future 

study period if a solution was chosen to retire Big Saiicly 2 replacing it with a 

Brownfield CC in lieu ofretiring tlie unit aiid replacing it rather with a SO percent 

(780 MW) owiiersliip interest in the Mitchell plant. 

WHAT ~ ~ ~ H ~ I O N A ~  ~ ~ S ~ ~ ~ A T ~ ~ ~ S  AND CONCLUSIONS CAN 

YOU DRAW FROM THE ~ ~ ~ N O ~ P C  COMPARISONS IN SCVd- 

EXHIBPT 5? 

Based even on the modeling results that were prcdicated 011 a more gas-fiiendly 

Ioiver iiatural gas and atteiidant eiiergy pricing (Fleet Traiisition-CSAPR: 

LOWER Band) and enrlier CarboidCOz (Fleet Transition-CSAPR: Early Carbon) 

scenarios, it would continue to strongly suippoi-t tlie fifty percent Mitchell asset 

transfer. In geiieral ternis, assessing tlie h l l  suite of modeled CPW diffeieiices 

between the evaluated disposition options suiiiiiiarized on SCW- Exhibit 5 ,  tliat 

are inclusive of these hugely iinpactful discrete risk elements, it would iiidicate 

that a specific "metal-in-tlie-gro~iiid'~ ( i  e , non-iiiarltet) solution calling for the 

transfer to IWCo of a fifty percent undivided owiiership interest of tlie fully- 

" 560 / 100 x 2.00 = 11.20 
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coiitrolled Mitchell plant would represent the best Option for ICPCo and its 

custoiiiei s. 

Q. FOCUSING SPIECIIFI1CALLY ON THE FULL ~ A ~ I ~ I E T - ~ ~ R ~ I ~ A S ~  

REPLACEMENT ~~ITIE~~ATIIV~ (OPTIONS #4A AND #4B), PrtrHAT 

CONCJLUSIIONS CAN ALSO BE DR.AWN? 

The Strategist@ results summarized in SCW- Exhibit 5 indicates that Optioii #4A 

(Retire aiid Rcplace Big Sandy LJiiit 2 with [ 1 OO%] purcliased capacily and eiiergy 

fi-om projected [PJMJ marltets for up to 5 years [throrrgh 20201 then replace with 

CC aiid/oi CT-builds), would liltewise reflect coiiiparative study period 

ecoiioiiiics Cavoriiig Base Option #6. Under BASE (Fleet Transition-CSADR) 

pricing this largely full iiiarltet solution was iiiore costly than Option #6 by +$41 I 

million (i-$S67 iiiillioii if that coiiqm-isoii was made to tlie other alternative 

assuiiiiiig the ownership traiiskr of a 50 percent sliare of Mitchell; Option #SA). 

To rciiiforce these results versus such fi.111 (PJM) iiiarltet options, when coiiipariiig 

these Option #4A study period costs versus those of Option #6 across the f i /ZZ suite 

of priciiig scenarios set foi-tli in TABLE 2, tlie relative CPW cost premium of an 

Option #4A (5-year iiiarltet) solution would range from as low as +$221 million 

(under Fleet Transition-CSAPR: LOWER Band pricing) to as high as +$816 

million (under Fleet Traiisitioii-CSAPR : HIGHER Band pricing). 

A. 

Further, results for Option #4B--wliich would extend the full PJM iiiarltet 

purchase period to 10 years (through 2025)-would liltewise be more costly tliaii 

Option #6 under BASE pricing by +$43 5 iiiillioii. When comparing this Optioii 

#4B study period costs versiis Option #6 across the fill1 set of piicing scenarios, it 
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would indicate a relative CPW cost range of between -t-$217 iiiillioii (assuming 

the Fleet Traiisitioii-CSAPR: LOWER Raiid pricing scenario) to $903 million 

(under a Fleet Transition-CSAPR : HIGMER Band pricing scenario). 

WHAT ADDBTIIONAL CONCERNS WOULD EXIST IF KPCQ WERE TO 

EXERCISE AN OPTION SUCH AS #4B THAT WOULD FOREGO AN 

““ASSET” SOLUJTBON WITH ONE SOlLEIZY DEPENDENT ON 

PROJECTED PJM CAPACITY AND ENERGY PaARKET PRICING FOR 

A P ~ ~ ~ ~ I ~ A T E L Y  n,noo MW OF GEN~RATBON CAPACITY, AND 

FOR A IIDEMOD AS LONG AS no YEARS? 

As discussed within tlie testimony of Company Witness McDeriiiott, sucli an 

approach would also potentially subject KPCo and its custoiiiers to additioiial cost 

and peri‘oriiiaiice risks. Further, as siuiiiiiiarized in my Exliibit SCW- 1 

iiiforiiiatioii appendix, AEP and I<PCo have continued to elect to opt-out of tlie 

latest aniiual PJM-RPM (3-year forward) capacity iiiarltet/auctioii, aiid remain 

wider tlie Fixed Resource Requirement (“FRR”), or “self-f-plaiuiiiig” fiaiiieworlc. 

This implies that AEP a d  KPCo view the obligation to reliably serve its 

custoiiiers as paramount. The Company lias no assurances that aiiy fiiture capacity 

required by PJM will be built as a result of the PJM-RPM construct. In fact, 

according to PJM’s own 20 15/2016 RPM Base Residual Auction Results report, 

since the RPM’s iiiceptioii for the 2007/08 plaimiiig period, aiid through the most- 

recent ?-year forward (2015/16) plaiming period, oiily 13,917 MW of 
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thermal iiistalled capacity (“ICAP”) has been offered iiito 

Resiclual Auctions combined. I 2  

of those iiiiie Base 

GIVEN THESE CONCERNS REGARDING THE FUTBJRE TIPaE1,Y 

AVAI~AB~L~TY OF CAPACITY UNDER THE P ~ ~ ” ~ ~ M  PPILARH<ET 

CONSTRUCT, V4If-ShT IS YOUR CONCLUSION ~ , ~ A R ~ I N ~  OPTION 

#4 (RETIRE AND ~ U ~ ~ ~ ~ ~ E P ~ A C E  BIG SANDY UNHT 2-AND UNIT 

I-WITI3 [PJM] MARKET PIJRCHASES)? 

Based on tlie above observations, I coiiclude that while the value of PJM-RTOI3 

capacity projected by the AEP Fundamental Aiialysis group is, in most forecast 

years, well below tlie cost or  a new CC-build-as well as even PJM’s established 

Net Cost of New Entry (“CONE”) value“--aiiy potential ecoiioiiiic beliefit of 

Optioii #4 could be quickly eliminated. Specifically, aiiy perceived beiiefits of 

Option #4 could be diminished upon recognizing: 

a) Tlie price o f  capacity uiicler tlie PJM-RPM iiiarltet currently 

clears on a sii7gle incremental planning year basis, with 110 

assurances-for sellers or buyers-as to the sz~stctirmbi/i/y of 

those prices from year-to-year; 

b) from a buyer’s perspective tlie price of capacity u d e r  the PJM- 

RPM construct could begiii to ultimately mirror, or exceed, Net 

CONE 011 a coiisisteiit basis’’; and/or 

I’ li~tp://~~ww.pjiii.com/-/iiiec~ia/iiiarl~ets-ops/r~iiii/r~~iii-aiictioii-iiifo/20 I205 1 5-20 I 5- I 6-base-residual- 
auction-report.aslix 

most or “RTO” region. 

with the construction and operation of a simple-cycle combustion turbine (SC-CT), 17et of some (siiiall) 
market credits that would be subscribed to that SC-CT via tlie sale of energy and other ancillary products. 

The current Net CONE value for RTO UCAP for the most recent (2015/16) PJM forward planning year 
was established by PJM at approximately $321 per MW-day. 

The projection of RPM capacity value offered by the AEP Fundamentals group reflects PJM’s westein- 

CONE is an RPM market proxy for a base/l .O multiple capacity value based on tlie fixed cost associated 

I3 

I 4  

15 
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c) the price of the attendant PJM market e m r g y  could liltewise 

exceed projected pricing levels. 

Further, there were no modeled ecoiioiiiic outcomes that would alter the 

Company’s conteiitioii that-when coupled with the fact that PJM-RPM capacity 

market construct reiiiaiiis relatively immatture-the inherent yenr*-to_yecw pricing 

uncertainty and ecoiioiiiic risks arouiid being a capacity iiiarltet “price-taler” are 

iiot iii the best interest of KPCo’s customers. 

COULD KPCO EXERCISE YET OTHER MARIrnT OPTIONS TO 

REPLACE THE 800 MW BIG SANDY UNIT 2 (OR, MORE 

~ ~ E C E ~ I ~ ~ ~ ~ Y ~  THE FULL 1,078 MW C A ~ A ~ ~ ~ , I ~ ~  OF BOTH UNITS 

n AND 2) IN LIEU OF A P ~ ~ - R P ~  MARKET OPTION? 

Yes. Recognizing the teriiiiiiatioii of tlie existing Pool Agreement and its capacity 

sliariiig/equalizatioii features by and among its Member Companies, other options 

could theoretically be available to I<PCo. For instance, asstiming that KPCo 

would indeed effectively become a stand-alone entity from a plaruiiiig 

perspective-in addition to retrofit, rel-7laceiiieiit-build aiid asset transfer 

replacement options (Options #1, #2, #3, #.5, #6)-aii option could be to enter into 

a market-based competitive solicitation for as much as -1,100 MW of capacity- 

and attendant energy-being displaced by the potential retireiiieiit of both Big 

Sandy Units 1 and 2. 

IDID KPCO ISSUJE SUJCH A FORPaAL, C ~ ~ P E T ~ T I V ~ ,  SOLICITATION? 

No it did iiot. 
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WHY WAS AN RFP OPTION IFOR AS MUCH AS n,noo MVV OF 

R E P ~ A C E ~ ~ E ~ T  (CAPACITY AND ENERGY NOT (CONSIIDERED AND 

E V ~ ~ U J A ~ E D ~  

Such a iiiarltet optionlview IVNS effectively considered. Option #2 (Retire and 

Replace Big Saiidy 2 with a New Build CC option) offers such a iiiarltet proxy. 

Based 011 discussions with AEP comiiiercial expei-ts, it is very reasonable to 

assume that a long- /em (minimum, 10-20 year term) coiiipetitive purchase power 

agreement (“PPA”) solicitation-for not oiily up to as much as 1,100 MW of 

replacement capacity, but for tlie largely baseload eiieray also being replaced- 

would liltely be offeredlpriced at the cost of a new-build combined cycle in 

response to such an RFP. Based then 011 indicative cost-of-electricity evaluations 

that would assess the cost of a new-build CC, for instance, it was determined tliat 

such options would liltely exceed the cos1 of tlie Mitchell generating asset 

transfer. 

This approach is also addressed by Company Witness McDemiott. 

COULD OTHER, P ~ ~ I I O ~ S L ~ - B ~ I ~ , ~  CC CAPACITY RESIDING 

W ~ T ~ ~ ~  TRE PJM ~ ~ O r ~ ~ ~ N ~  BE OFFERED AS PART OF ANY 

SUCH LONG-TERM, -1 ,m MW RFP ~ N ~ E R ~ A ~ ~ N ~  BY KPCW 

While that is possible, such existing asset markets are extreiiiely liiiiited, 

lmticularly for higher-utilizatioii CC assets. For instance, tlie Company is not 

aware of any active solicitations or inforliial iiiquiries for tlie sale of sucli 

comparably-sized CC geiieratiiig assets. A further complication would be that 

any pre-existing CC asset residing witliin PJM that did iiot already have long- 
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term, bi-lateral buyers for its capacity a id  energy are likely currently being 

offered into-and clearing im--tlie W M  market, iiieaiiing such assets would not 

be available to MPCo as part of any such bi-lateral arrangement in any event until 

the next PJM plaiiniiig period. Given also the fact that siiice essentially all of any 

potential “niercliant” CC assets residing in PJM were built early last-decade (or 

earlier), there is an emerging coiicerii that these facilities could soon be facing 

significant, time-based turbine inspections and expensive re-builds as well as 

other steam-cycle aiicl balance-of-plant iiiaiiiteiiaiice issues, thereby lessening 

their relative ecoiioiiiic values. Again, given this (bi-lateral) iiiarltet uiicertaiiity 

surrounding existing CC generating assets, it further suggests that even if one 

were to assuiiie that sucli geiieratiiig capacity and energy were available, those 

prices-via an asset purchase, or PPA-would likely ultiiiiately proxy the cost of 

new-build replaceiiieiit 6161 capacity and energy, as iiiodelcd Liiidcr Option #2, 

discounted for Iuiowii and measurable relative poorer efficiency and performance 

characteristics as well as increiiientally-reqLiired, emerging life-cycle maintenance 

costs. 

WOULD THERE BE GREATER P O T ~ ~ T ~ A ~ ,  FOR A SUCCESSFTSJL 

C ~ M ~ E T I T E ~ ~  S ~ L E ~ ~ T A T I O ~  OF ~ , ~ L A ~ E ~ E ~ T  BASELOAD 

CAPACITY AND ENERGY IF THE TRANCHE-SIZE WERE CLOSER 

TO 250 MW, OR AN AMOUNT ROUGHLY TEIE SIZE OF BHG SANDY 

UJNIT n ?  
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KPCo coiiteiids that tlie approach of going to the iiiarltet with a smaller WP 

traiiche size could offer a greater prospect of achieving “lower than new-build” 

costs as part of such a market solicitation. 

IS KPCO C ~ ~ ~ N T L Y  PLANNING ON ISSUING A SMALLER 

S~~’~C~TATION POW A ~ P R O ~ H ~ A T ~ ~ , Y  250 MVf OF LONG-TEM 

CAPACITY AND ENERGY? 

As indicated in tlie testimony of Coiiipaiiy Witness Pauley, KPCo currently plans 

on issuing such a coiiipetitive solicitation soiiietiiiie early in 201 3. 

THE STRATEGIST@ ANALYSIS S U ~ ~ A R I ~ ~ D  ON SCW- EXHIBIT 4 

W O U ~ ~  INDICATE THAT OPTION #SA--VJHHCH INCLUDES THE 

PROSPECT OF BIG SANDY UNHT ll NOT RETIIRING, BUT RATHER 

BEING CONVERTED TO BBJRN NATISIME GAS-IS IN FACT THE 

IIJ3AST-COST OPTION‘. IF SO, WHY VVOUIL,D KPCO CONTINUE TO 

PLAN TO S ~ ~ ~ ~ T  AN RFP FOR A ~ ~ R ~ X ~ ~ A ~ E ~ Y  250 MW OF 

CAPACITY AND ENERGY? 

The purpose of a subsequent RFP would be to obtain tlie best price for that 

srmller traiiche of power and energy-included in Option #6-over the 

prescribed teriii. As part of the solicitatioii process it would be very conceivable 

that a Big Saiidy Unit 1 natural gas coiiversioii project (Option #SA) could be 

offered in as part of a formal RFP submittal. Tlwough tlie subsequent WP 

coiniiiercial evaluation process, if this coiiversioii alternative were to prove out as 

being the least-cost approach, then the Coiiipaiiy coiild then exercise such a Big 

Saiidy I gas coiiversioii option. That outcome, however, would be coiiditioiied on 
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24 

ability to obtain the requisite permitting and begin tlie required clesigii and 

eiigiiieeriiig work in tiiiie to achieve tlie desired approxiiiiate mid-20 15 in-service 

date. 

PLEASE SUMMARIZE YOUR C:$I1NClLUJSIONS ASSOCIATED WITH 

THIS KPCO A ~ ~ ~ R N ~ T I V E  RESOBJRCE EVALUA~ION PROCESS 

AND ITS OUTCOME. 

In geiieral: 

0 The alternatives exaiiiiiied represented a well thought-out, robust set of 

alternative resource profiles that would seek to either continue 

operatioii or retire aiid replace Big Sandy Uiiits 1 aiid 2. 

o The Strategist@ modeling offered a thorough, comprehensive 

examination of tlie relative generation-related costs applicable to each 

option across a wide array of projected coiiiiiiodity pricing. 

0 By far, tlie options with tlie least-cost attributes over tlie full study 

period examined represented those profiles (Options #6 aiid #SA) that 

would traiiskr a fifty percent ownership interest of tlie Mitchell units 

to I<PCO. 

0 The recoininelided Option 6 alternative, would o€fer KPCo a balaiiced 

portfolio of sustaiiiable, long-term low-cost baseload generating assets, 

coupled with tlie prospect of seeking a market-based solritioii for its 

reiiiaiiiiiig resource needs. 
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A. An analysis was performed to deteriiiiiie the exteiil by which the installed (or 

equivalent, existing unit acquisition) cost of a Cdl-build solution would have to 

change-i e ,  be reduced-so as to impact that option’s CPW cost sucli that it 

woulcl be equivalent to tlie study period CPW cost results For Optioii H6. Recall 

that the modeled economic study period CPW cost of Option #2B was $560 

iiiillioii more than Option #6 (imdei BASE pricing). IHolding all other mocleliiig 

variables consfalit, in order [or that relative CPW variance to become zero dollars, 

the iiistalled cost (excluding AFTJDC) of tlie CC-brrild modeled in Option #2B 

worrld have to be reduced by $625 iiiillioii (50.6%) (nominal dollars), or an “as- 

built” installed cost equal to only $577 per 1tW (201 1 dollars). If one were 

assessing this value to any potential ird-party-owned (existing) cc asset puicliase, 

that $577 per kW amount would have to be reduced eiw7 fiii*fhei^ in recognition of 

the probable poorer relative theriiial efficiency and iiiaiiiteiiaiice cost exposrirc 

versiis a new-build CC. 

Even wlieii applying this (Option #6 vs. Optioii #2B) relative CPW 

“break-even” analysis wider Fleet Transition-CSAPR : LOWER Band 

Jhdamnta l  scenario-pricing that would favor a gas solution-tlie iesults are 

simiIar. Again, holding all other modeling variables coiistaiit, in order for that 

relative CPW variance of + E 7 2  inillioii to be zero, tlie installed cost OP the CC- 

build used in Option #2B would have to be reduced by $415 iiiillioii (33.6%) 

(nominal dollars), or an installed cost equal to $775 per 1tW (201 1 dollars). 

This sensitivity analysis would pai?icularly support the contention that it 

would be highly speculative to assume that an existing, lion-contracted combined 
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cycle generating asset that may reside in tlie iiiarltetplace could avail itself to 

KPCo at a price that reiider tlie (Mitchell) asset tiaiisfer option less economic. 

VVRAT F U ~ T ~ E R  RIISK ASSESSMENTS WERE P ~ ~ ~ ~ ~ ~ E ~ ~  

As presented in detail in Section III of SCW- Exhibit 1, an alteiiipt to further 

q-Llantily llie potential risks iidiereiit aiiioiig tlie potential Big Saiidy unit 

dispositioii options identified iii TABL,E 1, an additioiial set of holistic economic 

risk analyses were executed. Using aiiotlier proprietary tool known as 

AIIrora\llll)(@ , this stochastic, or “Monte Carlo” modeliiig tecliiiique was performed 

to assess tlie relative impacts of varying driving risk factors over mu/tip/e forecast 

si niuI at ions I 

Q. 

A. 

Q* \VOUILD YOU PLEASE S ~ ~ ~ ~ ~ ~ E  THE RESULTS OF THAT 

A ~ ~ ~ T ~ O N A ~ ,  MONTE CAWLO REX M ~ ~ E ~ , H , ~ N ~  DESCHBED HN 

SCW- EXHIBIT n ?  

A. SCW- Exhibit 1 (Figure 1-1) aiid page 1 of SCW- Exhibit 6 offer both an optical 

aiid tabular suniiiiary of tliose stochastic iiiodeliiig results. It iiiclicates that tlie 

relative CPW cost of Option #3A (BSI CC-Repower, with 20% Mitchell 

Transfer) was raidted firs1 aiiioiig tlie same frill suite of eleven unique options 

aiialyzed within tlie discrete Strategist@ tool previously describecl. Qptioii #3A 

was raided first by virtue of it offering tlie lowest relative Reveiiue Requireiiient 

at Risk (“RIPaR”) profile at +$447 million. As fui-tlier described in SCW- Exhibit 

1 Section 111, RRaR represents tlie difference between tlie calculated geiieration- 

cost CPW SO“’ percentile (median) aiid 95th percentile outcoiiie across the 100 

siiiiulatioiis modeled. Tlie 95“’ percentile representing a level of required revenue 
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sufficiently high tliat it will be exceeded, assuming that the given plan were 

adopted, with an estiiiiated probability of just 5 .O percent. Therefore, RRaR 

represents a measure of customer risk or uiicertaiiity inlierent in each portfolio. 

The Inrger. the RRaR, tlie gi-ectler. the level of risk that KPCo’s customers could 

be subjected to a liiglier geiieration cost-of..service/reveiiue requirement. As also 

sliown on SCW- Exhibit 6 Moiite Carlo iiiodeliiig result table, the RRaR for tlie 

‘Base’ or, fifty percent Mitchell Transfer, with additional iiiarlcet capacity aiid 

energy (Option #6) was raiilted 5”’ among the f d l  suite of options analyzed, at a 

slightly higher +$5 1’7 million. 

However, when examining these results more closely tlie top four raided 

optioiis displaying tlie lowest relative RRaR results (Option #3A, as well as 

Options #1 A, #2A and #5A), each represents resource option having MO marltet 

exposure; iiieaiiiiig each case represents a resource profile with soiiie coiiibiiiatioii 

of “build” aiid (Mitchell) asset transfer. Page 2 of SCW- Exhibit 6 focuses 011 tlie 

reiiiaiiiiiig seven resource optioiis in which soiiie level of (PJM) marltet 

dependency would contiiiuc to exist. That siiiiimary indicates that tlie relative 

CPW cost of Rase Option #6 was now raidted first aiiioiig this suite of seven 

iiiarltet-dependent options analyzed. In this groupiiig tlie +$4 17 iiiillioii RRaR of 

Option #6 was raidted first by a relative raiige of 19.3 percent -to-. 52.4 percent. 

For example, this SCW- Exhibit 6, page 2 suiiiiiiary indicates tliat for all the 

scenarios that would continue to ieflect some level of marltet dependency, tlie 

RRaR for (Option #2B) was liigliei, at i-$641 iiiillioii. So when coiiipared with 

Option #6, it indicates that Option K2B was determilied to be “inore risky” (i e., 
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had greater cost uncertainty between the 50“’ aiicl 95“’ percentile siiiiulated results) 

by an order-of-‘-magnitude of nearly 23 “9 percent. l 6  

When specifically comparing tlie attendant risk profile of Option #G versus 

that of tlie alternative that would rely fz/llj) on the prqjected PJM capacity aiid 

energy iiiarltet for S years (Option {MA), the relative risk associated with the latter 

option iiicreases. The RRaR for Option #4A was deteriiiiiied to be at i-$789 

iiiillion; or a level higher than the Option #6 RRaR level by 52.4 gercmt.  That is, 

in additioii to tlie discrete risk results-shown on SCW- Exhibit 5-from tlie 

Strategist@-based modeling, which poiiit to this Optioii #4A as being $41 1 

inillion inore costly than the ‘Rase’ Option #6, this additional Monte Carlo-based 

risk modeling indicates KPCo’s customers would be potentially exposed to even 

greater cost-of-service/revenue requirenient uncertainty in the future uiider that 

fiill-marltet alternative. 

In sumiiiary, this additional risk modeliiig coiifiriiis tlie results and 

recoiiiiiieiidatioiis established by tlie Strategist@ modeling process that 

determilied that Optioii #6 and Option #SA-both incorporatiiig the owiiersliip 

transfer of SO percent of the Mitchell facility-were the least-cost alternatives as 

set forth in SCW- Exliibit 5 ,  as well as empirically-coiifiriiis the previous notion 

identified within this testimony that described tlie atteiidaiit price-taler risk 

associated with a market solutioii (particularly, Options #4A a id  #4B) woiild not 

he in the best interest of ICPCo’s custoniers. 

641 1517- 1 =0.239 16 
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DO THESE ~ODEJLE~ ICPCO UNIT DISPOSITION ANALYSES 

REFLECT ~ T ~ ~ R - ~ I R E ~ T  AND ] I ~ D I ~ E C ~ - I ~ ~ A C T ~  OVER-AND- 

ABOVE THOSE THAT PSXJOUILD ]INCW,MENTAJLLY AFFECT THE 

COMPANY’S ~~,NER~TION COST-OF-SERVICE?’ 

No. The analyses offered in this testimony do not iiicorporate other such costs. 

For instance, tliese costs do not iiiclucle any and all relative local or regional 

socio-economic impacts tied to any disposition alternative surrounding Big Sandy 

[Jiiit 2. 

Liltewise, as indicated in the testimony of Company Witness Beclter, tliese 

disposition alteriiative ecoiioinics focused 011 iiicreiiieiital iiivestiiieiit only, in  that 

any on-going ‘return-on’ and ‘return-of (clel~reciatiodaniortization) capital 

associated with pre-existing (Big Sandy) geiieratioii plant-in-service or other 

balaiice sheet debits and credits are ignored, as such future related costs/revenue 

requireiiieiits would be assumed to be consistent across all alternatives analyzed. 

WERE ~~~~~ ~ ~ J A ~ , I ~ A ~ I ~ ~  FACTORS C ~ N S I ~ ~ R ~ D  AS BART OF 

THIS KPCO UNIT DISPOSITION ~ V ~ ~ ~ A T I ~ N ? ’  

Yes. Chief among those factors was tlie coiisideratioii of both 

coiistructioii/perforiiiaiice risk as well as the ultimate pricing risk associated with 

tlie various asset-build options evaluated. 

Coiistructioi?/;lgerforIiiaiice Risk: Clearly, Optioiis # I  (BS2 Retrofit), #2 

(Brownfield CC-build), #3 (BS 1 CC-Repower) and coiiipoiieiits of Option #5A/B 

(Big Sandy I Gas Conversion) involve yet-to-be iiilly-designed aiid engineered 
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projects. If any were to be selected as tlie optiiiiuiii solution lor I<PCo, each 

would be challenged to achieve expected completion dates. Conversely, the 

optioiis that would transfer an owiiership interest for tlie Mitchell plant would iiot 

face such uncertainties. As discussed in the direct testimony of Coiiipaiiy Witness 

Jeffery LaFleur, tlieses unit are: a) successfully operating; aiid b) have already 

been retrofitted with major-FGD aiid SC~-eiiviroiiiiieiital controls. While it 

~voulcl be expected that a scrubbed Big Saiidy Unit 2, or replaceiiieiit new-build 

CC, would perform as designed, greater perforiiiaiice risk would naturally apply 

to those yet-to-be-coiiiple.ed options. 

Cost/Priciiig Risk: As iiidicated on the TABLE 3 option cost suiiiiiiary reflected 

earlier in this testimony, when comparing tlie installed costs o l  tlie various build - 

optioiis being evaluated-with tlie exception of tlie 268 MW Big Sandy 1 gas 

coiiversioii option (Option #5) ,  which would offer far lowei energy value-the 

Mitchell 1 &2 Asset Transfer costs at $758/ltW (20 1 1 dollars)--ii?clusive o l  future 

CCR, 3 1 G(b)-relatecl, and ELG-related capital expenditures-aie fa1 lo.i;ver than 

the other asset-build alteinatives. The Big Sandy 2 DFGD option, witli tlie 

attendant future additional future environmental costs is estimated at $l,l02/ltW, 

while tlie respective Browiifield CC aiid Big Sandy 1 CC-Repower optioiis are 

$1,16S/ltW aiid $1,2,60/ltW, respectively (all in 201 1 dollars). Recognizing also 

that tlie costs identified on TABLA2 3 are shown “‘E:tcludiiig AFLJDC”, those 

differences would only become i710i.e pronoimced since the Mitchell asset transfer 

cost would not be ftirlher burdeiied witli AFLJDC. 
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]In sum, tlie estimated Mitchell transfer cost is largely a bird-in-the-liaiicl 

and will not liltely materially fluctuate. However, tlie costs of tlie BS2 scrubber, 

or any replacement CC-build options coulcl, of course, experieiice noli-anticipated 

iiicreases. 

X. ,CONg&USIONS BASED ON THESE ANALYSES, 

7 A. Several filial siuniiiarizations aiid conclusions caii be drawn from tlie information 

8 offered within this testiiiioiiy. 

9 (1) ICPCo, AEP aiid other utilities will liltely be subject to 

10 sigiiificaiit cost aiid (impleiiientatioii) timing challenges 

11 going-forward in complying with eiiiergiiig EPA ruleiiialtiiig 

12 that will impact coal-based geiieratioii. 

13 KPCo has set forth alternative capacity resource optioiis that 

14 offer a reasoiiable array of unit disposition alteriiatives, 

15  including introduction of alternatives for Big Saiidy TJiiit 1 

16 and 2. 

(2) 

17 (3) KPCo has performed robust economic aiialyses arouiid these 

I 8  alternatives that would point to tlie owiiersliip transfer of a 

19 fifty percent uiidivided interest of both Mitchell Uiiits 1 aiid 2 

20 as beiiig the least-cost solution over the long-term ecoiioiiiic 

21 study period. 

22 (4) ICPCo has corroborated, iiicluding tlu-ougli additional risk 

23 iiiodeliiig, that a full (approximately 1,100 MW) replacement 

2,4 of Big Saiidy LJiiit 2 (aiid Wig Saiidy Unit 1) capacity and 

2.5 eiiergy by way of a market-based solution aloiie would 
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disadvantage its customers due to the poteiitial market price 

and perforiiiaiice uncertainty-includiiig tlie existing PJM- 

RPM construct-that could expose these customers to 

ultimate reliability and, possibly, year-to-year volatility in tlie 

form of price-taler risk. 

( 5 )  IQCo has demonstrated tliat certain “qualitative” risk factors 

around coiistructioi~~erforiiialice aiid attendant potential cost 

favor the existing Mitchell asset transfer option. 

(6) Based on tlie alternative least-cost and discrete price risk 

scenarios profiling-including the prospect €or carboidC02- 

performd in its Strategist@ modeling, as well as separate 

Monte Carlo risk modeling, it is in the long-term interest o f  

ICPCo’s customers to tale advantage of tlie available Mitchell 

Units 1 and 2 geiieratiiig assets by acquiring a fifty percent 

uiidivided interest in those units effective January 1, 2014 to 

replace Big Sandy Unit 2; while also issuing an RFP for 

approximately 250 MW of capacity and energy to effectively 

replace Big Sandy Unit 1. 

DOES THIS CONCLUDE YOUR ~ ~ ~ - ~ I ~ E D  DBmCT T ~ ~ T I ~ ~ N ~ ~  

Yes. 
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Supplemental Inforination to S ~ t p p u i  the IWCo Planning Process a id  Issues Represented 
in this CPChT Applicalion 

1. BACKGROUND AND GOVEWANCE 

The total AEP System iiicludes ten utility operating coiiipanies, operatiiig in eleven states, 

with generation aiid traiisiiiissioii assets in, primarily, two diflereiit Regioiial Transmission 

Orgaiiizatioii (“RTO”) plaimiiig aiic-1 operational regions. Those RTOs are the PJM 

Intercoimectioii, L.L.C. (“PJM“), in AEP’s eastern zone, and the Soutliwest Power Pool 

(“SPP”) in its western zoiie. KPCo is a wholly-owned subsidiary of AEP-serving retail 

custoiiiers in eastern Keiitucky-and is located in its eastern or PJM zoiie. In addition to 

KPCo, the AEP Operating Compaiiies coiiipuisiiig this eastern zone (collectively, “AEP - 
East”) coiisist of: 

0 Appalachian Power Company (“APCo”), serving large portion of West 
Virginia, aiid western Vi1 ginia; 
Iiidiaiia Micliigan Power Coiiipaiiy (“I&M”), serving portions or iiortlierii 
a id  eastern Indiana and southwestern Michigan; and 

0 

0 Oliio Power ~ompa i iy  (“oPco”), serving portioiis 01iio. 

In addition, two additioiial Qperatiiig Companies residing iii this eastern 
zone, Kingsport Power Coinpaiiy aiid Wieeliiig Power Company 
represent lion-generating af‘llliates. 

AEP-East collectively serves about 3.6 iiiillioii customers in aii approximate 90,000 square- 

mile area of Kentucky, Virginia, West Virginia, Ohio, Iiidiaiia, Michigan, aiid Teiiiiessee. 

I-Iistorically, the projected capacity rcsoiirce iiecds for KPCo were establislied in conceit 

with that of AEP-East under the auspices of the Intercoimectioii Agreeiiieiit (“Pool 

Agreement”), which was established ‘‘(Qor the puiyoses of obtaining the iiiost efficieiit 

coordiiiated expaiisioii aiid operation 01 their electric power supply facilities. . . ’.2. This 

iiicludes the coordinated aiirl integrated deteriiiiiiatioii of load aiid (peak) deiiiaiid 

OPCo and the foriiier affiliate operating company Columbus Southern Power Coiiipany (“CSP”) were legally 
merged effective January 1 ,  201 2. 
’ Article 4. I of the ~nterconnectioii Agreement. 
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Supplemental Information to Support the KPCo Planning Process and Issues Represented 
in this CPCN Rpplicatioii 

obligatioiis for KPCO aiid each of tlie otlier Meiiilier Companies defined iii tliat agreeiiieiit 

(APCo, CSP, T&M, aiid OPCo). 

As more fLilly described by Coiiipaiiy Witiiesses Patiley aiid Woldias, on 

October 3 1, 20 12, various filings were inade with tlie Federal Energy Regulatory 

Commission (“FERC”) which sought to, anioiig otlier things: 

0 Teriiiiiiate the previous AEP Pool aiid eiiter iiito a Power 
Coordination Agreeiiieiit (“PCA”), which affords greater operating 
coiiipaiiy autonomy; and 

0 Facilitate the asset traiisfer of a fiAy percent uiidivided owiiersliip 
interest of Mitcliell Plaiit to I<PCo. 

A, IDeseriptionn off KPCo’s enstoinner base 

KPCo’s custoiiier base coiisists of both retail aiid sales-for-resale customers located in 

eastern Keiitucky. Approximately 1 73,000 residential, coiiiiiiercial, iiiclustrial aiid otlier 

retail, end-use customers are served by the Coiiipaiiy. These KPCo retail customers 

represent nearly 99 perceiit of ICPCo’s energy sales iii 20 1 1, with tlie balaiice coming 

from sales to t l x  Cities o€ Vaiiceburg aiid Olive Hill, for wliich I<PCo provides 

wholesale service for ultimate dislributioii aiid resale to their end-use ciistomers. 

To eiisure the continuation of reliable service, tlie peak deiiiaiid of its customer base 

represents oiie of tlie primary uiiderpiimiiigs o f  any capacity resource plan. The peak 

load requiremelit of all KPCo retail aiid sales Cor resale wholesale cListoiners is seasoiial 

iii mature, with distinctive peaks occurring iii both tlie suiiiiiier aiid the winter seasoiis. 

Historically, KPCo’s peak deiiiaiid lias been recorded in the winter season, with the all- 

time winter peak being 1,808 IMW, which occurred 011 February 6, 2007. 

Coiitrastiiigly, the highest recorded suiiiiiier peak was 1,3 S I  MW, which occurred 011 

August 2, 2006. 
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10-Year (2012-2021) 

Total Growth 48 712 
Compound Annual Growth Rate 0.45% 0 37% 

20-Year (201 2-2031) 

Compound Annual Growth Rate 0.54% 0 58% 
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IO-Year (201 2-2021 ) 
Total Growth 253 1,885 
Compound Annual Growth Rate 0.37% 0 16% 

20-Year (2012-2031) --------------- ---- 
Total Growth 694 11,011 
Compound Annual Growth Rate 0.47% 0 44% 

$upplemeiital Iiiformatioii to Support the MPCo Planning Process and Issues Represented 
in this CPCN Application 

The following Table 1-1 offers the latest (Septeiiiber-20 12,) AEP Economic 

Forecastiiig projectioii of KPCo aiicl AEP-East (suiiiiiier) peak deiiiaiid aiicl interiial 

load. Over the iiext 10 year period (through 2021) I<IpCo’s suiiiiiicr cteiiiaiid is 

aiiticipated to increase by a compouiid aiiiiual growth rate of: 0.45 percent, or by a total 

of48 MW; relative results which are geiierally 011 par with those of the overall AEP- 

East regioii for the same period. 

n b n e  1-n 
Prajected (Summer) Peak  Demand a n d  Inteem! Load 

KPCD and AEP-East 
(Sep-2012 Fcst) 

Year 
2012 
2013 
2014 
2015 
2016 
201 7 
2018 
2019 
2020 
202 1 
2022 
2023 
2024 
2025 
2026 
2027 
2028 
2029 
2030 
2031 

Peal; Demand (RAW) 

W C O  A E P-E a s t” 

1,’183 (A) 

A,180 
1,jao 
’1 ,I 95 
1 ,I 99 
1,20A 
1,208 
1,215 
1,221 
1 J3-l  
1 ,240 
9,242 
’1 ,24.8 
II ,259 
1,269 
a ,279 
4,286 
1 ,29’i 
q ,301 
q ,34 1 

21,075 
20,543 
20,769 
20,972 
21,102 
21,195 
21,327 
2 1,470 
21,573 
2’1,787 
21,956 
22,075 
22,206 
22,437 
22,619 
22,809 
22,963 
23,148 
23,343 
23,542 

1 latema! Load (GWh)  1 
KPCO AEP-EastA 

Year 
2012 7,444. 127,337 
2013 4,427 123,031 
2014 7,4G4 124,329 
2015 7,495 125,257 
2016 7,528 125,985 
2017 7,557 126,417 
2018 7,592 127,023 
2019 7,629 127,749 
2020 7,661 128,435 
202 1 7,696 129,221 
2022 7,736 130,030 
2023 7,777 130,886 
2024 7,820 131,769 
2025 7,359 132,634 

133,538 2026 7,905 
2027 7,953 134,482 

2029 8,045 136,385 
2030 8,091 137,352 
2031 8,q37 138,348 

2028 8,002 135,457 

@)Actual I<PCo surnrnir peak deinand on June 29.2012 (@ 4PM) 
* AEP-East includes Ohio-Wires customers 



Suppleineiital Information to S~ppor t  the IWCQ Planning Process and Issues Represented 
in this CPCN Application 

It is assuiiied that the underlying minimum reserve iiiargin criteria to be utilized in tlie 

determiiiatioii of AEP-East aiid, ultimately, IQCo capacity iieeds assessiiieiit is the 

current PJM board-approvecl Installed Reserve Margiii ( c ‘ ~ ~ ~ ” )  level oi‘ 15.4- perceiit.’ 

On October 1, 2004, AEP traiisfei-red ftiiictioiial control of its transmission facilities as 

well as its generation dispatch, including tlie traiisiiiissioii aiid generation facilities 

owiied by its operaliiig coiiipaiiies, iiicludiiig I<PCo, to PJM. With that, the PJM 

Reliability Ass~iraiice Agreeiiieiit defiiies the requireiiieiits surrounding various 

reliability criteria, iiicludiiig measuring and ciistiring capacity adequacy. In that regard, 

each Loact Scrviiig Eiitity (LSE) in PJM is required to provide an aiiiouiit of capacity 

resources determiiiecl by PJM based on several factors, iiicludiiig PJM’s IIplvl 

requirement. This requireiiieiit is itself based 011 the amoiiiit of resources needed to 

maintain, aiiioiig other things, a loss-of-load expectatioii of oiie day iii teii years. 

Additioiially, load diversity among tlie LSEs and PJM, and geiieratiiig asset-assumed 

equivaleiit forced outage rates (“EFOR”) represent other [actors iinpactiiig sucli 

required iiiiiiiiiiuiii reserve levels. 

Furtlier, begiimiiig in 2,007--for the initial 20 10/1 1 “plaimiiig year”-tlirough toclay- 

for tlie iiiost recent 201 5/16 Plaimiiig Yea-AEPSC, as ageiit lor its AEP-East LSEs, 

iiicludiiig KPCo, has given amiual iiolice o l  its iiiteiit to elect to coiitiiiuc to opt-out of 

tlic PJM Reliability Pricing Model (‘‘WM’) three-year loiward capacity auctioii and, 

instead, meet its capacity resource obligatioii tlx-ough participation in the optional, 

FERC-authorized Fixed Resourcc Requireiiieiit (“FRR”) construct. FRR requires AEP 

aiid KPCo to set forth its fiiturc capacity resotirce prof& aiid positioii under, 

esseiitially, a “sell-plaiuiiiig” loriiiat that is predicated upoii enswiiig the stand-alone 

achieveiiieiit of its future custoiiier peak deiiiaiid plzis IlpM requirements. FLU ther the 

proposed PCA ofi‘ers a loosely-iiitegrated arraiigeiiieiit in which the surviviiig operating 

’ As established by PJM beginning with the 2013/14 Reliability Pricing Model, Base Residual Auction as well as To1 
non-auction, Fixed Resouice Requii eiiient entities such as AEP Foi puipose of the modeling exeicise to be discussed 
th i  ougliout this testimony, it is assuiiied this 15 4% IRM level woulcl iemain constant going-foiwai d 
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Supplemental Inforinatioii to Support the KPCQ Plaiiniiig Process and Issues Represeiitecl 
iii this CPCN Application 

coiiipaiiies (APCo, I&M aiid IWCo) are expected to be self-sufficient for both capacity 

and eiiergy requirements. 

Currently, it is AEP aiid ICPCo’s position that the interests of its customers are better 

preserved under that FRR li-aniework. While IWCo and the other operating coiiipaiiies 

who will be iiieiiibers of the PCA-APCo aiid I&M-begiimiiig with the ne-cf 

(201 6/17) PJM-RPM planning year, reserve the future optioii of electiiig to participate 

in the RPM forward auction process. 

To meet the iiiost recent projected peak demaiid aiid aimual eiiergy requireiiieiits of its 

custoiiiers, as part of its FfQZP obligatioiis in PJM for the current, 2012./2013 Plaiiiiiiig 

Year, IWCo is relying oil 1,470 MW o€ owiiecl-or for wliicli it cui-reiitly has a loiig- 

term purchase eiititleiiieiit-geiieratiiig capability. The make-up of KPCo’s PJM- 

recogiiized installed capability (“ICAP”) iiicludes a portfolio o€ coal facilities identified 

in the followiiig table: 

COAL: 

J 

J 

J 

J 

Big Saiidy ‘CJiiit 1 (273 MW) located in Louisa, ICY. In-service 1963 

Big Sandy Uiiit 2 (300 MW) located in Louisa, ICY. In-seivice 1969 

Rockport TJiiit 1 (1 97 MW) located in Spencer County, IN ‘ In-service 1984 

Rockport Unit 2, (195 MW) located in Spencer County, IN ’ In-service 19S9 

TOTAL (20 1 1 /20 12 PJM Plaiuiiiig Yea )  1,470 MW 

This reflects I<PCo’s 30% purchase entitleilielit fiom the (io%), AEP Generating Company (AEG) ownership share 

This reflects I<PCo’s 30% purchase entitlement froin the (SO%), AEG sliare of the 1300-MW unit that is currently 

‘I 

oftlie (total) 1315-MW unit. 

undeI lease to non-affiliate Lessors. 
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Supplemenial Inrormation io Supk3ort the I<PCo Planning Process and 1ssr.m Represented 
in this CPCN Apylicalion 

Demand-Side Management (“DSM”) in the Coriii of both “active” aiid “passive” 

Demaiid Response (“DR)’) iiiitiatives have been iiicorporated into the Coiiipaiiy’s 

resource plaiuiiiig. Active DSM, in the foiiii of peak-modi€yiiig DIP activity have beeii 

projected as well as passive DSM in the form of Energy Efllcieiicy (“EE”) prograiiis, 

wliicli ICPCo aiid this Coiiiiiiissioii has suppoi ted for soiiie time. The following Tablle 

1-72 identifies tlic level of IWCo (total) deiiiaiid reduction initially anticipated over the 

forecasted time liorizoii based, in pait, on tlie requireiiieiits lor DSM as set foitli in Case 

No. 2,010-00095 approved in August, 2010. While not at all trivial, it is evident, 

however, such DR resource coiitributioiis from the estimated DSM activity by or 

arouiid the mid-part of this decade of approximately 30-40 MW are clearly well below 

the significant capacity needs that would be at issue wlien considering the dispositioii oC 

uiiits 011 tlie scalc of Big Saiidy Units 1 aiid 2. 
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SuppIemeiital BnFormation to Support the MPCQ Plaiiiiiiig R ~ Q C ~ S S  and Issues Reisresented 
in this CPCN Application 

T ~ ~ P I I ~  n-2 

P r o j e c t e d  D e m a n d  R e s p o n s e  (DR)  a n d  E n e r g y  Ef f i c iency  (EE)  
KPCO and AEP-Easi 

(Sep-2012 Fcst) 

Year 
2012 
2013 
2014 
2015 
2016 
2017 

2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 
2029 
2030 
203 1 

2018 

(CURRENT) 
PJM-APPROVED 

INTERRUPTIBLE DEMAND 
RESPONSE 

P e a k  R e d u c t i o n  (MW) 

MPCo AEP-East 

0 58 1 

0 581 
0 58 I 

0 58 1 

0 58 1 
0 58 1 
0 58 1 
0 58 1 
0 581 
0 58 1 
0 58 i 
0 58 1 

0 58 1 

0 58 1 
0 58 1 
0 581 
0 581 
0 58 1 

0 58 1 

0 58 1 

<- 

(PROJECTED) 
"ACTIVE" 

D E MAN D RES P 0 N SE 

P e a k  R e d u c t i o n  (MW) 

KPCo AEP-East 

4  50 
4 50 

'1 8 300 
26 450 
35 GOO 
36 612 
36 624 
37 637 
30 649 
39 662 
39 676 
40 689 
41 703 
41 703 
41 703 
4 1  703 
41 703 
41 703 
41 703 

11 I ao 

(PROJECTED) 
"PASSIVE" 

DEMAND RESPONSE 

Pealc R e d u c t i o n  (NW) 

KPCo AEP-East 

3 146 
4 274 
6 418 

1 2  732 
'1 6 806 
17 868 
19 957 
2 0  1 ,064 
2'1 1,142 
21 1,202 
21 1,247 
2 1  1,280 
2 1 1,310 
21  1,319 
22 1,320 

a 584 

22 1,318 
21 1,318 
22 1,319 
2 2  1,319 

T O T A L  
D E M A N D  R E S P O N S E  

P e a k  R e d u c t i o n  (MW) 

lip c o  AEP-East 

6 777 
8 905 

17 1,179 
25 1,465 
38 1,763 

53 2,OG 1 
55 2,162 

59 2,372 
G O  2.446 
G I  2,503 
62 2,550 
62 2,594 
62 2,603 
63 2.604 
6 3  2,602 
62 2,602 
6 3  2,603 
63 2,603 

51 1,987 

57 2,282 

1 

Year 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
202 1 
2022 
2023 
2024 
2025 
2026 
2027 

2029 
2030 
2031 

2028 

( P R O J E C T E D )  
C U M U  L A T l V E  

i N E R G Y  EFFICIENCY 

(GWh) 

KPCo AEP-East 

19 1,006 
3 3  2,033 
43 2,974 
52 3,620 
77 4,135 
94 4,575 
102 4,945 
110 5,468 
116 6,103 
'1 '1 8 6,544 
119 6,901 
'119 7,187 
119 7,410 

119 7,635 
119 7,635 
119 7,635 
119 7,635 
I 1 9 7,635 

7,635 1'19 

119 7,578 

-- .I 
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Supplemental Information to Support the KPCo Planning Process and Issues Represented 
in t h i s  CPCl\T Application 

Assumiiig that the KPCo LSE were viewed iiidividually as pal? o€ a PJM-planning 

perspective, the following Table 1-3 o€fers an overview of such a I(fpCo “staiid.-aloiie” 

capacity position witliiii PJM. This view e€fectively assuiiies that the Coiiipaiiy would 

coiitiiiiie to elect to participate in the PJM-RPM as an FRR (i e , self-plaiiiiing) entity as 

opposed to participatiiig in PJM’s capacity auction construct. Fui-tlier it assuiiies, as a 

“going-in” or a base assumption that Big Saiidy Units 1 aiid 2. would coiitiiiue to 

coiitiibute ICAP through tlic 20144 5 PJM Plaimiiig Year only; iiicaiiiiig each would be 

retired effective Julie 2015. As reflected in the Table 1-3 column ideiitified as “Net 

Positioii w/ New Capacity” (col. 20), IQCo woiild ultiiiiately become short capacity by 

937 MW begiiming with the 201 5/16 Plaiviiiig Year timefraiiie; or the first plaiiiiiiig 

year after aiiy presumed Big Saiidy uiiit retirements. This demonstrates and confirms 

hat, iiot suiprisiiigly, KPCo would be sigiiiiicaiitly exposed-fioiii a stand-alone 

plaiviiiig perspective-should a Big Saiidy disposition strategy call for tlie retirement of’ 

these units. 

Based oii the recoiixiieiida~ ions set forth in iiiy testiiiioiiy and, again, assuiiiiiig that the 

I<PCo LSE werc viewed iiidividually as part o€ a PJM-planning perspective, the 

followiiig Tabk 1-4 orfers aiiother overview OC such a KPCo stand-aloiie capacity 

positioii witliiii PJM. Also assuming KPCo would coiitiiiue to elect to be an FlPR 

plaiuiing entity, it o€fers a (potential) filial KPCo capacity position profile that reflects: 

o 

o 

Retireiiieiit of Big Sandy Units 1 aiicl2 effective Julie 20 15; 

Asset traiisfer of SO percent of Mitcliell tJiiits 1 a id  2 effective Jaii~iary I ,  
20 14.; 
the assuiiiptioii of a 10-year, approximate 2.50 MW capacity purcliase (i. e., 

PPA) comiiieiisurate with the retirement of Big Saiidy 1 aiid 2,; aiicl 

the potential €or ownership of an approximate 300 MW coiiibiiied cycle 

facility subsequeiit to the ioiig-term capacity purchase at the eiid of that 

purchase period. 

o 

o 
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v 
0 
c 

c K 3 a 

- 
N 

1 
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Supplemeiital Information to Support the KPCh Planning Process aiid lssues Represenled 
in this CPCN Application 

Oiice the discretely-iiiorlelecl Strategist@ resource alteriiative resource portfolios ideiitifiecl in 

Exhibits SCW- SA though SE were established, they were subjected to risk “stress-testing” to 

eiisure that iioiie of the plaiis liad outcoiiies that were ecoiioiiiically-exposecl-versiis the other 

plans-under an array of iiiput variables. 

A. The Anroraxn”p Model! 

The proprietary AuroraxM1’@ iiioclel was developed by EPIS, Iiic. in the inid 1990’s aiicl 

has beeii liceiised for use by AEP siiice 2.002. A W O ~ ~ ~ ~ ~ ~  is primarily a procIuctioii 

costing inodel usiiig a iiliidaiiieiitals-based, multi-area, transiiiissioii-coiistiaiiied 

dispatch logic iii order to simulate real iiiarltet conditions. At AEP it used by the AEP 

F~iiidaineiital Aiialysis group priiiiarily as a loiig teiiii optimization tool to forecast mid- 

arid long-term power piices and other iiidustry commodity pricing for all regioiis witliin 

the Eastern Iiitercoimect and ERCOT. 

model is its endogenous risk analysis 

capabilities for stochastic or raiidoiii-variable (“Monte Carlo”) simulations. For the 

purposes of this study, a coiiiiiioiily accepted saiiipliiig iiiethod (i e , the Latiii- 

Hypercube) is eiiiployed by the tool in order to generate a plausible distributioii of risk 

factors with a relatively small iiuiiiber of samples or risk iteratioiis. 

XMPO Oiie of the features 01 the Aurora 

This study focused solely on the IWCo poi tfolio of geiieratiiig units. One 

liundred (1 00) risk iteration runs were siiiiulated with five key risk factors being 

sampled. The results take the form of a distributioii of possible geiieratioii-related cost- 

of-service/reveiiue requireiiieiit outcomes for each plan portfolio. The input vai iables, 

or l ey  iislt ractors coiisideied by ~~iz-ora“”‘O within t~iis aiialysis were: 

0 coal prices (UMMBtu); 
0 natural gas prices ($/MMBtu); 
o 

0 

0 

(SPP) oii-peak a id  of[-peak eiiergy prices (UMwh) 
COZ emission (allowance) price/tax ($/torme); aiid 

f U  requireiiieiits KPCo load (6wh) 
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Supplemental Iiiforiiialioia to S ~ i p p ~ r t  the ICRCo Planning P ~ Q C ~ S S  and Issues Represented 
in ihis CPCN Application 

For each portfolio, tlie iiiodeled df le imce  between the calculated geiieratioii cost 

cuiiiiilative present worth (“CPW”) at tlie 50‘” (iiiedian) and 95th perceiitile outcollies 

across tlic 100 simulations was ideiitilied as Reveiiue Requirement at Risk (“”IPRaR”). 

The 95‘” perceiitile represents a level of required reveiiue sufficiently high tliat it will be 

exceeded, assuming that the given plaii were adopted, with an estiiiiated probability of 

oiily 5 .O percent. Tli~is, the RRaR represents a measure ol“ customer risk or uricei-taiiity 

iidiereiit in each portfolio. Tlie lcrger tlie RIPaR, tlie gr*enter tlie level of risk that 

I<PCo’s customers could be subjected to a higher generation cost-of-service/l.eveiiLie 

requiremiit . 

jlTigwe 1-1 that follows shows tlie distributioii of outcomes for each of the plans 

tliat were evaluated (Options #1 tlirough #6). Note that tliese CPW results are largely 

coiisisteiit with the CP W vaIues calculated using the Strategist@ tool, with the Option 

#SA (SO% Mitchell Transfer, with BS 1 gas conversion) case being tlie lowest cost plan. 

The iiiiportaiice of this evaluation, however, is not in matching the discrete Strategist@ 

results, but rather in exainiiiilig the d n t i i z  rjsk aiiioiig the portfolios. As Figzire I - I -  

iiicluding the supportiiig table-indicates, the RRaR (difference between tlie 50th aiid 

95th probaldity percentile simulated result) is also nearly the lowest for Option #SA. 

Tliis reinforces tlie coiiclusions from tlie Strategist@ optimization analysis that, ail 

optioii iiiclusive of tlie fifty percent Mitchell Asset Transfer would produce relative 

reduced cost risk exposure to I<..PCo’s custoiiiers over the long-term sti.idy period. 



Appendix Exhibit SCW-1 

Supplemental Tiiforination to Support the KPCo Planning Process and Issues Represented 
in this CPCN Application 

Co- PJiait Dispositioirz - Simckstioia Risk istribictioia, A& Optioias 

KPCo Unit Disposition Risk Analysis -- ALL Options 

100 

90 

80 

70 

60 

50 

40 

30 

20 

10 

0 

QQ 
b? 

QQ QQ 
69 2 

Cumulative Present Worth (CPW) - Costs 
$ Millions 

-0pbon #1A ==--Opbon #l B -Option #2A -0pbon #2B -Option #3A -Option #3B 

Opbon #4A ---0pbon #4B .Opbon #5A Opbon #5B -(Base) Option #6 

CPW ($Millions) 50 6,123 6.380 5,912 6,153 5,972 6,325 6,178 6,037 5,458 5,856 5,612 

95 6,633 7,061 6.412 6.794 6.418 6,942 6,967 6.751 5.910 6.504 6.129 

'RRaR ($Millions) 95th vs 50th I 510 I 681 I 500 I 641 I 447 I 617 I 789 I 714 I 451 I 648 I 517 

'RRaR ' DELTAS: 
(Base) Option #6 versus.. . 

($Millions) 

Option #5A (AI 
1.4% -31.7% -19.3% -52.4% -38.0% 12.8% -25.3% 

($Millions) 
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Suppleinental Information to Support the IQCo Planning Process and Issues Represented 
in this CPCN Application 

Figiwe 1-1: KPCo-klid isk Distriliratiorz, AH;L Options 

MPCo Unit Disposition Risk Analysis -- ALL Options 

100 1......,. .................................................... 
90 - 

80 - 

70 - 

60 - 
50 ./ 

40 - 

30 - 

20 - 

10 - 

,?QQ 
Cumulative Present Worth (CPW) -Costs 

$ Millions 
-Opton #1A -0ptron #1B -0pbon #2A -0pbon #2B -0pbon #3A -Option #3B 

Optron M A  --Opbon M B  -0piron #5A Opbon #5B -(Base) Opbon #6 

CPW ($Millions) 50 6,123 6,380 5,912 6,153 5,972 6,325 6,178 6,037 5,458 5,856 5,612 

95 6,633 7,061 6,412 6,794 6,418 6,942 6,967 6,751 5,910 6,504 6,129 

'RRaR ($Millions) 95th vs 50th I 510 I 681 I 500 I 641 I 447 I 617 I 789 I 714 1 451 I 648 I 517 I 

'RRaR ' DELTAS: 
(Base) Option #6 versus... 

($Millions) 7 (164) 77 
1.4% -31.7% 3.3% -23.9% 13.7% -19.3% -52.4% -38.0% 12.8% -25.3% 
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However, wlieii examining tliese results more closely, tlie top four raided 

options displaying the lowest relative RRaR fiom Figure 1-1 (Option #3A, as well as 

Options #1A, #2A aiid #SA), each represents a resource option liaviiig no market 

exposure; iiieaiiiiig each case represents a resoiirce profile with soine combiiiation of 

asset-build and (Mitchell) asset transfer. Figure 1-2 focuses on tlie reinaiiiiiig seven 

resoiirce options in which soiiie level of (PJM) riiarket depeiidency would coiitiiiue to 

exist. That suiiiinauy indicates that the relative RRaR of the Rase Option #G was iiow 

ranked first among this suite of seven “inarltet-dependent” options. 

Figure 1-2: 

MPCo Unit Disposition Risk Analysis -- “Market-Dependent” Options 

g 100 .- 
c) g 90 
c. 

5 80 
P E 70 

n 2 60 

g 50 

2 30 
s 

20 

II m 

a 
.- 
c) 

g 40 

0 .- - z 10 

.- ,,. g o  

Cumulative Present Worth (CPW) - Costs 
$ Millions 

I ---oDaon # I B  ---Option EB -Option ~ B B  Option MA --Opbon MB Opbon115B -(Base) Option#6 I 

‘RRaR’ DELTAS: 
(Base) Option #6 versus... 

($Millions) 
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in this CPCN Application 

Filially, Figure 1-3 offers a Iiistograiii-bell curve plotting-of these sane 

Monte Carlo-simulated results for tliose iiiarltet-dependent options. This optic of the 

AuroraXM1” modeled results iiidicates that tlie 1 00 simulated CP W outcomes for Option 

#6 are slightly inore “symmetrical”. This iiieaiis there is approxiinately ail equal 

probability that any randoiiily-simulated oiitcome would be above or below the liigliest 

occurring range of outcomes. However, tlie simulated outcomes for tlie full-market 

Options #4A aiid #4R --in addition to liaviiig a higlier RRaR-- are slightly less 

symmetrical, with those portfolio profiles iiidicatiiig a greater percentage of CP W 

outcomes above the highest-occurring range of results (i. e., approacliiiig that “tail” 

outcoiiie). This would contiiiue to poiiit to Options #4A and 4R as Eiaviiig tlie greatest 

level of (RRaR) cost uncertaiiity/risk. 

Figure 1-3: KPCo Unit dBispositior?-~i~zlclntion 
“~~rliet-Lbepellnent ” Options 

KPCo Unit Disposition Risk Anaiysis -- “Market-Dependent’’ Options 

Histogram -- (Simulated) CBW Ranges ($000) 



Eshibit SCW-2, 

KPCo Big Sandy IJni,t Disposition Options (A) 

(Evaluated in the .Strategist @ long-term resource cost/optin~ization model; study period tliru 2040): 
Approx Appro:: 

Resulting KPCO Effective Remaining I(PCo Effective 
UnitDispositions ('I Capacity Need BS2 Capacity Need 8.51 

Option# Big Sandy 2 Big Sandy 1 (MW) Replacenlent (MW) Replacemen 1 

Option - 

i#lA 

#1B 

#2A 

___ 

#26 

- 

83A 

____ 

#3 B 

#MA 

K4B 

es a 5/2017retrofil in-svc date(1-Yr delay), with BS2 

oThis  'marketpro~y'approachwouldbein lieuofissuinga 
formal long-term Requestfor Proposals ( W P )  

o PIM capacity & energy market would be proxied by utilizing 

some as Option #U except... 
W )  add ' l  (marlet) replacement capacity & 
efor a 10-yr period (thru 2025). then l ike-size 

approx 25-yr life for Mitchell transfer capacity (thru 2040) 

(See olso coninients re Option $15) 

o Assiimes a 20-Yr servicelifefor a 'CC-repowered' BS1 (tiiru 

same as Option #ZA except- 

CC (BSL Repower) 
"250 Retire (CC) Repower 

( 1/2016) (G/2017) 

Additional Corn17ieiils/Defiiiiti01~ I. 

same os Option W3A except ... (See olso coninients re Option P l B )  

(See olso coninients re Option $1 8) 

o k s u r n e s  a= exposuretoa 'full'marltet followedbya 
new (-700 800 MW) CC-build by approx 202G 

some as Option M A  except _. 

'#5" and "W6" thot were NOTconsidered in that filing ... 
tal servicelifefor a BS1 

Conversion (tliru 2U3Uj, tollowed by like-sizeCC or CT-build 
n r r , , , n o . m m  I n/n I 

(See olso comments re Option Cl E) 

(See olso comments re Option it1 E )  

& modeling scenarios continue to assume the extension of KPCo's current (390-MW, total) purchose entil-/ementshore of Rockport Units 1 and 2 through the 

Although the MAT5 rulemaking implenientotion date is Aprii(16), 2015, i t  is expected that these units willbe oble to operate through the PJM 2014/15 copocity "planning 

full (2040) study period 

year"(tiiru m, 2015) afterjoint consultations wil-/i PJM worlting with severalstate environinenlai ogencies responsible for overseeing the implementation of M A  TS. 
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Option Option Option Option Option Option Option Option Option Option 
# l A  # l B  #2A $26 #3A #3B M A  M B  ##SA #5B 

Cumulative Present Worih (CPW) - Costs 
$i Millions 

-Option # l A  --Option $1 B -Option #2A -Option A’2B -- 011 tio n #3A -Option 83B 

Optloll M A  = OptionMB OpCon f 5 A  Option 95B - (Base) Option $6 

Option Option Option Option Option 
SIA i i IB  #2A #2B #3A #3B 

Option Option 
#4A if4B 

I I I I I I I I I I I I I 
CPW ($Millions) 50 6,123 6,380 5,912 6,153 5,972 6,325 6,178 6,037 5,458 5,856 5,612 

95 6,633 7,061 6,412 6,794 6,418 6,942 6,967 6,751 5,910 6,504 6,129 
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In the Matter Of: 

The Applicatioii Of ICeiitucly Power Coinpaiiy For: 
(1) A Certificate Of Public Coiiveiiieiice And Necessity 
Authorizing The Transfer To Tlie Coiiipaiiy 01' An 
Undivided Fifty Percent Tiiterest In The Mitcliell 
Generating Statioii And Associated Assets; (2) Approval 
Of The Assiiiiiptioii By Keiitucky Power Coiiipaiiy Of 
Certaiii Liabilities In Coimectioii With Tlie Traiiskr Of 
The Mitchell Geiieratiiig Station; (3) Declaratory Ruliiigs; 
(4) Delerral Of Costs IncLmed In Coimectioii With The 
Coinpaiiy's Efforts To Meet Federal Clean Air Act 
Aiid Related Requirements; Aiid (5) For All Qtlier Required 
Approvals And Relief 



VERIFICATION 

The undersigned, Ranie K. Woludias being duly sworn, deposes and says he is the 
Managing Director Regulatory aiid Finance for Kentucky Power Company, that he has 
personal knowledge of the matters set forth in the forgoing testimony aiid the inforination 
contained therein is true and correct to the best of his information, knowledge, and belief'. 

RANIE K. WOHNHAS 

COMMONWEALTH OF KENTUCKY ) 

COUNTY OF FRANKLIN ) 
1 ss 

Subscribed aiid sworn to before me, a Notary Public in and before said County 
and State, by, Ranie K. Wohnhas, this the /&!K day of December 2012. 

My Conirnission Expires. 3 



I. 

rg. 

111. 

IV. 

V. 

VI. 

VII. 

....................................................... I Iiitr o duc t ioii 

Backgrou11d ....................... 

Purpose of Testiiiloiiy ........... 

Fiiiaiicial and /accountiiig Activ 

I ............................... 

3 ............................... 

ty Overview.. 4 ................ 

7 Kentucky Power Cost of Service Tiiipacts. ...................... 

Regulatory Recovery of Eiiviroiimental Coiiipliaiice Efforts 9 

11 Other A greeiiien t s ................................................. 



I. ~ ~ T ~ O ~ ~ C T ~ ~ N  

I Q. PLEASE STATE YOUR NAIME, PIIDSITTON A m  BUSINESS A D D ~ S S ,  

2 A. 1My iiaiiie is Raiiie K. Woliidias. My position is Maiiagiiig Director, Regulatory 

3 aid Finance, Kentucky Power Compaiiy (““Ientucky Power”, “1<PCo” or 

4- “Company”). My busiiiess address is 101 A Enterprise Drive, Frailkfort, 

5 I< e12 tuclc y 4 0 6 02. 

TI, BACKGROUND 

h Q. PLEASE SUMMAWZE YOUR EDIJCATIONAIL ILgACKGROUND AND 

7 BUSINESS EXPERIENCE, 

8 A. 

9 

I earned a Baclielor of Scieiice degree with a major in accounting fioi-n Fraiildiii 

University, Columbus, Ohio iii December 198 1 . I began work with C o l ~ ~ i i i b ~  

10 Southerii Power Coiiipaiiy in 1978 workiiig iii various custoiiier services aiid 

11 accouiitiiig positions. In 1983, I transferred to Kentucky Power working in 

I 2. accounting, rates aiid customer services. I became the Billing and Collectioiis 

13 

14 

15 

Manager in I995 overseeing all billing and collection activity for the Company. 

In 1998, I trcuisferred to Appalacliiaii Power Conipany (“ APCo”) tvorltiiig in 

rates. In 2001 , I transferred to the Ameiicaii Electric Power (“AEP”) Service 

16 Corporation (“AEPSC”) working as a Senior Rate Consultant. In July 2.004, I 

17 assumed the position of Manager, Busiiiess Operations Si.ip~30rt with KPCo aid 



1 

2. 

3 Q. 

4 

5 A. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

1s 

16 

17 Q. 

18 A. 

19 

20 

21 

22 

23 

was proiiioted to Director in Apiil 2006. I was promoted to iiiy curieiit position 

as Maiiaging Directoi, Regulatory aiid Fiiiaiice eEkctive September 1,20 10. 

VVHAT ARE YOUR ~ ~ ~ ~ ~ ~ ~ ~ I B ~ ~ Z T Z ~ ~  AS PVIANAGZWG- DZRECTOR, 

RtlEGULATORY AND FINANCE? 

I am primarily respoiisible for iiiaiiagiiig tlie regulatory aiid liiiaiicial strategy for 

KPCo. This iiiclucies plaiiniiig aiid executing rate filings Cor both federal and state 

regulatory agencies aiid cei tificate of public coiiveiiieiice aiid necessity (“CPCN”) 

filiiigs bel’ore this Coiiiiiiissioii. I alii also responsible €or iiiaiiagiiig the 

Coiiipaiiy’s fiiiaiicial operating p h i s  iiicludiiig various capital and O&M 

operatioiial budgets that interface with all other AEP organizations affecting the 

Company’s performance. As part of the fiiiaiicial strategy, I work witli various 

AEPSC departments lo eiisure that acrequate resources such as debt, equity and 

casli are available to build, operate, aiid iiiaiiitaiii I<eiitucky Power’s electric 

systeiii assets providing service to our retail aiid wholesale customers. in iiiy role 

as Maiiagiiig Director, Regulatory aiid Fiiiaiice, I report directly to Gregory 6. 

Pauley, Presideiit and Chief Operating O€ficer of Keiitucky Power. 

HAVE YOU liDI~,VIOUSK,Y TESTIFZED BEFOm THIS ~ ~ ~ ~ Z S S ~ ~ N ~  

Yes. I have testified belore this Commission in various hiel proceedings aiid 

provided writteii testimony in tlic last two base rate case filings (Case Nos. 2005- 

0034-1 aiid 2009-00459). I also provicled writteii testiiiiony aiid testified in the 

peiidiiig Gliiig by AEP II(eiitucl<y Traiisiiiissioii Company, Iiic. seeltiiig €or public 

utility status (Case No. 201 1 -00042), and provided written testiiiioiiy in suppoi-t of 

tlie Coiiipaiiy’s applicatioii for a CPCN to construct tlie proposed Boiuiyman-Soil 



7 Q- 
8 

9 A. 

10 

11 

1 2. 

1 3 

I4 

1s 

16 

17 

18 

19 

Sliell 138 1V traiisiiiissioii h i e  aiid related facilities (Case No. 201 1-0029s). In 

additioii, I provided written testimony a id  testified in Case No. 2,Ol 1-00401, 

which iiicluded the Company’s 20 1 I Eiiviroixiieiital Coiiipliaiice Plan, aiid 

request for approval of a CPCN for tlie construction and acquisition of related 

facilities. Most recently, I provided testiinoiiy iii Case No. 20 12,-00226, which 

requested the withdrawal of Tariff RTP aiid approval of Rider RTP. 

BlrB, PURPOSE OF ~ ~ ~ T ~ ~ O ~ ~  

VdHAT IS THE PWWOSE OF YOUR TESTIPVIONY IN THIS 

PROCFIEDIING? 

The pui-pose of iiiy testiinoiiy is to provide an overview of the liiiaiicial aiid 

accounting activities associated with the transfer to I<PCo of an uiidivided fifty 

percent iiiterest in the Mitcliel1 geiieratiiig station, as well as io describe the 

capital structure of tlie Coinpaiiy sul~sequeiit to the asset traiisfer. I will also be 

srmiiiiarizing the estimated custoiner rate iiiipact of tlie Mitcliell plant traiisfer 

coiiicident with Ihe teiiniiiatioii of tlie Iiitercoixiection Agreeineiit (“Pool 

Agreement”). Finally, I will explain the Coriipariy’s request for the deferral arid 

eslalTlislmeiit of a regulatory asset of the approximately $30 inillioii of costs 

iiicurred fioiii 2,004 tlxough present in coimectioii with the Phase I investigation 

of the Big Sandy Unit 2, retrofit projects as part of the Coi1ipaiiy’s on-going efforts 

to meet Federal Clem Ail- Act and related environmental requirements. 
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HV. W d y l r A L  AND ACCOUNTIING ACTJiVIITU OVERVIIEE 

PLEASE DESCNBE THE TRANSAClrlIOFJs BY V~II31Clliii A LFIIVT" 

PERCENT IIIVTERF,ST I N  THE IMlrTQIHELL PLANT VVJilLJL BE 

~~~~~~E~~~ TO KENTUCKY POWER AT NET BOOK VAL,UE. 

Exhibit NCW- 1 provides a graphical represeiitatioii or  the iieav-siiiiultarieous 

traiisaclioiis required for the transfer of the Mitcliell plaiit l'roiii Ohio Power 

Coiiipany ("OPCo") to KPCo without iiicui-xiiig uiiiiiteiided tax coiiseqmiices. 

r;irst, pages 1 tlu-ougli 4 of Exhibit RKW-1 show how OPCo will, as part ol' its 

coi-porate separation, traiisl'er its generation relaled assef s, including tlie Mitchell 

generating station to AEP Generation Resources Iiic. ("AEP Generation 

Resources"). AEP Geiieratioii Resources will then coiitribute a fifty percent 

uiidivided interest in the Mitcliell generating station to its yet-to-be formed direct 

subsidiary, NEWCO I<eiltrzcky. 1VEWCO I<entucky will be crealcd solely for tlie 

purpose of eflectuatiiig the transl'er of a fifty percent interest in tlie Mitchell 

geiieratiiig station and the associated assets aiid liabilities to Kentucky Power aiid 

will iiot survive the traiis€er. Second, page 5 of Exhibit RKW-1 illustrates how 

AEP Generation Resources will contribule its shares ol: NEWCO Kentucky to its 

direct parent (which will be an iiiteriiiediate holding coiiipaiiy between AEP 

Geiieratioii Resources' ultimate parent, AEP, aiid AEP 6eiieratioii Resources). 

Next, page 6 OC Exhibit RI<W- 1 illustrates that the iiiteriiiediate holding coiiipaiiy 

will distribute its shares ol' NEWCO Kentucky to its direct parent, AEP. Fiiiallv, 

page 7 of Exhibit RKW-1 shows the merger of NEWCO ICelltL1cky \villi aiid into 

ICelitucky Power, with Kentucky Power being tlie surviviiig entity. This step 
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16 Q- 

17 

13 A. 

19 

20 

21 
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WOI-INHRS- 5 

completes the traiislkr o f  the fifty percent uiidivided interest in the Mitchell 

geiieiatiiig station fioin Ohio Power to Kentucky Power aiid is shown oii page 8 

o€ Exhibit NCW- 1. These near-simultaneous transactions will all occur on or 

about December 3 1,20 1 3 

PLE,ASE DESCNBE THE PIEROPOSI~D ACCOUNTliNG ENTRIES FOR 

THE ASSET TPdNSFER. 

Exhibit RX W-2 provides book balaiices reflecting tlie proposed traiisfer of an 

Lrndivided fifty percent interest iii the Mitchell geiiei atiiig station. The book 

balaiices displayed 011 Eshibit EQI( W-2 are based 011 account balaiices 011 OPCo’s 

boolcs as of Deceiiiber 3 1, 201 1. While these balaiices reasonably represent the 

expected assets, liabilities aiid total capitalization to be traiisferred, the actual 

account balaiices at tlie time of the asset transfer will be dif€eieiit atid more 

precisely detailed. The Company will subiiiit final book balaiices within six 

moiitlis of the closiiig of the Mitcliell traiisfer reflecting all entries iiiade on the 

boolcs and records of Keiituclcy Power. 

IS IT A ~ ~ ~ ~ P ~ A T ~  TO TWNSFER THE ~ l i ~ ~ ~ E ~ ~  PLANT AT NET 

BOOK VALUES 

Yes. As recognized by tlie Public Utilities Coinmissioii of Ohio iii Case No. 12- 

1 12,G-EL-LlNC, “[b]cca~ise OP seelts only to transfer its generating assets to an 

affiliate within the same parent corporalioii, in compliaiice with the iiiaiidate o€ 

section 4928.17, Revised Code. we agree that it is appropriate for OP to transkr 

tlie assets at iiet book value.. .’’I This establishes the value at which OPCo will 
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22 

23 

traiiskr the Mitchell Plaiit to AEP Generation Resources. As a iiieiiiber o€ tlie 

Pool Agreemciit Kentucky Power has been yayiiig a sliare of tlic costs associated 

with the Mitcliell plaiit siiice the plaiit was placed in seivice a id  the Coiiipaiiy 

became a pai-ly to tlie Pool Agreement. Because payments tlxoiigli tlic Pool 

Agreeiiieiit are cost based, it is appropriate to tiansfer the Mitchell plaiit at that 

same iiet book value to KPCo because the traiisactioii is equivalent to a traiiskr 

Trom Ohio Power to Kentucky Power. 

ARE THESE BALANCES AS OF DECEP~BER 31, 2011 USED 

ELSEWHE= IN THIS FICILIING? 

Yes. Exhibit IpI( W-3 provides the begiimiiig Mitchell plaiit iiet book valuc used 

by Coinpaiiy Witiiess Weaver iii his aiialysis ol‘ tlie Mitchell plaiit alternative. 

The column “Ohio Power Co. Actual 12/3 1/2011” ties to the iiuiiibers in Exhibit 

NCW-2 but are presciited iii a different I‘oiiiiat. Exhibit RKW-3 tlieii adds 

estimated activity for 2012, aiid 201’3 to arrive at an estimated Mitchell plant 

balaiice as o€ 12/3 1/20 1 3. Coiiipaiiy Witiiess Weavcr iiicludes additioiial capital 

costs estiiiiated over the reiiiaiiiiiig life of the Mitchell plants Tor his comparative 

aiialysis oC tlie optioiis lie iiiodelcd. 

WIIL1I.J KENTUCKY POVdER BE REQUIIrnD TO ISSUE DEBT TO 

CONSUPaPaATE I[TS ACQUISITIOBT OF A FIFTY PERCENT IINTEmST 

IN THE MlTCll3ELI.J GENERATING STATTOlT 

No. However, within si:; moiiths o€ the close o r  tlic transaction, Kentucky Power 

will issue debt to repay inter-compaiiy iiotes associated with tlie asset transfer aiid 

to restorc its debt-capital ratio to levels approxiiiiatiiig tlie levels prior to tlie 
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Transfer aiid Ass~iiip ti oii traiisact ion. The tram ferred Mi t cliell plant liabilities 

are aiiticipated to iiiclude an inter-company note. Additionally, there will be a 

s~irpl~is of assets over liabilities that will be treated as a paid iii capital 

coiitributioii for accouiitiiig purposes. As such, a dividelid of' approximately $75 

millioii may be necessary to return Kentucky Power's equity as a percentage of 

capitalizatioii to tlie level iiiiiiiediately prior to the contribution. 

WHO VVILL OPERATE THE MITCHELL GENERATING STATION? 

AAer tlie OPCo corporate separatioii is complete and up011 traiisf'ei- oC owiiership 

of' tlie Mitchell Plant, a iiew operatiiig agreeiiieiit will be executed between APCo 

and ICPCo. Uiider the agreement, APCo, wliicli will receive the reiiiaiiiiiig fifty 

percent interest iii the Mitchell geiieratiiig station, will operate the Mitcliell plant. 

This agreeiiieiit will address the operation and iiiainteiiaiice of' tlie plant, 

iiiaiiilaiiiiiig the books aiid records, allocatioii o f  costs, the appoitioiiiiieiit of' 

capacity aiid eiiergy between KPCo aiid APCo, a id  tlie f'oriiiatioii aiid role of an 

Operatiiig Committee aiiioiig the parties. An uiiexecuted copy o f  the Mitchell 

Plaiit Operatiiig Agreeiiieiit is attached to tlie applicatioii as Exhibit 3. 

v, IrnNTUCI<Y BOWER COST OF SERVICE IMPACTS 

HAS TI3E COMPANY ESTIMATED THE PS,LATIVE IMPACT ON THE 

COST OF SERVICE DUJE TO THE TRANSFER OF THE MITCHELIL, 

GENEPdTXNG STATJTON AND THE TEwaINATEON OF THE POOL 

AGREEMENT? 

Yes, the Coiiipaiiy has calculated ai1 estimated iiiipact oii the cost ol'scrvice using 

actual results for caleiidav year 201 1. This aiialysis includes tlie effects 
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15 A. 

16 Q. 

17 

18 A. 

19 

2.0 

21 

2.2 

23 Q. 

attributable to both tlie Mitchell traiisfcr and eliiiiiiiatioii 01 the current Pool 

Agreement and is shown in Exhibit R X  W-4. As illustrated in Exhibit RK W-4, 

tlie overall cost of service impact would have been approxiiiiately 8% lor 201 1. 

WHEN DOES THE COMPANY ANTIiCIPATE SEEIaNG TO INCLUDE 

THE FIFTY PERCENT SHARE OF THE lNIT@€4EiLL UNBTS AND THE 

IMPACT OF THE TERMINATION OF THE POOL AGJIDJEMENT IN 

BASE PdTES? 

Based upoii tlie tcriiiination o l  the Pool Agreement on Jaii~iary 1 , 20 14 a~ id  tlie 

request in the filings iiiade 011 behalf oE the Compaiiy at tlie Federal Eiiergy 

Regulatory Coiimission to transfer the Mitcliell units on or about December 3 1, 

2,O 13, the Company will need to file an application for a base ratc change 110 later 

than Julie 28, 2,013, w-it11 new rates to be effectivc January 1,2014. 

HOW DOES TI-IIE CAlLiCUJILATION ILLUSTPdTED IN EXHIIIBIT RKW-4 

TREAT THE WIG SANDY UJNHTS? 

The analysis reflects the Big Saiidy units ruimiiig at tlie level they did in 201 1. 

DOES THIS ANALYSIS TAKE INTO CONSIDEMTIOPT THE COSTS OF 

RETINNG BIG SANDY UNIT 2? 

No. The retirement of Big Saiidy Uiiit 2 would occur iiidepeiideiit o l  aiiy 

particular geiicration resourcc option that leads to its eventual retirciiient, 

iiicludiiig tlie transfer of a flfty percent interest in the Mitchell plant. The costs 

associated with the Big Saiicly Uiiit 2. retireiiieiit will be addressed in the 

Coiiipaiiy’s next base rate case. 

VdRAT A m  THE COPflPAFTU’S PLANS FOR BIG SAlVDU UNIT I? 
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A. As discusscd by Coiiipaiiy Witiiesses Patiley aiid Weaver, the Coiiipaiiy 

anticipates issuing in early 3013 a Request for Proposals (RFP) lor up to 250 MW 

to replace Big Sandy Unit 1. 

DOES TIilfIS MEAN THAT BIG SAlVDY UNIT 1 IS TO BE RETIRED? 

No. The respoiises to the Wla will be evaluated against the option of converting 

Big Saiidy Unit 1 to gas. After the evaluatioiis have been coiiipleted, the 

Company will then determine i€aiid wheii Big Saiidy Uiiit 1 W O L I I ~  be retired. 

Qo 

A. 

VI, .WGULATORY EECOVERY OF E~~VIRON~~ENTAL 

C:OMPL%ANCE EFFORTS 

Q. VJHAT PLANNING EFFORTS HAS lKENTUCE<Y POWER UNDERGONE 

TO ASSURE COP~PII_,I[ANCE VVXTH EVOLVING ENvIR~i~r~ENT~L 

mQuIm,MENTS? 

A. Coiiipaiiy Witiiess McMa~n~is details in his testimony the curreiit aiid liitirre 

enviroimiental requiremerits ai'fecting the coiitiiiued operatioii of KPCo's Big 

Sandy Unit 2. The Company began its preliminary Phase T iiivestigation into 

iiistalliiig a Flue Cas Desulftirization ("FGD") systeiii at Big Saiidy IJiiit 2 as 

early as 2004. That work was suspended in 2006 because of iiicreases in thc 

estimated cost 01% the wet FCD system tlien being investigated, aiid a decrease in 

tlie price spread betweell low aiicl higher sulEiir coal. Tlie Coiiipaiiy restarted tlie 

Phase I coiiceptrral a i d  aiialytical -c?iork in siipport of a CPCN filing iii tlie first 

quarter of 20 10 in light of the changing eiiviroruiiental requirements, the 

purported abundaiice of shale gas, aiid the availability of new diy FGD 

technology. The Compaiiy filed lor approval of the iiistallatioii of a dry IWD 011 
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Big Saiidy Unit 2 in Case No. 201 1-00401 Kciitucky Power subsequently 

requested that the application be withdrawii without prejudice aiid that request 

was granted by the Coiiuiiissioii. Tlie Phase I investigation represents the 

Company’s efforts to evaluate the least-cost pollutioii control alteriiatives €or Big 

Sandy TJiiit2 in light o f  evolving eiiviroiiiiieiital requirements aiicl techiiologies. 

AS PART OF TIHIIS FILING, IS THE GOPaPANY LiROPOSIIPJG TO 

RECOVER THE COSTS INCURRED TO IIDATF, FOR THE E=FFORTS 

INVOLVED IN E ~ P ~ , ~ ~ N ~  THE SGRUJBBER ALTERNATIVES FOR 

BIG SANDY UNIT 24p 

No, the Coiiipaiiy is iiol requestiiig such cost recovery as part o r  this Application. 

I-Iowever, because the t r a d e r  o€ the Mitcliell geiieratiiig statioii is tlie best 

alternative €or the customers of Keiitucky Power, and therefore retrofitting Big 

Sandy Uiiit 2, with a dry FGD is no longer being recommended, thc Coiiipaiiy 

requests that the Coiiuiiissioii issue an order pursuaiit to I<RS 278.030 aiid I<RS 

278.220 pelmittiiig Kentucky Power to cle€er aiid establish a regulatory asset for 

review aiid recovery in its iiext base rate proceeding before tlie Coiiiiiiissioii for 

those costs incurred by Kentucky Power in coniiectioii with its exploration of 

ietroiit alternatives for Big Saiidy Unit 2. 

EXOW PflUJcCI3 HAS THE COMPANY SPENT AS A RESULT OF TI3ESE 

EFFORTS? 

The Coiiipaiiy has iiicurrecl costs OC iiearly $30 million on these eCforts. The 

Company accumulated expenditures o€ $1 5.2 million in coiiiiectioii with the wet 

F6D and IaiidGll fiom 2004 through April 2006 before the Pliase 1 investigation 
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21 
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was suspended. An additioiial $14.1 iiiillioii was speiit 011 tlie recent dry FGD and 

laiidiill eflorts. A detailed break down of these expenditures is shown 011 Exhibit 

RKW-5. 

SHOULD THE (coI~lHI[SsIoN APPROVE TBE DEFERUL OF THE $30 

PaIrL,LICON AND THE ~S~~~~IISIEII~E~T OF A rnGUILdATORU ASSET 

FOR THE COSTS OF SYSTFJPflS TlHAT WILL NOT BE IINSTAILILiED? 

Yes. The Conipaiiy, in its efforts to reacli tlie iiiost cost effective alteriiative to 

meet the requirements of eiiiergiiig eiiviroiimeiital regulations, prudciitly 

evaluated various alteriiatives aiid reacted to cliaiigiiig coiiditioiis aiid 

requirements. The Pliase I work on the wet FGD systeiii was suspeiided in 2006 

due to sigiiificarit iiicrcases in labor and niaterial costs aiid the reduction iii the 

projected price spread between low aiid high sulfbr coals. The dry FGD system is 

110 longer the lcast cost alternative when coiiiparecl to the traiisfer of a fifty 

percent interest in the Mitchell generating station. The idtimate outcome or  

evaluating the cliaiigiiig alternatives provides a solution that benefits our 

customers through a lesser rate iiiipact. Deiiyiiig tlie Company’s request to 

establish a regulatory asset for prudently incurred Phase I costs will iiiiluede tlie 

Company’s ability to react to chaiigiiig regulatory, tecluiological, busiiiess aiid 
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Yes,  the Bridge Agreement aiicl Power Coordiiiatioir Agreement (“PCA”) are new 

agreeiiieiits for Kentucky Power. 

WHAT lis THE PUWOSE OF THE BRIDGE AGWJEMENT? 

The Bridge hgreemeiit is ail iirteriiii agreciiieiit between KPCo, APCo, Iiidiaiia 

Michigan Power Coiiipaiiy (“I&M”), OPCo, AEP Geiieratioii Resourccs aiid 

AEPSC, as agent, to address legacy Pool Agreemeiit issues. The Bridge 

hgreemeiit addresses tlic treatment o€ off-system purchases aiid sales made uiider 

the existing Pool Agreeiiieiit that exteiid beyoiid the teriiiiiiatioii of the Pool 

Agreeineiit. It also addresses the paities’ fLilfilliiieiit of their combined Fixed 

Resource Requireiiieiit (FRR) obligation in PJM through the plaimiiig year endiiig 

May 3 1, 201 5, including AEP Geiieratioii Resources’ coiiiiiiitiiieiit to iiialtc 

geiieratiiig assets it acquires aiid retains lrom OPCo available to contribute toward 

the ftdfilliiieiit of this FRR obligation. 

PLEASE PROVIDE AN OVERVIEW OF THE P@A* 

The PCA is desigiied to provide ICPCo, APCO aiid I&M (jointly referred to as the 

“Operating Companies”) and AEPSC, as ageiit, with the opportuiiity to (a) 

participate collectively uiider a coiiiinoii FRR capacity plaii in PJM, aiid (b) to 

pai-ticipatc in collective OK-system sales aiid purchase activities. The PCA 

requires that each Operatiiig Coiiipaiiy have sulficieiit generation to meet their 

respective load aiid reserve obligations; it does not iiiipose capacity equalizatioii 

charges oil deficit members. 

As witlr the existing Pool Agreciiieiit, AEPSC will coiitiiiue to act as ageiit lor the 

Operating Coiiipaiiies with i espoiisibility to ( I  ) assist cach Operating Coiiipaiiy iii 
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its evaluation of power stipply resources to meel load requirement, (2 j assist in tlie 

coordiiiatioii aiid operation of each Operatiiig Coiiipaiiy’s power suipply resources, 

(3 j coiiduct off-system purchases and sales on behalf of the Operating Companies, 

am1 (4) coordiiiate tlie procurement of hiel, coiisuiiiables, emission allowaiices, 

and traiispoi tatioii services. 

HOW VVILIL, THE P@A BE GcDWErn\IED? 

Govemaiice will bc accomplished tlvougli an Operatiiig Coiiiiiiitlee coiisistiiig of 

representativcs of each Operating Company, with AEPSC actiiig as agent. The 

primary duty of the Operating Coiiiiiiittee will be to review procedures for cost 

and benefit allocations under the agreeiiieiit and to coordinate efiorts to 

iiiiplemeiit iiieasurcs iiecessary for the reliable aiid economic use of the Operating 

Companies’ respective power supply resources. The utilization of such an 

Opeiatiiig Comiiiittce is tlie same as the use of tlie Operating Conmiittee uiider 

the current Pool Agreement, which will teiiiiiiiate effective January 1 , 2.0 14.. 

Q. 

A. 

Q. DOES 3’141s CONC6iUDE UOBJR PIRIE-IF’ZLEILD DJf~CTTT TESTIIPMIONU? 

A. Yes. 
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Kentucky Power Company 
Transfer Of The 

Mitchell Generation Assets To Kentucky Power Company 
Based On Book Balances Of Ohio Power Company As Of 12/31/11 

Account Account Description 

101-106, 114 
107 

108, I l l ,  115 
124 
151 
152 
154 

158.1, 158.2 
186 
190 

20 1-226 
230 
236 
242 
282 
283 

Utility Plant 
Construction Work in Progress 
Accum Prov for Depreciation & Depletion - Utility 
Other Investments 
Fuel Stock 
Fuel Stock Expenses Undistributed 
Plant Materials and Operating Supplies 
Allowances 
Miscellaneous Deferred Debits (Property Taxes) 
Accumulated Deferred Income 'Tax 
Proprietary Capital & Long-term Debt 
Asset Retirement obligations 
Taxes Accrued 
Miscellaneous Current and Accrued Liabilities (W/C) 
Accum. Deferred Income Taxes - Other Property 
Accum. Deferred Income taxes - Other 

(in thousands) 

Assets Equity 
Liabilities & 

874,397 
16,372 

(251,188) 
1,303 

15,914 
371 

10,345 
4,270 
3,784 
1,980 

519,072 
4,978 
3,784 

595 
147,624 

1,495 
- ___ 

Total 677,548 677,548 
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Kentucky Power Company 
Determination of Estimated Mitchell Asset Ownership "Transfer Cost/Price" @ 12/31/2013 

Included in Strategist @ KPCo Resource Modeling for Mitchell 'Options' 

Ohio Power Co. Estimated 

Account Descriotion 
50% of Mitchell Plant: 
(KPCo Options: #5A & 6 )  

101-106,114 
107 

108,111,115 

124 
151 
152 
154 

158 1,158.2 
186 
190 
230 
236 

242 
282 
283 

llt i l i ty Plant 
Construction Work in Progress 
Accurn Prov for Depreciation & Depletion - Utility 

Subtotal -- Net Book Value, including CWlP 
Other Investments 
Fuel Stock 
Fuel Stock Undistributed 
Plant Materials and Operating Supplies 
Allowances 
Miscellaneous Deferred Debits (Property Taxes) 
Accumulated Deferred Income Tax 
Asset Retirement Obligations 
Taxes Accrued (Property Taxes) 

Miscellaneous Current and Accrued Liabilities 
Accum Deferred Income Taxes-Other Property 
Accurn Deferred Income Taxes-Other 

TOTAL -- 50% of Mitchell Plant 

20% of Mitchell Plant: 
(KPCo Options: MA, 2A & 3A) 

TOTAL-- 20% of Mitchell Plant ('T0TALiabove/0.5x0.2) 

Actual 
12/31/2011 

($000) 

874,397 
16,372 

1251,1881 
639,581 

1,303 
15,914 

371 
10,345 
4,270 
3,784 
1,980 

(4,978) 
(3,784) 

(595) 
(147,624) 

(1.495) 

519.072 

2012-2013 Estimated 
Activity 12/31/2013 

($000) ($000) 

78,482 

162,538) 
15,944 

299 
7,226 

0 
8,358 

(717) 
0 
0 

(683) 
0 

(1,452) 
(12,135) 

0 

16,840 

940,675 
28,576 

1313,7261 
655,524 

1,601 
23,140 

371 
18,703 
3,553 
3,784 
1,980 

(5,661) 
(3,784) 

(2,044 
(159,759) 

(1,495) 

-535,9111 

i 214.364 I 
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KENTUCKY POWER COMPANY 
Approximate Cost of Service Impacts - Increasel(Decrease) 
TOTAL COMPANY - Based on Calendar 201 1 [Motes 1 and 21 

All dollars in Thousands 

I 

2 OSS Revenues [Note 31 

3 Pool Energy Sales 
4 Pool Capacity Revenues 

5 Total Revenue 

7 

8 

9 
io  PooVMarket Capacity 
1 1  Pool Energy Purchase 
12 
13 PJM Bill (LSE-portion) 

14 Subtotal Expense 

16 Mitchell Plant Revenue Requirement rMote 51 
17 Depreciation 
18 Fuel & O&M Expense 
19 Taxes Other Than Income 
20 Return Requirement (Pre Tax)* 
21 Subtotal Mitchell Revenue Requirement 

22 Approximate Impact Increase/(Decrease) 

23 KPCo Sales Revenue 

24 Percent Change 

Revenues lncrease/(Decrease) Cost of Service 

6 

Expenses Increase/(Decrease) Cost of Service 
Net (Gain)/Expense on SO2 Emission Allowances [Note 41 

Purchased Power for Internal Load 

Market Purchased Power for IL 

15 

Current 

($53,333) 
($30,830) 

$0 

($84,164) 

$12,364 

$54,523 
$15,290 
$4,938 

$19,147 

$106,262 

Asset Transfers and 
Pool Elimination 

($232,271) 

- 
($232,271) 

$1 1,687 

$3,284 
$30,024 

$44,996 
-.- 

$32,587 
$1 59,740 

$4,828 

$254,500 
$57,345 

Change 

($1 78,938) 
$30,830 

$0 
($148,107) 

($54,523) 
($15,290) 

($1,655) 
$1 0,877 

($61,266) 

$32,587 
$1 59,740 

$4,828 
$57,345 

$254,500 

$45,127 

$565,286 

7.98% 

Notes: 
1. Current case represents 2011 actual results, including the current Pool Agreement, unadjusted for asset transfers. Excludes amounts which do not 

2. Asset Transfers and Pool Elimination case includes the impact of transferring 50% o f  Mitchell Units 1 and 2 to KPCo, termination of the Pool 

3. Off-System Sales (OSS) revenues include PJM capacity sales, and are net of the PJM bill and OSS margin sharing. 

4. includes the impact of eliminating the Interim Allowance Agreement (IAA). 
5" Depreciation, Fuel, OBM, and Taxes represent Ohio Power's actual 2011 costs. Return Requirement uses KPCo rate of return on 12/31/11 net rate 

differ between cases. 

Agreement, implementation of the Power Coordination Agreement (PCA), and Big Sandy still operating. 

base. 
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7 

Kentucky Power Company 
Summary by Major Cost Component 

Preliminary Engineering Analyses Costs For Scrubbing Options On Big Sandy Unit 2 
As of November 30, 2012 

Description Landfill (1 1 WFGD DFGD Total 

Internal Labor $ 798 $ 81,918 $ 186,833 $ 269,549 
Outside Services $ 1,760,535 $ 11,246,162 $ 7,102,097 $ 20,108,794 
Service Corporation Charges $ 469,771 $ 1,306,534 $ 2,119,992 $ 3,896,297 

Overheads $ 678,412 $ 921,489 $ 2,686,515 $ 4,286,416 
Other $ 20,130 $ 7,474 $ __, 68,458 $ 96,062 

Land Purchase $ 630,376 $ - $  - $ 630,376 

Total $ 3,560,022 $ 13,563,577 $ 12,163,895 $ 29,287,494 

( I )  A Landfill would have been required for both the WFGD and DFGD. 
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