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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION MAY 2 3 2006 

pUC1.l~ SEQV~CE 
In the Matter of: @OMMISSION 

AN EXAMINATION BY THE? PUBLIC SERVICE ) 
COMMISSION OF THE ENVIRONMENTAL ) 
SURCHARGE MECI-IANISM OF KENTUCKY ) 
POWER COMPANY FOR TI% SIX-MONTH ) 
BILLING PERIODS ENDING DECEMBER 3 1,2002, ) CASE NO. 2006-00128 
DECEMBER 3 1,2003, JUNE 30,2004, ) 
DECEMBER 3 1,2004, AND DECEMBER 3 1,2005, 1 
AND FOR THE TWO-YEAR BILLING PERIODS ) 
ENDING JUNE 30,2003 AND JUNE 30,2005 1 

PETITION FOR CONFIDENTIAL TREATMENT 
(FIRST DATA REQUEST OF THE COMMISSION STAFF) 

Kentucky Power Company moves the Commission pursuant to 807 KAR 5:001, 

Section 7 and KRS 61.878(1)(c)(l) for an Order granting confidential treatment of the 

information described below. In support thereof, Kentucky Power states: 

MOTION FOR CONFIDENTIAL TREATMENT 

Introduction 

1. In this proceeding the Commission is examining Kentucky Power's 

environmental surcharge mechanism for certain six-month and two-year periods between 2002 

and 2005. 

2. Kentucky Power, a wholly owned subsidiary of American Electric Power 

Company, Inc. ("AEP"), is a private, for profit, corporation. It is not a public agency. It is 

regulated by the Commission pursuant to the provisions of Chapter 278 of the Kentucky Revised 

Statutes. 



3. Certain of the Commission's Data Requests seek proprietary and confidential 

information that is not publicly available and that if were made publicly available could be used 

to the competitive commercial advantage of Kentucky Power's competitors and the competitive 

commercial disadvantage of Kentucky Power. 

4. Specifically, Data Request No. 17(b) requests the following from Kentucky 

Power: 

Provide the following information concerning Kentucky Power's inventories of SO2 and 
NO, emission allowances: 

b. For each year in the period 2006 through 2016, 

(1) Indicate the number of emission allowances allocated or expected 
to be allocated by the Environmental Protection Agency for the 
Big Sandy generating units. 

(2) Indicate the number of emission allowances estimated to be 
allocated to Kentucky Power under the Interim Allowance 
Agreement or other allocation mechanism. 

(3) Indicate the number of emission allowances Kentucky Power 
estimates it will utilize in conjunction with the operation of the Big 
Sandy generating units. Reflect the changes resulting from the 
adoption of the Clean Air Interstate Rule. 

(4) If available, indicate any other estimated additions or withdrawals 
of emission allowances from the Kentucky Power inventories of 
emission allowances. Include a description of the type of addition 
or withdrawal. 

5. Similarly, Data Request No. 18 provides as follows: 

Through the end of 2016, does Kentucky Power plan on achieving SOz and NO, 
emission limit compIiance for the Big Sandy generating units only through the 
operation of currently in service emission control equipment and the consumption 
of emission allowances? If no, describe Kentucky Power's current plans for SO2 
and NO, emission limit compliance at Big Sandy through the end of 2006. 



6. Responding to these Data Requests requires Kentucky Power to divulge 

confidential and proprietary information that, if made public, would be harmful to both Kentucky 

Power and its customers. 

Basis for Confidential Treatment 

7. KRS 61.878(1)(~)(1) excludes from the Open Records Act "records confidentially 

disclosed to an agency, generally recognized as confidential or proprietary, which if openly 

disclosed would present an unfair commercial advantage to competitors of the entity that 

disclosed the records." 

A. The Information is Generally Recognized as Confidential and Proprietary And is 
being Provided in Connection with the Regulation of Commercial Enterprises 

8. The information for which confidential treatment is being sought is being filed by 

Kentucky Power in response to Data Requests propounded by the Commission Staff in this 

proceeding. This proceeding is being maintained by the Commission in connection with its 

statutory duties under Chapter 278 of the Kentucky Revised Statutes. 

9. The information for which confidential treatment is sought is generally 

recognized as being confidential and proprietary. See Hoy v. Kentucky Industrial Revitalization 

Authority, 907 S.W.2d 766,768 O(y. 1995) ("It does not take a degree in finance to recognize 

that such information concerning the inner workings of a corporation 'is generally recognized as 

confidential or proprietary' and falls within the wording of KRS 61.878(1)(~)(2)."). The requests 

call for information that is highly confidential and maintenance of the confidentiality is critical to 

Kentucky Power's ability to provide competitive products and services. Dissemination of the 

requested information is restricted by Kentucky Power and Kentucky Power takes all reasonable 



measures to prevent its disclosure to the public as well as persons within the company who do 

not have a need for the information. 

B. Disclosure of the Information will be Harmful to Kentucky Power and Its 
Customers 

10. Disclosure of the confidential information will result in a significant, non-trivial, 

unfair commercial disadvantage for Kentucky Power. Southeastern United Medigroup, Inc. v. 

Hughes, 952 S.W.2d 195, 199 (Ky. App. 1997). In particular, disclosure of the forecasted 

information sought in Data Request Numbers 17@) and 18 would provide the allowance market 

with information about Kentucky Power's position (i.e., surplus or deficit) going forward for 

many years. The disclosure of this information will have an adverse impact on Kentucky 

Power's ability to operate in the allowance market, causing harm not only to Kentucky Power, 

but also its customers. At the same time, other participants in the market will benefit fiom the 

knowledge of Kentucky Power's position. Clearly, Kentucky Power's competitors will be 

placed at a competitive advantage and Kentucky Power placed at a competitive disadvantage 

through the disclosure of this confidential and proprietary information. 



Wherefore, Kentucky Power respectfully requests the Commission: 

1. To grant confidential treatment to the identified responses; and 

2. Grant Kentucky Power such further relief as may be appropriate. 

Dated: May 23,2006. 

Respectfully submitted; 

STITES & HARBISON PLLC 

R. Benjamin Crittenden 
STITES & HARBISON PLLC 
421 West Main Street 
P.O. Box 634 
Frankfort, Kentucky 40602-0634 
Telephone: (502) 223-3477 

COUNSEL FOR: 
KENTUCKY POWER COMPANY 

CERTIFICATE OF SERVICE 

I hereby certify that a true and accurate copy of the foregoing was served first class mail, 
postage prepaid upon the following: 

Michael L. Kurtz 
Boehm, Kurtz & Lowry 
Suite 1510 
36 East Seventh Street 
Cincinnati, Ohio 45202 



Elizabeth E. Biackford 
Assistant Attorney General 
Suite 200 
1024 Capital Center Drive 
Frankfort, Kentucky 40601-8204 

on this the 23rd day of May, 2006. 
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DIRECT TESTIMONY OF 
ERROL K WAGNER, ON BEHALF OF 

KENTUCKY POWER COMPANY 
BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

I. Introduction 

1 Q: Please state your name, position and business address. 

2 A: My name is Errol K. Wagner. My position is Director of Regulatory Services, 

3 Kentucky Power Company ("Kentucky Power, KPCo or Company"). My business 

4 address is 101 A Enterprise Drive, Frankfort, Kentucky 40602. 

II. Background 

Q: Please summarize your educational background and business experience. 

A: I received a Bachelor of Science degree with a major in accounting from 

Elizabethtown College, Eliiabethtown, Pennsylvania in December 1973. I am a 

Certified Public Accountant. I worked for two certified public accounting f m s  

prior to joining the Pennsylvania Public Utility Commission Staff in 1976. In 1982, 

I joined the American Electric Power Service Corporation ("AEPSC") as a Rate 

Case Coordinator. In 1986, I transferred from AEPSC to Kentucky as the Assistant 

Rates, Tariffs and Special Contracts Director. In July 1987, I assumed my current 

position. 

Q: What are your responsibilities as Director of Regulatory Services? 

A: I supervise and direct the Regulatory Services of the Company, which has the 

responsibility for rate and regulatory matters affecting Kentucky Power. This 

includes the preparation of and coordination of the Company's exhibits and 
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testimony in rate cases and any other formal filings before state and federal 

regulatory bodies. Another responsibility is assuring the proper application of the 

Company's rates in all classifications of business. 

To whom do you report? 

I report to the President of Kentucky Power, Mr. Timothy C. Mosher, who is also 

located in Frankfort, Kentucky. 

Have you previously testified before this Commission? 

Yes. I have testified before this Commission in numerous regulatory proceedings 

involving the adjustment in electric base rates, the fuel adjustment clause, the 

operation of the environmental cost recovery mechanism, approval of certificates of 

public convenience and necessity and other regulatory matters. I also testified in 

KPCo's last general adjustment in electric base rates in Case No. 2005-00341. 

What is your understanding of the purpose of this proceeding? 

The Kentucky Public Service Commission (KPSC) issued its April 25, 2006 Order 

in Case No. 2006-00128 for the purpose of examining the environmental surcharge 

mechanism of KPCo for the six-month billing periods ending December 31, 2002, 

December 3 1, 2003, June 30, 2004, December 3 1, 2004, and December 3 1, 2005 

and for the two-year billing periods ending June 30,2003 and June 30,2005. 

Has the Company responded to the Staff's eighteen data requests, including sub- 

parts, in Appendix B to the Commission's April 25,2006 order in this case? 

Yes. 
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111. Purpose of Testimony 

1 Q: What is the Company's position as to any net amount to be under or over collected 

2 from the ratepayers? 

3 A: As demonstrated in the Company's response to Item No. 1, page 10 of 10, the 

4 Company is in a net under collection position by $1 10,756. 

IV. Reasons for the Net Under Collection 

What are the reasons for the net under collections? 

The reasons for the net under collected position relate to three components of the 

estimated property tax calculation: (1) the installed cost of the environmental 

facilities; (2) the net book factor and (3) the assessment factor. During some 

periods, a fluctuating (actual) monthly installed cost was incorrectly used when the 

installed cost as of the end of the previous year should have been used for purposes 

of the calculation of the property tax. Additionally, during some periods, the 

estimated net book factor differed from the actual net book factor, and the estimated 

assessment factor differed from the actual assessment factor. When the correct 

installed costs and the actual net book factors and actual assessment factors are used 

for the property tax calculations, the result is a net under collection. Please 

reference the Company's response to Item No. 5. 

V. Review Period May 2001 throurrh December 2001 

17 Q: What were the reasons for the underlover collected position for the time period May 

18 2001 through December 2001? 
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1 A: As demonstrated in the Company's response to Item No. 5, page 7 of 10, the reason 

2 for the monthly differences in this review period is the difference in the estimated 

3 and actual net book factor. The Company originally estimated a net book factor of 

4 0.48495 and the actual net book factor used in the property tax calculation was 

5 0.449596. This resulted in an over collection of $69 per month for the 8 months or a 

6 total over collection for this eight month review period of $552 ($69 X 8). 

VI. Review Period January 2002 throu~h December 2002 

What were the reasons for the underlover collected position for the time period 

January 2002 through December 2002? 

As demonstrated in the Company's response to Item No. 5, pages 7 and 8 of 10, the 

reasons for the monthly differences in this review period are: (1) the differences in 

the estimated and actual net book factors and (2) the differences in the estimated 

and actual assessment factors. The Company originally estimated a net book factor 

of 0.48495 for January, 2002 through April, 2002 and 0.50987 for May, 2002 

through December, 2002. The actual net book factor used in the property tax 

calculation was 0.41591 8. Also, the Company originally estimated the assessment 

factor at 0.9822432 for the months January, 2002 through April, 2002 and 

0.9945253 for the months May 2002 through December 2002. The actual 

assessment factor used in calculating the property tax was 0.9945253. This resulted 

in a total over collection of $2,232 for the 12 months. 
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VII. Review Period Januarv 2003 through December 2003 

1 Q: What were the reasons for the underlover collected position for the time period 

2 January 2003 through December 2003? 

3 A. As demonstrated in the Company's response to Item No. 5, pages 8 and 9 of 10, the 

4 reasons for the monthly differences in this review period are: (1) the correction of 

5 the installed cost used for property tax purposes, (2) the differences in the estimated 

6 and actual monthly net book factors for January through December and (3) the 

7 difference in the estimated and actual assessment factors in the monthly calculations 

8 for January. The following table illustrates the differences in the installed cost 

9 values used and the correct installed cost value for purposes of the property tax 

calculation: 

Month 

January 
February 

March 
ApriI 
May 
June 
July 

13 Because the installed cost used in calculating the property tax for the calendar year 

14 2003 is based on the installed cost at December 3 1,2002, the correct installed cost 

Amount Originally Used in 
Property Tax Calculation 

August 
September 
October 

November 
December 

Correct Amount 
for Property - 

$15,916,876 
$15,916,876 
$31,294,167 
$3 1,562,607 
$165,953,603 
$1 84,693,776 
$188,475,450 

- - 
Tax Calculation 

$15,916,876 
$15,916,876 
$15,916,876 
$1 5,916,876 - 

$15,916,876 
$15,916,876 
$15,916,876 

$1 89,004,897 
$189,618,301 
$183,915,212 
$1 87,354,314 
$1 87,009,776 

$15,916,876 
$15,916,876 
$15,916,876 
$15,916,876 
$15,916,876 
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1 for calculating calendar year 2003 property tax was $15,916,876. Also, both the 

2 estimated net book factor and the estimated assessment factor used in the 

3 calculation of the environmental monthly filing should have been 0.391037 and 

4 0.8961572 respectively. This resulted in a total over collection of $83,482 for the 12 

5 months. 

VIII. Review Period Januarv 2004 through December 2004 

What were the reasons for the underlover collected position for the time period 

January 2004 through December 2004? 

As demonstrated in the Company's response to Item No. 5, pages 9 and 10 of 10, 

the reasons for the monthly differences in this review period are: (1) the correction 

of the installed cost used for property tax purposes, (2) the differences in the 

estimated and actual monthly net book factors for January through December and 

(3) the difference in the estimated and actual assessment factors in the monthly 

calculations for January. The following table illustrates the differences in the 

installed cost values used and the correct installed cost value for purposes of the 

property tax calculation: 
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Because the installed cost used in calculating the property tax for the calendar year 

2004 is based on the installed cost at December 31,2003, the correct installed cost 

for calculating calendar year 2004 property tax was $187,009,776. Also, both the 

estimated net book factor and the estimated assessment factor used in the calendar 

year 2004's environmental monthly filing should have been 0.678151 and 0.9071 

respectively. This resulted in a total under collection of $79,127 for the 12 months. 

IX. Review Period Januam 2005 through December 2005 

What were the reasons for the underlover collected position for the time period 

January 2004 through December 2004? 

As demonstrated in the Company's response to Item No. 5, page 10 of 10, the 

reasons for the monthly differences in this review period are: (I) the correction of 

the installed cost used for property tax purposes, (2) the differences in the estimated 

and actual monthly net book factors for January through December and (3) the 
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differences in the estimated and actual assessment factors in the monthly 

calculations for January through December. The following table illustrates the 

differences in the installed cost values used and the correct installed cost value for 

purposes of the property tax calculation: 

Because the installed cost used in calculating the property tax for the calendar year 

2005 is based on the installed cost at December 3 1,2004, the correct installed cost 

for calculating calendar year 2005 property tax was $187,496,762. Also, both the 

estimated net book factor and the estimated assessment factor used in the calendar 

year 2005's environmental monthly filing should have been 0.659097 and 0.979188 

respectively. This resulted in a total under collection of $1 17,895 for the 12 months. 

August $189,168,206 $1 84,496,762 
$190,656,197 $1 84,496,762 

October $1 90,656,197 7 
November 
December 

$190,656,197 
$190,656,197 

$1 84,496,762 
$1 84,496,762 
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VIII. Conclusion 

1 Q: What is the net overlunder position the Company calculates at December 3 1,2005? 

2 A: The Company's net under collection for this review is $1 10,756 as demonstrated in 

3 the Company's response to both Items No. 1 and 5. 

4 Q: Does that conclude your pre-filed direct testimony? 

5 A: Yes. 
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KPSC Case No. 2006-00128 
Commission Staff First Set of Data Request 

Order Dated April 25,2006 
Item No. 1 

Page 1 of 10 

Kentucky Power Company 

REQUEST 

Prepare a summary schedule showing the calculation of E(n1) and the surcharge factor for the 
expense ~nonths covered by the applicable billing period. Use ES Form 1.0 as a model for this 
summary. Include the expense months for the two expense months subsequent to the billing 
period in order to show the over- and under- recovery adjustments for the months included for 
the billing period under review. Include a calculation of any additional over- or under-recovery 
amount Kentucky Power believes needs to be recognized for each 6-month review or 2-year 
review. Include all supporting calculations and documentation for any such additional over- or 
under-recovery. 

RESPONSE 

A sum~nary schedule showing the calculation of E(m) and the surcharge factor for the expense 
months covered by the applicable billing period is attached. (Please see Pages 2 to 10). 

WITNESS: Errol K Wagner 



ES FORM 1.00 
KENTUCKY POWER COMPANY 

FNVIHONMENTAL SURCHARGE REPORT - . -  - 

CALCULATION OF E(m) AND SURCHARGE FACTOR 
For the Expense Month of - 

Line 
No &scription 

1 CRR from ES FORM 3.00 
2 Err from ES Form 2.00 
3 E(m) (Line I - Line 2) 

Kentucky Retail Jurisdictional Allocation Factor, 
from ES FORM 3.30. Schedule of Revenues. 

4 Line I 
5 KY Retail E(m) (Line 3 ' Line 4) 

Overl(Under) Recovery Adjustment from ES 
6 FORM3.30 
7A January 2004 ES FORM 3.10 - Adjustment 
78 Net KY Retail E(m) (Line 5 + Line 6) 
8 Net KY Retail E(m) (Line 7) 
9 KY Retail R(m) fmm ES FORM 3.30 

Environmental Surcharge Factor for Expense 
10 Month (Line 8 1 Line 9) 

11 Revised Net KY Retail E(m) (Line 78) 

12 Overl(Under) Recovery (Line 11 - Line 8) 

Detail of Line 12 
13 Monthly Property Taxes 

14 Total Underl(0ver) Recovery 

May June 

KPSC Case No. 200650128 
Commission Staff 1st Set Data Requests 

Order Dated April 25.2006 
Item No. I 

Page 2 of 10 

July August September October November December 

2001 2001 2001 2001 2001 2001 Total 



ES FORM 1.00 
KENTUCKY POWER COMPANY 

ENVIRONMENTAL SURCHARGE REPORT 
CALCULATION OF E(m) AND SURCHARGE FACTOR 

For the Expense Month of - 
Line 
No Description 

1 CRR from ES FORM 3.00 
2 Brr from ES Form 2.00 
3 E(m1 (Line I - Line 2) 

~ e n l u c k ~  Retail Jurisdic1,onal Allocation Factor, 
from ES FORM 3.30. Schedule of Revenues. 

4 Line 1 
5 KY Retail E(m) (Line 3 ' Line 4) 

Overl(Under) Recovery Adjustment from ES 
6 FORM3.30 
7A January 2004 ES FORM 3.10 -Adjustment 
78 Net KY Retail E(m) (Line 5 + Line 6) 
8 Net KY Retail E(m) (Line 7) 
9 KY Retail R(m) from ES FORM 3.30 

Environmental Surcharge Factor for Expense 
l o  Month (Line 8 I Line 9) 

11 Revised Net KY Retail E(m) (Line 78) 

12 Overl(Under) Recovery (Line 11 - tine 8) 

Detail of Line 12 
13 Monthly Property Taxes 

14 Total Underl(0ver) Recovery 

KPSC Case No. 2006-00128 
Commission Staff 1st Set Data Requests 

Ordered Dated April 25,2006 
Item No. 1 

Page 3 of 10 

January Feb~ary March April May June 

2002 2002 2002 2002 2002 2002 Total 



ES FORM 1.00 
KENTUCKY POWER COMPANY 

ENVIRONMENTAL SURCHARGE REPORT 
CALCULATION OF E(m) AND SURCHARGE FACTOR 

For the Expense Month of - 
Line 
No Description 

I CRR from ES FORM 3.00 
2 Err hnm ES Form 2.00 
3 E(m) (Line 1 -Line 2) 

Kentucky Retail Jurisdictional Ailacation Factor, 
from ES FORM 3.30. Schedule of Revenues. 

4 Line 1 
5 KY Retail E(m) (Line 3 ' Line 4) 

Over/(Under) Recovery Adjllstment from ES 
6 FORM 3.30 
7A January 2004 ES FORM 3.10 -Adjustment 
76 Net KY Retail E(m) (Line 5 + tine 5) 
6 Net KY Retail E(m) (Line 7) 
9 KY Retail R(m) from ES FORM 3.30 

Environmental Surcharge Factor for Expense 
10 Month (Line 8 I Line 9) 

'I1 Revised Net KY Retail E(m) (Line 78) 

12 Overl(Under) Recovecy (Line 11 - Line 8) 

Detail of Line 12 
13 Monthly Property Taxes 

14 Total Underl(0ver) Recovery 

KPSC Case No. 2006-00128 
Commission Staff 1st Set Data Requests 

Order Dated April 25,2005 
Item No. 1 

Page 4 of 10 

July August September October November Decembar 

2002 2002 2002 2002 2002 2002 Total 



ES FORM 1.00 
KENTUCKY POWER COMPANY 

ENVIRONMENTAL SURCHARGE REPORT 
CALCULATION OF E(m) AND SURCHARGE FACTOR 

For the Expense Month of - 
Line 
No Description 

1 CUR from ES FORM 3.00 
2 Brr from ES Form 2.00 
3 E(m) (Line 1 - Line 2) 

Kentucky Retail Jurisdictionel Allocation Factor. 
from ES FORM 3.30, Schedule of Revenues. 

4 Line 1 
5 KY Retail E(m) (Line 3 ' L i e  4) 

Overl(Under) Recovery Adiustment from ES - .  
6 FORM 3.30' 
7A January 2004 ES FORM 3.10 -Adjustment 
7 8  Net KY Retail E(m) (Line 5 + Line 6) 
8 Net KY Retail ~ ( m )  (line 7) 
9 KY Retail R(m) from ES FORM 3.30 

Environmental Surcharge Factor for Expense 
10 Month (Llne 8 1 Line 9) 

11 Revised Net KY Retail E(m) (Line 70) 

12 Over/(Under) Recovery (Line 11 -Line 8) 

Detall of Line 12 
13 Monthly Properly Taxes 

14 Total Underl(0ver) Recovery 

KPSC Case No. 2006-00128 
Commission Staff 1st Set Data Requests 

Order Dated April 25.2006 
Item No. 1 

Page 5 of 10 

January February March April May June 

2003 2003 2003 2003 2003 2003 Total 



ES FORM 1 .OO 
KENTUCKY POWER COMPANY 

ENVIRONMENTAL SURCHARGE REPORT 
CALCULATION OF E(m) AND SURCHARGE FACTOR 

For the Expense Month of - 
Line 
No Description 

1 CRR from ES FORM 3.00 
2 Err from ES Form 2.00 
3 E(m) (Line 1 - Line 2) 

Kentucky Retail Jurisdictionel Allocation Factor, 
from ES FORM 3.30, Schedule of Revenues, 

4 Line 1 
5 KY Retail E(m) (Line 3 ' Line 4) 

Over/(Under) Recovery Adjustment from ES 
6 FORM 3.30 
7A January 2004 ES FORM 3.10 -Adjustment 
78 Net KY Retail E(m) (Line 5 * Line 6) 
8 Net KY Retail E(m) (Line 7) 
9 KY Retail R(rn) from ES FORM 3.30 

E nvironrnentai Surcharge Fector for Expense 
10 Month (Line 8 1 Line 9) 

11 Revised Net KY Retail E(m) (Line 78) 

12 Overl(Under) Recovery (Line 11 - Line 6) 

Detail of Line 12 
13 Monthly Property Taxes 

14 Total Underf(0ver) Recovery 

KPSC Case No. 2006-00128 
Commission Staff 1st Set Data Requests 

Order Dated April 25,2006 
Item No. 1 

Page 6 of 10 

Jury August September October November December 

2003 2003 2003 2003 2003 2003 Total 



ES FORM 1 .OO 
KENTUCKY POWER COMPANY 

ENVIRONMENTAL SURCHARGE REPORT 
CALCULATION OF E(m) AND SURCHARGE FACTOR 

For the Expense Month of - 

Line 
No Description 

1 CRR from ES FORM 3.00 
2 Brr fmm ES Form 2.00 
3 E(m) (Line I - Line 2) 

Kentucky Retail Jurisdictional Allocation Factor, 
horn ES FORM 3.30, Schedule of Revenues. 

4 Line1 
5 KY Retail E(m) (Line 3 ' Line 4) 

Overl(Under) Recovery Adjustment tom ES 
6 FORM3.30 
7A January 2004 ES FORM 3.10 -Adjustment 
78 Net KY Retail E(m) (Line 5 + Line 6) 
6 Net KY Retail E(m) (Line 7) 
9 KY Retail R(m) from ES FORM 3.30 

Environmental Surcharge Factor for Expense 
10 Month (Line 8 1 Line 9) 

11 Revised Net KY Retail E(m) (Line 78) 

12 Overl(Under) Recovery (Line 11 - Line 8) 

Detail of Line 12 
13 Monthly Properly Taxes 

14 Total Underl(0ver) Recovery 

KPSC Case No. 2006-00126 
Commission Staff 1st Set Deta Requests 

Order Dated April 25,2006 
item No. 1 

Page 7 of 10 

January February March April May June 

2004 2004 2004 2004 2004 2004 Total 



ES FORM 1.00 
KENTUCKY POWER COMPANY 

ENVIRONMENTAL SURCHARGE REPORT 
CALCULATION OF E(m) AND SURCHARGE FACTOR 

For the Expense Month of - 
Line 
No Description 

1 CRR from ES FORM 3.00 
2 Err from ES Form 2.00 
3 E(m) (Line I - Line 2) 

~ e n i u c k ~  Retail Jurisdictional Allocation Factor. 
from ES FORM 3.30. Schedule of Revenues, 

4 Line 1 
5 KY Retail E(m) (Line 3 ' Line 4) 

Over/(Under) Recovery Adjustment from ES 
6 FORM3.30 
7A January 2004 ES FORM 3.10 -Adjustment 
78 Net KY Retail E(m) (Line 5 + Line 6) 
8 Net KY Retail E(m) (Lme 7) 
9 KY Retail R(m) from ES FORM 3.30 

Envbnmental Surcharge Factor for Expense 
10 Month (Line 8 I Line 9) 

11 Revised Net KY Retail E(m) (Line 78) 

12 Over/(Under) Rewvery (Line I I -Line 8) 

Detail of Line 12 
13 Monthly Property Taxes 

14 Total Underl(0ver) Recovery 

KPSC Case No. 2006,00128 
Commission Staff 1st Set Data Requests 

Order Dated April 25.2006 
Item No. 1 

Page 8 of I 0  

July August September October November December 

2004 2004 2004 2004 2004 2004 Total 



ES FORM 1 .OO 
KENTUCKY POWER COMPANY 

ENVIRONMENTAL SURCHARGE REPORT 
CALCULATION OF E(m) AND SURCHARGE FACTOR 

For the Expense Month of - 
Line 
No Description 

1 CRR from ES FORM 3.00 
2 Err from ES Form 2.00 
3 E(m) (Line 1 - Line 2) 

~ e n t u d r ~  Retail Jurisdictional Ailocat~on Factor, 
from ES FORM 3.30. Schedule of Revenues. 

4 Line 1 
5 KY Retail E(m) (Line 3 Line 4) 

Over/(Under) Recovery Adjustment from ES 
6 FORM3.30 
7A January 2004 ES FORM 3.10 - Adjustment 
78 Net KY Retail Elm) (Line 5 + Line 6 )  . - 
8 Net KY Retail ~ i m i  i ~ i n e  7) 
9 KY Retail R(m) from ES FORM 3.30 

Environmental Surcharge Factor for Expense 
10 Month (Line 8 1 Line 9) 

11 Revised Net KY Retail E(m) (Line 78) 

12 Over/(Under) Recovery (Line 11 - tine 8) 

Detail of Line 12 
13 Monthly Property Taxes 

14 Total Underl(0ver) Recovery 

KPSC Case No. 2006-00128 
Commission Staff 1st Set Data Requests 

Order Dated April 25,2006 
Item No. 1 

Page 9 of 10 

January February March April May June 



ES FORM 1.00 

KENTUCKY POWER COMPANY 
ENWRONMENTAL SURCHARGE REPORT' 

CALCUIATION OF E(m) AND SURCHARGE FACTOR 
For the Expense Month of - 

Lhe 
No Description 

1 CRR from ES FORM 3.00 
2 Brr from ES Form 2.00 
3 E(m) (Line 1 -Line 2) 

Kentucky Retaii Jurisdiclional Allocation 
Factor. from ES FORM 3.30, Schedule of 

4 Revenues. Line I 
5 KY Retail E(m) (Line 3 ' Line 4) 

Overi(Under) Recovery Adjustment from ES 
6 FORM 3.30 
7A January 2004 ES FORM 3.10 -Adjustment 
78 Net KY Retail E(m) (Line 5 + Une 6) 
8 Net KY Retail E(m) (Line 7) 
9 KY Retail R(m) from ES FORM 3.30 

Environmental Surcharge Factor for Expense 
lo Month (Llne 8 I Llne 9) 

I I Revised Net KY Retail E(m) (Line 78) 

12 Ouer/(Under) Recovery (Line I I - Line 8) 

Detail of Line 12 
13 Monthly Pmperty Taxes 

14 Total Underl(0ver) Recovery 

KPSC Case No. 2006-00126 
Commission Staff 1st Set Data Requests 

Order Dabd April 25.2006 
item No. I 

Page 10 of 10 

Juv August August September October November December Total Total 
J& (0 May 2Wt 

OB~mwibEzr $0 





KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 2 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

The net gain or loss from sulfur dioxide ("SO2") and nitrogen oxide ("NOx") emission allowa~ce 
sales are reported on ES Form 3.0, Calculation of Current Period Revenue Requirement, Third 
Component. For each expense month covered by the applicable billing period, provide an 
explanation of how the gain or loss reported in the expense month was calculated and describe 
the transaction(s) that was the source of the gain or loss. 

RESPONSE 

We calculate the gain or loses on all allowance sales using this standard formula: 

Sales Proceeds - Weighted Average Cost of Allowances Sold - Broker Fees + or - Option 
Premiums =Net Gain or Loss. 

The gains or losses are as a result of selling SO2 or NOx allowances from our compliance 
inventory to external counterparties. 

WITNESS: Errol K Wagner 





KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 3 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

The SO2 emission allowance inventory is reported on ES Form 3.11,  SO2 Emission Allowance 
Inventory (prior to the March 2003 expense month, ES Form 3.12, Emission Allowance 
Inventory). The most frequent addition to the SO2 emission allowance inventory is classified as 
"Otl~er" on ES Form 3.1 1. For each of the applicable billing periods under review: 

a. Describe the types of transactions reported in the Other category. 
b. Explain why Kentucky Power acquired these additional allowances. 
c. Explain how the price per allowance for this category of emissions allowance is determined. 

RESPONSE 

a. The "Other" category includes purchases of SO2 and NOx allowances from external 
counterparties. 

b. Purchases are made to meet forecasted consumption needs. 

c. The price per allowance represents the purchase price per the purchase agreement, plus any 
brokerage fees paid. 

WITNESS: Errol K Wagner 





KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 4 
Page I of 1 

Kentucky Power Company 

REQUEST 

Provide the percentage of Kentucky Power's long-term debt that has a variable interest rate as of 
the last expense month in the applicable billing period under review. 

RESPONSE 

None of Kentucky Power's long-term debt currently has variable. However, the company has 
entered into one interest rate swap from fixed to floating interest rate for $50 million, and 
including this as variable rate debt would increase the percentage of KP's long-term debt with a 
variable interest rate from 0 to 10.25%. 

WITNESS: Errol K Wagner 





KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 5 

Page 1 of 10 

Kentucky Power Company 

REQUEST 

Included in the environmental costs reported on ES Form 3.10, Costs Associated with Big 
Sandy, are property taxes. Explain the reason(s) for the fluctuations in the property taxes during 
the sevcn review periods. 

RESPONSE 

Fluctuations in property taxes during the seven review periods resulted from either inco~rectly 
estimated property tax rate factors, or changes in the installed cost of environmental facilities at 
Big Sandy Plant. 

There are three property tax rate factors used in calculating the estimated monthly property tax 
amount. The factors used for any year are based on the prior year's assessment for property taxes 
purposes at Big Sandy Plant. The first factor is the Net Book Value (NBV) factor. The NBV 
factor is the percentage the Net Book Value (generation plant cost minus generation plant 
accumulated depreciation) is of the Generation Plant Cost. A second factor is the Manufacturing 
Machinery Assessment Factor. The Manufacturing Machinery Assessment Factor is determined 
by dividing the Net Book Plant by the Assessed Generation Plant Value. The Assessed 
Generation Plant Value is the assessed value of the generating plant for property tax purposes of 
the prior year. The third factor is the Property Tax Rate for Big Sandy Plant. 

Page 6 of 10 of this response demonstrates how the NBV factor is calculated for Years 2000 to 
2004. This scliedule includes Total Generating Plant less Accumulated Depreciation equaling 
Net Book Value (NBV). The NBV is divided by the Generating Plant Cost to determine the 
NBV factor. 

The prior year December balance of the Utility Plant at Original Cost from ES FORM 3.10 I 
supposed to be the investment amount used at the Installed Cost at Big Sandy Plant in calculating 
the estimated property tax amount. In this review it was discovered that the current month 
balance of the Utility Plant at Original Cost was being used as the Installed Cost at Big Sandy 
Plant instead of the prior year December balance in calculating the estimated property tax 



KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 5 

Page 2 of 10 

Below is an explanation by review period as to either why there were fluctuations in the 
estimated monthly property tax amounts or any proposed adjustnlents. Pages 7 to 10 of 10 of 
this response demonstrates the estimated monthly property tax calculated amounts and any 
revised calculations and adjustments. 

Review Period from July 2001 lo December 2001 
It was determined that the NBV factor for this review period was incorrect. The NBV that was 
used was 0.48495 and the correct NBV factor should have been 0.449596. 

The Manufacturing Machinery Assessment Factor and Property Tax Rate is correct. 

The Iilstalled Cost at Big Sandy Plant amount of $15,916,876 used in calculating the estimated 
property tax amount is correct. 

The property tax amount adjustment for this review period is ($552). 

Review Period from January 2002 to June 2002 
It was determined that the NBV factor for this review period was incorrect. The NBV that was 
used was 0.48495 from January to April 2002 and 0.50987 from May to June 2002, and the 
correct NBV factor should have been 0.4159 18. 

Also, the Manufacturing Machinery Assessment Factor of 0.9822432 for month January to April 
2002 is incorrect and should have been 0.9945253. May and June 2002 Manufacturing 
Machinery Assessment Factor are correct. 

The Property Tax Rate is correct. 

The Installed Cost at Big Sandy Plant amount of $15,916,876 (balance as of December 2001) 
used in calculating the estimated property tax amount is correct. 

The property tax amount adjustment for this review period is ($1,116). 

Review Period from July 2002 to December 2002 
It was determined that the NBV factor for this review period was incorrect. The NBV that was 
used was 0.50987 froin July to December 2002, and the correct NBV factor should have been 
0.415918. 

The Manufacturing Machinery Assessment Factor and Property Tax Rate are correct 

The Installed Cost at Big Sandy Plant amount of $15,916,876 (balance as of December 2001) 
used in calculating the estimated property tax amount is correct. 

The property tax amount adjustment for this review period is ($1,116). 



KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 5 

Page 3 of 10 

Review Period from Januarv 2003 to June 2003 
It was determined that the NBV factor for this review period was incorrect. The NBV that was 
used was 0.50987 for January 2003 and 0.36537 for February to June 2003, and the correct NBV 
factor should have been 0.391037. 

Also, the Manufacturing Machinery Assessment Factor of 0.9945253 for month January 2003 is 
incorrect and should have been 0.8961572. The Manufacturing Machinery Assess~neiit Factor 
fiom February to June 2003 are correct. 

The Property Tax Rate is correct. 

The Installed Cost at Big Sandy Plant amount of $15,916,876 (balance as of December 2002) 
should have been used for this review period (January to June 2003) instead of the fluctuating 
~~lonthly Installed Cost at Big Sandy Plant amounts from March to June 2003. 

The property tax amount adjustment for this review period is ($20,607). 

Review l'eriod from July 2003 to December 20U3 - .- 
I t  \\as dercrmined that the NB\' factor fur this re\ic\v period was incorrect. The NB\' thai was 
used was 0.36537 from July to December 2003, and the correct NBV factor should have been 
0.391037. 

The Manufacturing Machinery Assessment Factor and Property Tax Rate are correct. 

The Installed Cost at Big Sandy Plant amount of $15,916,876 (balance as of December 2002) 
should have been used for this review period (July to December 2003) instead of the fluctuating 
monthly Installed Cost at Big Sandy Plant amounts from July to December 2003. 

The property tax amount adjustment for this review period is ($62,875). 

Review Period from January 2004 to June 2004 
It was determined that the NBV factor for this review period was incorrect. The NBV that was 
used was 0.36537 for January 2004 and 0.366123 for February to June 2004, and the correct 
NBV factor should have been 0.678151. In Year 2003, there was substantial investineilt at Big 
Sandy Plant due to the installation a SCR and related projects. This is the reason the NBV factor 
of 0.678151 is much larger than the NBV factor of 0.391037 for the previous year. 

The Ma~ufacturing Machinery Assessment Factor and Property Tax Rate are correct. 



KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 5 

Page 4 of 10 

The Illstalled Cost at Big Sandy Plant amount of $1 87,009,776 (balance as of December 2003) 
should have been used for this review period (January to June 2004) instead of the fluctuating 
montl~ly Installed Cost at Big Sandy Plant amounts from January to June 2004. 

The property tax amount adjustment for this review period is $39,708. 

Review Period from Julv 2004 to December 2004 
It was determined that the NBV factor for this review period was incorrect. The NBV that was 
used was 0.366123 for July to December 2004, and the correct NBV factor should have been 
0.6781 51. In Year 2003, there was substantial investment at Big Sandy Plant due to the SCR and 
related projects. This is the reason the NBV factor of 0.67815 1 is much larger than the NBV 
factor of 0.391037 for the previous year. 

The Manufacturing Machinery Assessment Factor and Property Tax Rate are correct. 

The Installed Cost at Big Sandy Plant amount of $187,009,776 (balance as of December 2003) 
should have been used for this review period (July to December 2004) instead of the fluctuating 
~llonthly Installed Cost at Big Sandy Plant amounts from July to December 2004. 

The property tax amount adjustment for this review period is $39,419. 

Review Period from January 2005 to June 2005 
It was determined that the NBV factor for this review period was incorrect. The NBV that was 
used was 0.366123 for January to February 2005 and 0.336370 for March to June 2004, and the 
correct NBV factor should have been 0.659097. 

The Manufacturing Machinery Assessment Factor was also incorrect. The factor used was 
0.9071 for January to February 2005 and 0.6613 for March to June 2005. The correct factor 
should have been 0.979188. 

The Property Tax Rate used was correct. 

The I~istalled Cost at Big Sandy Plant amount of $187,496,762 (balance as of Decenlber 2004) 
should have been used for this review period (January to June 2005) instead of the fluctuating 
monthly Installed Cost at Big Sandy Plant an~ounts from January to June 2005. 

The property tax amount adjustment for this review period is $56,130 

Review Period from Julv 2005 to December 2005 
It was determined that the NBV factor for this review period was incorrect. The NBV that was 
used was 0.336370 for July to December 2005, and the correct NBV factor should have been 
0.659097. 



KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 5 

Page 5 of 10 

The Manufacturing Machinery Assessment Factor was also incorrect. The factor used was 
0.6613 for July to December 200.5. The correct factor should have been 0.9791 88. 

The Property Tax Rate used was correct. 

The I~tstalled Cost at Big Sandy Plant amount of $1 87,496,762 (balance as of December 2004) 
should have been used for this review period (July to December 2005) instead of the fluct~lating 
~noilthly Installed Cost at Big Sandy Plant amounts from July to December 200.5. 

The property tax amount adjustment for this review period is $61,765. 

Surnunarv of Review Period from July 2001 to December 2005 
The total property tax adjustment for the review period July 2001 though December, 2005 is 
$1 10,756. 

WITNESS: Errol K Wagner 



Year 
Ending 

(1 

KPSC Case No. 2006-00128 
Commission Staff 1st Set Data Requests 

Order Dated April 25, 2006 
Item No. 5 

Page 6 of 10 

Kentucky Power Company 
Schedule of Net Book Value (NBV) Factors 

Generation Net 
Plant Accumulated Book NBV 
Cost Depreciation Value Factor 
(2) (3) (4) (5) 
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KPSC Cane No 2006C0128 
Commi~alon SalA la S 1  Data R o q ~ e ~ l s  
Order Deled Apnl25. 2W8 
118" NO. 5 
Page 80f10 

I(eKNCW POWER COMPANI 
ESFOW 1.41) 

PROPERN 7kXCALCULATION 

Line 
NO. 

M*"lOS 0alc"lll.o - 
Schedule 3.10 

1 !"Stall& COB1 
Big Sandy Plsnl 

2 Net Bwk Factor 
3 Net Boek Vatus 

Mmwtecmring Maohinq 
4 Assessmen1 FectoLor 
5 Aose~sed Value 
8 Property Tax Rate 

Annusl Pmpeny Tsx 
7 Amount 
8 ManMty P r o m  Tax 

12 hlstalid Co51 
sis Ssndy Plw l  

13 Net Book Factor 
14 Net Bookvalue 

Menutaotoring M ~ o h l n q  
15 Astlesonsnl Faclor 
18 & s ~ ~ o B d V d w  
17 ProperlyTsxRate 

Annual Property Tax 
18 Amwnl 
19 MonlhlvProperly Tsr 

RMSEDMonffih 
m.sq TBIBI  PC!&. 
ES FORM 3.10 

August Seplember October November December Jsnuery February March Nffl May Jvne July Auguaf Sspmmber Oclnbst 

2002 2002 2002 2502 2002 2003 2003 2W3 2003 2003 2003 2003 200.3 2003 2003 
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XENNCKI 90% COMPAW 
ES FORM 3.ie 

PROPERIY T/U CALCULRTION 

Ul","," F.lcuk"o" - 
Schedule 3.10 

1 bslaned Cost 
El@ sen* Plan1 

2 N d  Book Fsclor 
3 Net Book Value 

Manulacloring Machhsry 
4 As~e~smenl F~c lo r  
5 ~saes8edValue 
6 Properly Tau Rels 

Annusi Property Tax 
7 AmOUnl 
8 Monlhly Propew Tax 

CORRECTSDC(\LCUmT(IN- 

Schedule 3.10 

12 Instelled cost 
8lo Ssndv P lw l  

14 Nel Bwk Value 
MwuEecWng Mschlnw 

15 AIISe49mMI Faclvr 
18 AsselrsedValue 
17 Property Tau Rsle 

Annusl Pmpedy Tau 
18 AmDMl 
19 MonlhlyPropeW TaX 

REVISE0 Manth!~ 
FrnW"? Tars$ "lad - 
ES FORM I 1 0  

NOYembar December 
2003 2003 

January Fabrtlery March Aprll May June July AU~UBI Seplernbar Oclober November December 

2004 2004 2004 2004 2004 2004 2004 2004 2004 2004 2004 2004 
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KENTUW POWER C O M P M  
ESFQRM 3.W 

PROPERR T M  OALCULRTION 

Line 
No. 

Monmly Catculstlon- 
Schedule3.10 

1 Installed Cosl 
BQ Sandy Plant 

2 Net Book Factor 
3 Nsl Book Velrrs 

Msnulectoring Msohlney 
4 Aoaessment Feclor 
5 Assssosd Velue 
8 Praperly'Tax Rate 

Ann& Pmperty Tax 
7 Amom 
8 Monlhb Property Tax 

l o  Monmly Pmperty Tarsa 
ToldEllimSlSU 
PmmmTaxes 

11 For Year 

CORRECTED OALCULnTON - 
ScheduC3.10 

12 lnslalled Cosl 
Blg Sandy Plsnl 

13 Net Book Feclor 
14 Net Book Value 

Menulsctoring Maohlnery 
15 A90eaern8of F~cEor 
18 Asse~Bed Value 
17 Pmperty TBX Rale 

Annual Pmpelly Tax 
16 Amollnl 
19 MonlhlyPmperty Tax 

20 Monthly Pmperty Tsxes 
Tot* E,,lrnS,~d 
~ m s " l n m s  

21 ForYasr 

Mo"*h P m m  T a  
22 AdlMnr* 

REVISED Teal EaUm(sd 
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23 FWYBBT 

Total Revised 
~mperty Tex 

Janusw Febmeq March April MeV June July Augunl September October November December 
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KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 6 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Billing Period from July 1,2001 through June 30,2003 

Refer to ES Form 3.10, Cost Associated with Big Sandy, for the December 2002 expense month. 
Explain the reason(s) for the increases in the Gavin scrubber costs reported for the December 
2002 expense month. 

RESPONSE 

The reason for the increased Gavin Scrubber Costs in December 2002 was due to the Gavin 
Lease Costs. 

The lease of the Gavin scrubber is treated as an operating lease on Ohio Power Company's 
financial statements. In accordance with SFAS 13 "Accounting for leases" the lease payinents 
must be straight-lined over the term of the agreement. However, the lease payments are 
impacted by several variables, including changes in the floating interest rate of a portion of the 
lease financing obligations. Therefore, the straight-line rent calculation is based on actual 
payments made as well as estimates (provided by Merrill Lynch) for future payments. 
I-Iistorically, the estimates have turned out to be less than the actual payments. Airnually, in 
December of each year, the straight-line rent calculation is updated for actual paylnents made 
during the year and any new estimates for future years. 

In December 2002, the lease expense of $1 1.4 million included an adjustment of approximately 
$3.1 million related to actual payments made for rent in 2002, which were $3.1 million higher 
tllan the estimates used in the previous year. Additionally, an adjustment of approximately $3.5 
million was recorded which reversed the effect of a favorable December 2001 adjustment, 
related to the timing of a prepaid lease payment. 

WITNESS: Errol K Wagner 





KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 7 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to ES Form 3.12, Emission Allowance Inventory, for the December 2002 and February 
2003 expense months and ES Form. 3.11, SO2 Emission Allowance Inventory, for the April 2003 
expense month. 

a. Describe the type of transaction reported as "Withdrawals-Intelcompany Sales." 
b. Explain how the sales price per allowance was determined for these sales. 

RESPONSE 

December 2002 

a) These sales of 13,462 allowances were required under the Interim Allowance Agreement.- 
ModificationNo. 1, Section 4.5, which states that each member will own a share of the AEP 
System Allowance Bank based on it's current member load ratio. 

b) These sales were priced at the system cost of compliance for 2002 of $233.08 per allowance 
as required by the Interim Allowance Agreement. 

February 2003 

a) These sales of 1,482 allowances were sales to non-affiliates and had been shown on the ES 
Form 3.12 as intercompany sales when they should have been reported under off-system sales 

b) These non-affiliate sales were priced at market. 

April 2003 

a) These sales of 352 allowances were sales to t~on-affiliates and had been shown on the ES 
Form 3.12 as intercompany sales when they should have been reported under off-system sales 

b) These non-affiliate sales were priced at market. 

WITNESS: Errol K Wagner 





KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 8 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Billing Period from July 1,2003 through December 3 1,2003 

Refer to ES Form 3.11, SO2 Emission Allowance Inventory, for the May 2003 through August 
2003 expense months. 

a. Describe the type of transaction reported as "Withdrawals-Intercompany Sales." 
b. Explain how the sales price per allowance was determined for these sales. 

RESPONSE 

a) All of t l~e sales form May 2003 through August 2003 were sales to non-affiliates which had 
been shown on the ES Form 3.12 as intercompany sales when they should have been reported 
under off system sales. 

b) These no~i-affiliate sales were priced at market. 

WITNESS: Errol K Wagner 





KPSC Case No. 2006-00128 
Commission Staff First Set Data Request 

Order Dated April 25,2006 
Item No. 9 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Billing Period from January 1,2004 through June 30,2004 

Refer to ES Form 3.1 1, SO2 Emission Allowance Inventory, for the December 2003 expense 
month. 

a. Describe the type of transaction reported as "Withdrawals-Intercompany Sales." 
b. Explain how the sales price per allowance was determined for these sales. 

RESPONSE 

a) These sales of 9,629 allowances were required under the Interim Allowance Agreeillent - 
Modification No. 1 under sections 4.2 and 4.5. Under Section 4.2 allowances are transferred 
among inembers associated with primary energy transactions. Under Section 4.5 each inenlber 
nlust own a share of the AEP System Allowance Bank based on its current member load ratio. 

b) Tlxe sales under section 4.2 are based on KPCo's average allowance inventory cost of $76.95, 
as required by the Interim Allowance Agreement. The salcs under Section 4.5 were priced at the 
system cost of compliance for 2003 of $257.69 as required by the Interim Allowance Agreement. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

Refer to ES Form 3.1 1, SO2 Emission Allowance Inventory, for the March 2004 expense moilth. 
Explain why Kentucky Power's utilization of SO2 emission allowances in this expense month 
was so much lower than other months in this billing period. 

RESPONSE 

It was discovered that the allowance management system had overstated consumption of SO2 
allowances by 16,832 tons for the 1st quarter; the correction of $200,694.81 was made in this 
month. This correction had no effect on average unit cost. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

Billing Period from July 1,2004 through December 31,2004 

Refer to ES Form 3.14, Gavin Scrubber Costs, for the June 2004 and October 2004 expense 
months. Explain why lime costs were higher in these months as compared to the other months in 
the billing period. 

R E S P O N S E  

Gavin Scrubber Costs - June 2004 
The Lime Costs for the Gavin Scrubber Costs for the month of June 2004 was higher than other 
lnonths because the costs in June 2004 erroneously included not only Lime Costs but also Urea 
and Trona Costs. The June 2004 Lime Costs included $2,823,265 of Lime, $721,090 of Urea 
and $435,519 for a total of $3,979,874. June 2004 Lime Costs should have only been 
$2,823,265. 

This was also true for the months from January 2004 to May 2004 on ES FORM 3.14. In July 
2004, there was an adjustment made to correct the January to June 2004 ES FORM 3.14 Lime 
Costs. Please see Page 2 of 2 of this answer for the s w a r y  of Lime Costs for the months 
January to July 2004 and adjustment for the Urea and Trona Costs. 

Gavin Scrubber Costs - October 2004 
The Lime Costs in September 2004 did not include all charges because the beginning inventory 
balance was over-stated. The overstatement was discovered in October 2004 and an adjustment 
was made. The average for the two months of September and October 2004 is $2,656,867. 

W I T N E S S :  Errol K Wagner 
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Kentucky Power Company 
Lime Costs - Gavin Scrubber Costs 

For The Period January 2004 to July 2004 

January February March April May June July 
Line Account Account 
No. No. Description 2004 2004 2004 2004 2004 2004 Subtotal 2004 Total 

1 5020001 Lime Expense 2,299,286.55 2.994.513.60 2,292,260.46 1,233,628.88 2,469.759.57 2,823.265.46 14,112.714.52 2,812.569.80 16,925,284.32 
2 5020002 Urea Expense 0.00 0.00 823.46 11,914.62 295.254.66 721,090.16 1.029.082.90 (1,029.082.90) 0.00 
3 5020003 Trona Expense 99,000.00 61,471.00 86.124.18 77,360.62 338,180.76 435.518.53 1,097,655.09 (1,097.655.09) 0.00 

Total 
4 Limecosts 2.398.286.55 3,055,984.60 2,379,208.10 1,322,904.12 3,103.194.99 3,979.874.15 16,239,452.51 885,831.81 16.925.284.32 
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Kentucky Power Company 

REQUEST 

Billing Period from July 1,2003 through June 30,2005 

Refer to ES Form 3.1 1 SO2 Emission Allowance Inventory, for the January 2005 expense 
moiith. Explain why Kentucky Power's utilization of SO2 emission allowances in this expense 
month was so much lower than other months in this billing period. 

RESPONSE 

There was a CEMS reporting error of January consumption. The understated einissions from 
January were corrected in February business. 

WITNESS: Errol K Wagnex 
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Kentucky Power Company 

REQUEST 

In Case No. 1996-00489, The Commission ordered that Kentucky Power's rate of return on 
colnmon equity for the environmental surcharge would be reviewed for reasonableness during 
the 2-year review case. In Case No. 2005-00341, the approved Settlement Agreement provided 
that Kentucky Power would utilize a 10.5 percent rate of return on common equity. 

a. Does Kentucky Power believe that the 10.5 percent rate of return on comrnol~ equity for the 
environmental surcharge is reasonable? Explain the response, and include any analyses or 
evaluations supporting it conclusions. 

b. If no to part (a), what rate of return on common equity does Kentucky Power propose for its 
environme~~tal surcharge? Provide a detailed analysis and testimony supporting Kentuclcy 
Power's position. 

RESPONSE 

a. Yes. KPC believes the 10.5 percent rate of return on commoll equity to be reasonable for this 
proceeding. 

Based on testimony submitted on September 26,2005 in KPCo's application to increase base 
rates, Mr. Paul Moul estimates a range of return on equity of 11.12% to 13.55% depending on 
the variables and the methodology utilized. However, Kentucky Power acknowledges that the 
Company has agreed to a return on equity of 10.5% in 2006 for Case No. 2005-00341 and would 
col-isider that level to be reasonable for establishing rates for the environmental surcharge review. 
The Company is not aware of any market changes since the Order in Case No. 2006-00341 
which would materially effect the cost of equity. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

KRS 278.1 83(3) provides that during the 2-year review, the Commission shall, to the extent 
appropriate, incorporate surcharge amounts found just and reasonable into the existing base rates 
of the utility. In Case No. 2005-00341, the approved Settlement Agreement provided that 
$28,I 06,683 from the environmental surcharge was incorporated into Kentucky Power's base 
rates. 

a. Does Kentucky Power believe any additional surcharge amount need to be incorporated into 
its base rates in conjunction with this Zyear review? 

b. If yes to part (a), provide the additional surcharge amount that Kentucky Power believes 
should be incorporated into its existing base rates. Explain how the surcharge amount should be 
incorporated into the base rates. Include all supporting calculations, workpapers, and 
assumptions as well as any analysis that Kentucky Power believes supports its position. 

RESPONSE 

a. No, KPCo does not believe there needs to be any additional environmental surcharge amount 
incorporated into KPCo's base rates due to the recent Commission's order dated March 14,2006 
in Case No. 2005-00341. 

WITNESS: En01 K Wagner 
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Kentucky Power Company 

REQUEST 

Billing Period July 1,2005 through December 3 1,2005 

Refer to ES Form 3.14, Gavin Scrubber Costs, for the May 2005 expense month. Explain why 
scrubber maintenance costs were lower for May as compared to the scrubber maintenance costs 
reported for January through August 2005. 

RESPONSE 

The May 2005 maintenance costs includes a large reversal of a April 2004 Unvoucher Liability 
in the amount of $I 84,000. These dollars were recorded in April 2004 based on a contractor's 
estimate. The actual May 2004 invoice was for $182,550.26, but only $13,947.94 pertained to 
the Scrubber costs. The remaining amount was charged to Plant Operation and Maintenance. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

In Case No. 1996-00489, the Commission ordered that Kentucky Power's weighted average cost 
of capital would be reviewed and re-established during the 6-month review case. Provide the 
following information as of December 31,2005: 

a. The outstanding balances for long-term debt, short-term debt, accounts receivable financing, 
and common equity. 

b. The blended interest rates for long-term debt, short-term debt, and accounts receivable 
financing. Include all supporting calculations showing how these blended interest rates were 
determined. 

c. Kentucky Power's calculation of its weighted average cost of capital for environmentaI 
surcharge purposes. 

RESPONSE 

Please see the attached. 

WITNESS: Errol K Wagner 
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KENTUCKY POWER COMPANY 
OUSTANDING BALANCES 

AS OF DECEMBER 31,2005 

Amount Outstanding Percent 
% 

Long-term Debt $ 487,964,000 55.819% 

short-term Debt (1) $ 6,040,631 0.691% 

Total Debt $ 494,004,631 

AIR Factoring $ 32,348,353 3.70% 

Preferred Stock $ - 0.000% 

Common Stock $ 347,841,406 39.790% 

Total 
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KEMUCKY POWER COMPANY 
SHORT-TERM DEBT BALANCE 

AND BLENDED INTEREST RATE 
613012005 THROUGH 1213112005 

As of End of 
Day (7)  

Balance 
Borrowed Cost Rate (q 

% 
3.41% 
3.41% 
3.41% 

Daily Interest Cost 13) 

~. . 
08117105 (561.902'j 3.62% (56.50) 
08118lO5 (1.492.931) 3.67% (152.20) 
08119105 (5.346.31 1) 3.63% (539.09) 
08/20105 (5,346,850) 3.63% (539.14) 
08121105 (5,347,390) 3.63% (539.20) 
08N105 (2,091.714) 3.61% (209.75) 
08123105 (2,368,778) 3.74% (246.09) 
08/24/05 (3,673,129) 3.74% (381.60) 
08125105 (3,937,757) 3.75% (410.18) 
09/13/05 (844,273) 3.82% (89.59) 
09/14/05 (386,535) 3.65% (41.34) 
0911 5105 (4.032.216) 3.83% (426.96) 
10113105 (1,126,084) 3.91% (122.31) 
1 0120105 (1,516,275) 3.74% (1 57.44) 
11117M5 (4,890,962) 2.68% (364.17) 
12112105 (2,097,459) 4.42% (257.52) 
12115105 (2,427,542) 4.45% (300.07) 
12&0105 (1,407,429) 4.41% (172.41) 
12/21/05 (559.180) 4.42% (68.65) 
12l22105 (1,238,049) 4.41% (151.66) 
12/23/05 (2,084,855) 4.43% (256.55) 
12124105 (2.085.111) 4.43% (256.58) 
12125105 (2,085,368) 4.43% (256.62) 
12t26105 (2,085,624) 4.43% (256.65) 
12127105 (1,072,202) 4.47% (133.13) 
12&8105 (1,434,455) 4.38% (174.53) 
12&9/05 (3,964,158) 4.48% (1,239.98) 
lZI30105 (6.039.878) 4.49% (753.31) 
12/31/05 (6,040,631) 4.49% (753.40L 

Averape Daiiy Balance (974,908) Total Interest Paid (18.288) 

Annual i i  Cost Rate 1.8758% 
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KENTUCKY POWER COMPANY 
BALANCE AND COST OF LONG-TERM DEBT 

AS OF DECEMBER 31,2005 
%Month Accounts Receivable Factoring and Cost Rate 

Averaoe AIR Balance Averape Annual Cost of Cam 

13 Months Ended December 31.2005 32,348.352.81 3.8881% 



Long-term Debt 

Short-term Debt 

Total Debt 

AIR Factoring 

Preferred Stock 

Common Stock 

Total 

Overall Cost of Capital 
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KENTUCKY POWER COMPANY 
WEIGHTED AVERAGE COST OF CAPITAL 

AS OF DECEMBER 31.2005 

Amount Outstanding Percent 
($000) % 

Cost Rate 
% 

Weighted 
Return Balancing Percent 

Component Column 
% % 
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Kentucky Power Company 

REQUEST 

Provide the following information concerning Kentucky Power's inventories of SO2 and NOx 
emission allowances: 

a. The number of emission allowances in the ending inventory balances as of December 3 1, 
2005. the ending inventory balance should reflect all available past vintage years of e~nission 
allowances through the 2005 vintage year. 

b. For each year in the period 2006 through 2016. 

1) Indicate the number of emission allowances allocated or expected to be allocated by the 
Environmental Protection Agency for the Big Sandy generating units. 

2) Indicated the number of emission allowances estimated to be allocated to Kentucky Power 
under the Interim Allowance Agreement or other allocation mechanism. 

3) Indicated the number of emission allowances Kentucky Power estimates it will utilize in 
conjunction with the operation of the Big Sandy generating units. Reflect the changes resulting 
from the adoption of the Clean Air Interstate Rule. 

4) If available, indicated any other estimated additions or withdrawals of emission allowances 
froin the Kentucky Power inventories of emission allowances. Include a descriptions the type of 
addition or withdrawal. 

RESPONSE 

a. As of Deceinber 31,2005, Kentucky Power's inventory of emission allowances was 16,929 for 
SO2 and 1,600 for NOx. 

b. Confidential protection of part b of this data request is being requested in the form of a Motion 
for Confidential Treatment. 

WITNESS: Errol K Wagnet 
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Kentucky Power Company 

REQUEST 

Through the end of 2016, does Kentucky Power plan on achieving SO2 and NOx emission limit 
colnpliance for the Big Sandy generating units only through the operation of currently in service 
emission control equipment and the consumption of emission allowances? If no, describe 
Kentucky Power's current plans for SO2 and NOx emission limit compliance at Big Sandy 
tlvough the end of 2016. 

RESPONSE 

Confidential protection of this data request is being requested in the form of a Motion for 
Confidential Treatment. 

WITNESS: Errol K Wagner 


