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AFFIDAVIT 

Lisa M. Barton, upon first being duly sworn, hereby makes oath that if the foregoing 
questions were propounded to her at a hearing before the Public Service Commission of 
Kentucky, she would give the answers recorded following each of said questions and that 
said answers are true. 

State of Ohio ) 

County of Franklin ) 
1 Case No. 201 1-00042 

Subscribed and sworn to before me, a Notary Public, by Lisa M. Barton this 2 8 '' 
day of ?77c~Lcr,Lc 2011. 



AFFIDAVIT 

Jerald R. Boteler, Jr. upon first being duly sworn, liereby makes oath that if the foregoing 
questions were propounded to him at a hearing before the Public Service Comrnissioii of 
I<entucky, he would give tlie answers recorded following each of said questions aiid that 
said answers are true. 

State of Ohio 

County of Fraiiltliii 

1 

) 
) Case No. 20 1 1-00042 

Subscribed aiid sworn to before me, a Notary Public, by Jaria T. Crooiii this 25'" day of 
March, 20 1 1. 

" 

My &iuiiission Expires 

JANA T, CROOM 
Notary Public 
In and for 

the State of Ohio 
I Commission Expires 

11/17/2011 



AFFIDAVIT 

Ranie K. Wohnhas, upon first being duly sworn, hereby makes oatli that if the foregoing 
questions were propounded to him at a hearing before the Public Service Commission of 
Kentucky, he would give the answers recorded following each of said questions and that 
said answers are true. 

Ranie K. Wohnhas 

Coininonwealth of Kentucky ) 
) Case No. 20 1 1-00042 

County of Franklin ) 

Subscr ed and sworn before me, a Notary Public, by Ranie K. Wohnhas this d- day of March, 201 1. 

My Commission Expir 

U " 





Refer to page 2, paragraph 4, o€ ICY Traiisco's application. Explain whether Kentucky Traiisco 
is a voting member of PJM Iiitercoiuiectioii LLC ("PJM"). If yes, as oiie oE six AEP 
traiisiiiissioii subsidiaries, explain whether it will have tlie saiiie votiiig power as each oC the 
other five subsidiaries. 

No. ICY Transco is not a voting inemher at PJM's two seiiior coiiiiiiitlees (Meinhers Coinmiltee 
(MC) and Markets & Reliability Coimnittee (MRC)) whose approval is iiecessary for any new 
action by PJM. 

C-Lm-eiitly, American Electric Power is the voting nieiiiber in PJM aiid AEP has one vote at each 
of PJM's two seiiior coimnittees (Meinhers Coiimittee (MC) and. Markets & Reliability 
Coimnittee (MRC)). 

IITNESS: Lisa M Bai-toii 





$C Case No. 201 1-0 

Page 1 o f 1  

Y 

Refer to page 2 of ICY Traiisco’s application, tlie last seiiteiice of paragraph 4, which 
states that ICY Traiisco “[wlill owii, control, operate and manage facilities to be used 
for the traiisinissioii oC electricity 10 the public for coiiipensatioii.” 

a. Provide the iiames of, or iii Ihe alteiiiative, a general clescription of, tlie custoiners 
KY Traiisco intends to serve that will constitute “tlie public” as that term is generally 
used in the Coininissioii’s statutes aiid regulations. 

b. If it were deteriiiiiied that KY Transco is not a utility as defined in I<RS 278.010, 
explain whether ICY Traiisco believes it would be subject to the jurisdiction of the 
Kentucky Board of Electric Geiieratioii and Transiiiission Siting. 

a. ICY Traiisco will provide traiismissioii service at wholesale to load service entities within 
IPJIW, including Kentucky Power Coinpaiiy aiid other wholesale customers in the 
Coiixnoiiwealtli of Kentucky. These load service eiitites will utilize traiisinissioii service 
provided by ICY Traiisco to provide service to customers at retail. These wholesale customers 
coiistitute a poi-tioii of an iiiclefiiiite public which has a legal right to demand aiid receive 
traiisinission service. 

b. KY Transco believes it would be subject to the jurisdiction of the ICentuclsy Board ofElectric 
Generation aiid Traiisiiiissioii Siting if it were cleteriiiined iiot to be a utility. 

1ITNESS: Lisa M Barton 





Refer to page 5, paragraph 12 (a), oftlie application. 

a. Explaiii who deteriiiiiies/appvoves the regional plaruiiiig process discussed in tlie 
last sentence. 

b. Explaiii whether this plaiming is in accordance with the guidelines of PJM, 
AEP Traiisinission LLC ("AEPTCo"), or aiiotlier entily. 

a. PJM holds the responsibility aiid authority €or plaruiiiig the regional traiisinission system, 
including AEP, as designated by FERC. 

b. PJM plans the systein in coordiiiatioii with AEP pursuant to plaimiiig criteria filed under 
FERC 71 5 aiid in coinpliaiice with NERC rules aiid regulations. Tlie traiisiiiissioii systems 
associated with all AEP entities axe plaimed under tlie same criteria. 

SS: Lisa M Barton 





Y 

Refer to the application, page 8, and last seiiteiice olparagrapli 17, which reads 
“[d]ecisioiis to uiiclertalte tlie iiiajority o€ new traiismissioii investinents facing Kentucky 
Power are no longer within tlie exclusive control of I<eiitucky Power aiid AEP 

Transmission, as inaiiy such iiivestineiits are now mandated by NERC and PJM.” 

a. Describe the extent to wliicli future transiiiission investineiits that may be maiidated by tlie 
North American Electric Reliability Corporatioii (“NNERC”) or PJM, wliicli may iiot relate to 
service provided to Kentucky custoiners, can be deteriiiiiied to be required by the “[p]ublic 
coiiveiiieiice and iiecessity” as jurisdictioiial to this Coinmission pursuant to KRS 278.020. 

b. Explain why a fulure transinissioii line iiiaiidated by entities such as NERC or PJM for tlie 
pui-pose of iinproviiig regioiial reliability, but that would otherwise iiot be constructed, would 
iiot be coiisidered a “[ii]oiuegulated electric transiiiissioii lirie” as tlie term is defiiied in ICRS 
278.700(5). 

a. NERC requires that tlie traiisinissioii systeiii be tested in accordaiice with specific guidelines. 
As the RTO aiid the planning authority for AEP, PJM tests the traiismissioii system aiid 
determines aiiy upgrades AEP is required to coiistruct to iiiaiiitaiii reliability of the system. 
Thus, all of these upgrades identified would be directly related to the service provided to 
Keiitucky custoiners. The desigiiatioii or need, however, lies with PJM. Any line sited in 
ICeiitucky woulcl require a Certificate of Public Convenience aiid Necessity per Ketitucky 
state regulations. 

b. ICentucky Power Company does not own ally traiisiiiission assets tliere are considered a 
“[n]oiu.egulated electric transinissioii lilie” as tlie term is defiiied iii KRS 278.700(5). 
Similarly, tlie Company does iiot expect that aiiy fiitme assets owiied by KY Traiisco w0~11d be 
considered as such, regardless of wlietlier or not those fiiture assets were mandated by PJM. 

IITNESS: Lisa M Barton 





Refer to the last coinplele sentence 011 page 8 of the application. Coiiliriii wlietlier Ilie word 
"traiisiiiission" sliould be inserted between 'Keiitucky Power" aid "capital spencling. I'  

WSE 

The word "traiismission" sliould be inserted between "ICeiitLicky Power" and "capital speiidiiig" 

SS: Ranie IC Woluihas 





Y 

EST 

Pages 8-9 of the application indicate that, aiiioiig the transmissioii projects being evaluated by 
AEPTCo, ICY Traiisco aiid ICeiituclty Power is tlie Sofi- Shell-Boimyinaii project in the Hazard 
ICeiittrcky area. 

a. Explain whether a determination has beeii inade as to which party, or pai-ties, will owii this 
line. 

b. If the answer to part a. of this request is yes, describe the process used to iiialte the 
ownership deterinination. 

a. A filial deteriniiiatioii as to which paily will own the Soit Shell-Boiuiyiiiaii traiismission h i e  
project has not yet been coiicluded at this time. ICeiitucky Power's desire is that it be owiied 
by ICY Traiisco. That filial determination is predicated upoii the outcome o€ this proceeding. 

b. Please refer to Exhibit LMR-1 and page13 of the direct testimony of Witiiess Barton which 
descibes the project selection guideline for deteiinining the owiiersliip of proj ects. If the 
cominissioii grants tlie ICY Traiisco application prior to IC.ent,ucky Power Coiiipany filing for a 
Certificate of Public Coiiveiiieiice and Necessity for this project, ICY Transco would own the 
project. If the Coiimissioii denied the ICY Traiisco application in this proceeding or the 
matter is still peiidiiig at the tiine an application for the project is filed, ICeiitucky Power 
Company W O L I ~ ~  owii the project. 

$8: Raiiie IC Wolxdias 





CBSmrnissiolla $taws 
Order Dated March 18,2011 

Item No, 7 
Page 1 of1  

EST 

If PJM or NERC deteriniiie that a liiie should be coiistructecl in Kentucky Power's service 
tei-ritory for reliability purposes or to address coiigestioii problems, explain wlietlier tlie cost of 
the line is socialized across PJM. If yes, explain how tlie percentage each pwty pays is 
deteriniiied. If iio, describe the process uiider which I.eiitticky Power's sliare would be 
deteriiiiiied. 

The costs of aiiy line constructed in ICeiitucky Power's service tei-ritory will be socialized witliiii 
PJM to some exteiil, regardless whether the line is built lo address coiigestioii or other reliability 
coiiceriis. 

If PJM deeins that the project will oiily benefit tlie AEP Zoiie, the project is ideiitified as Zoiial. 
The costs are then billed to tlie traiisinissioii users within the AEP Zoiie based 011 their network 
service peak load ("NSPL"). AEP tlieii allocates its zonal charge to its Operatiiig Coiiipaiiies 
based 011 tlieir 12 coiiicideiit peak load share average ('I 12,CP"). 1 

ICPJM deems that tlie project will benefit tlie entire PJM footprint, tlie project is ideiitified as 
Regional. These costs are billed to the traiisinissioii users in all zoiies witliiii PJM based 011 tlieir 
NSPL. AEP tlieii allocates these regioiial charges to its Operating Companies based 011 the 
12CP. 

PJM deteriniiies wliether traiisinissioii upgrades are Zoiial or Regioiial though its plaixiiiig 
process, iiicludiiig its Regional Tmisiiiission Expaiisioii Plan. 

PTNESS: Lisa M Barton 





Explaiii wlietlier an intrastate transmission line built primarily to improve reliability 011 Keiiiucky 
Power's system would likely be a Ibmtucky Power project or a ICY Traiisco pro-ject. 

All traiisinissioii facilities will be assigned to Keiitucky Power or ICY Traiisco based on the 
AEPTCo Project Selection Guidelines (PSG), Exhibit LMB-1 of Witness Bai-toii's direct 
testiinony. The PSG bases the owiiersliip o r  transmission facilities 011 tlie teclmical 
cliuacteristics of the facility. It does iioi assign owiiership based 011 what sysiein tlie facility will 
benefit. 

TNESS: Lisa M Barton 





Y 

For the states in which AEP operating companies operate: 

a. Explain wlietlier Transcos in those states would be required to receive certificates of 
convenience and necessity prior to begiimiiig traiismission projects; a~ id  

b. Explain wlietlier any of the state coinmissions caii reject a Transco certificate application if it 
deems the project uimecessary. 

a. & b. StaCf 1-9 Attaclumeiit 1 suiwnarizes the CPCN requirements for traiisiiiission hies in each 
of AEP's jmisdictioiis. Tlie state requirements for CPCN's are expected to be the same 
for the new Traiisco comnpaiiies arid the AEP Operating Coinpanies. 

TNESS: Lisa M Barton 





Y 

If Kentucky Power were to construct a traisniission line to comply with federal requirements, 
the up-front costs of the project would be boixe by its ratepayers. To the extent such a line is 
used for wholesale and interstate transactions, ICentucly Power's ratepayers would benefit from 
those transactions. Explain how, or if, IGmtLrcky Power ratepayers will benefit in a similar 
situation if ICY Transco constructs tlie line. 

The benefits to Kentucky Power ratepayers would be tlie same wlietlier tlie transmission project 
is constructed by ICentucky Power Company or ICY Transco. In both cases, the dollars collected 
by PJM From users of the new transinission facilities for wholesale and interstate transactions 
reduce the anount PJM bills to load serving entities (including ICentucky Power Conipany). 

HTNESS: Ranie IC. Woludias 





EST 

Refer to page 12 or  tlie application, paragraph 3 1, wliicli indicates tlie aiiticipated service 
agreeineiit betweeii ICY Traiisco aiid Kentucky Power Coingaiiy (“ICeiituclcy Power”) will be 
“[iii]odeled on the existing service agreeineiit between ICeiitucky Power aid AEPSC.” Provide 
tlie existiiig service agreeiiieiit betweeii Kentucky Power aiid American Electric Power Service 
Corporation (“AEPSC”). 

Please see the the existing service agreemeiit betweeii ICentucky Power and Ainericaii Electric 
Power Service Corporation (“AEPSC”) in the followiiig attacluneiit. 

WXTNESS: Lisa M Barton 





Refer lo Exhibit 3 to the application, tlie AEPTCo Prqject Selectioii Guideline dated November 
19, 2009. A staleineiil at the top or  each page slates that priiited copies may be obsolete. Provide 
tlie latest version, including all attaclments. 

The AEPTCo (AEP Traiisco) Project Selection Guideliiie version dated Noveiiiber 19, 2009 filed 
with the application is tlie latest version. 

SS:: Lisa M Barton 





Refer to Section 3.1 oftlie AEPTCo Project Selection G~iideline. 

a. What is the significance of 23 kV or higher transmission lilies being designated as 
Transmission Assets in the PJM region? 

1). What is the implication of AEPTCo building or owiiiiig oiily those traiisiiiissioii €acilities for 
which tlie cost may he recovered fioin Transmission Service Customers tlu.ougli tlie Regional 
Transmission Owier’s approved Open Access Traiisiiiission Tarill?? 

a. Only assets assigiied to a Traiisiiiission FERC Form 1 general ledger accouiit iiuniber qualify 
for Transco ownership uiider tlie PSG. 

b. AEPTCo ( ICY Transco), as a traiisiiiissioii-only coinpaiiy, will only provide wholesale 
traiisniissioii service to load serving entities and will not provide service at retail. 

HTNESS: Lisa M Baiton 





I@S@ case No. Z ~ ~ ~ - ~ ~ ~ ~ ~  
itial Data Requests 
ed March 18,201 1 

Item No. 14 
Page 1 of 11 

Refer to the Direct Testiiiioiiy and Exhibits of Lisa M. Barton (“Bai?on Testimony”), 
specifically, page S , lilies 19-22. Provide a descriptio11 or the level o€ iiivestiiieiit ICentdy 
Power‘s transmission is expected to require over the next decade to meet: 

a. Customers’ needs; 

b. NERC requireinents; and 

c. PJM requireineiits. 

a., b. & c. These categories are all iiiterrelated. PJM plans the system ill coordination with AEP 
pursuant to plaiuiing criteria filer1 tinder FERC 715 aiid in coinpliance with NERC rules and 
regulatioiis. The requirements are established to ensure traiismission owiiers inaiiitain reliability 
of the system and fill fill ciistoiiier needs. Irivestineiits required to ineel these criteria would apply 
to all thee categories. The age aid conclitioii o f  soiiie existing transmission infiastructure will 
require additional infrastructure to be added or replaced as well. In this case, these iiivestineiits 
would increase reliability aiid meet customer needs, but inay iiot be explicitly required under 
NERC or PJM rules. 





Y 

Refer to tlie Bartoii Testimony fioin page 7, liiie 18, to page 8, line S. Based on the wording o€ 
the question begiimiiig on page 7, line 18, explain wlietlier pait (1) o€ tlie answer, “[ulpgrades 
required to iiiaiiitaiii system reliability and meet custoiner deiiiand” is intended to apply to the 
I<eiitucky Power system, the traiisinission grid in general, or both. 

NSE 

The phase “[u]pgrades required to iiiaiiitaiii system reliability and meet customer deiiiaiid“ is 
intended to apply primarily to I<entucly Power system since ICY Traiisco would only coiistruct 
upgrades located within tlie Coiimonwealth of IGmtucky. However, tlie transmission grid is 
continuous across state lilies and is plaivzed iii tlie same inaiuier witliiii I<eiitucl<y as it is outside 
oE the state, so inliereiitly would also help the transmission grid in general as well. 

WITNESS: Lisa M Barton 





Refer to tlie Direct Testimony aiid Exhibits of Jerald R. Boteler, Jr. (“Boteler Testiinony”) Troiii 
page 3, line 8, to page 5 ,  h i e  12. This testimony discusses Kentucky Power’s financial condition, 
credit ratings, and relatively weak cash flow metrics. I1 also discusses how American Electric 
Power (“AEP”), tlie parent of both ICY Transco and Kentucky Power, lias supplied, and can 
S L I ~ P ~ Y ,  capital to its subsidiaries. 

a. Describe tlie how tlie funding level available witliiii ICentuclcy Power is limited, as referenced 
on page 5,  lines 1 1 - 12. 

b. Explain why the liiiancial resources of AEP, wliicli tlie testimony indicates will be available 
to ICY Transco, could not be available in the same manner and magnitude to Kentucky Power 
to hind future transmission projects. 

NSE 

a. I<eiitucly Power is engaged in the generation, transmissioii, and distribution of electric power 
to approximately 174,000 retail custoiners in an area in eastern Keiitiiclcy, aiid in supplying 
aiid marketing electric power at wliolesale to other electric utility coiiipaiiies, miinicipalities, 
and other market participants. Being that the electric utility iiidustry is a capital-intensive 
business, significant amounts of capital are often required to fimd tlie Company’s operations 
and iiivestineiits. 

Siiice 2008, Keiitucky Power Coiiipaiiy’s construction expenditures have been in excess of its 
cash flows from operations (net of the accouiitiiig cliaiige for receivables securitizatioii in 
20 10) by approximately $55 million, requiring that shortla11 to be fiiiaiiced externally. 

Going forward, to tlie extent that I<entucly Power Company’s iiiteriially-generated cadi flows 
do not cover its cash outflows for iiivestiiig aiid fiiianciiig activities, it inust then obtain these 
fillids from other sources. Typically, this iiieaiis borrowing the fclnds in the capital markets. 
Otlier sources of fiiiids iiiclucie cash contributions froni its parent company or cash received 
froiii tlie sale of assets. 



Kentucky Power’s ability to issue debt tlx-ougli the capital iiiaulcets, however, is liinited in its 
capacity. A coinpaiiy with a high ratio of debt to capitalization will typically liave wealter 
credit iiietrics, wliich can result in sigiiificaiitly iiicreased borrowing costs aiid reduced 
availability to liquidity. 

b. The fiiiaiicial resources of AEP will be available to ICY Traiisco in the same maimer and 
iiiagiiitude that they would be available to Kentucky Power to finid hittire transmission 
projects. However, tlie benefits of financing tlxougli Kentucky Traiisco as iiieiitioiied in the 
white paper as attached as Exhibit JRB-2 are not available to ICeiitmlty Power Company as an 
integrated utility company. 

SS: Randy Boteler 





IQSC Case No* 201 11-00042 
Conanmission $taff’s Initial Set of Data Requests 

Item No. 17 
Orciler Dated Marcla 18,2 

PtEge 1 of 1 

Refer to the Roteler Testinioiiy, page 5, liiie 17, to page 6, line 2.5. This portion of the testiiiiony 
discusses the iiivestor perspective on a transmission-only business unit. Coiifiriii whether, 
amoiig ICY Traiisco, Kentucky Power, and the entire AEP systein that only AEP issues stock that 
is publicly traded. 

AEP, Iiic. is the oiily entity in tlie entire AEP System that has publicly-traded coni~non equity 
stock. 

BTNESS: Randy Boteler 





SC Case No, ~ ~ 1 ~ - ~ 0 ~ ~ 2  

Order Dated Marcla 18,201 1 
Item No. 18 
Page 1 of 1 

issioaa Staff’s hitial $e& of 

UEST 

Refer to the Direct Testimony aiid Exhibits of Raiiie I<. Woludias (“Wolxdias Testiiiioiiy”) at 
page 6. Describe the difference, if any, of traiisiiiissioii ibiimila rates of a PJM FRR participant 
with those of a PJM RPM participaiit. 

Tliere is 110 difference. Forinula rates apply to tralisinissiorl owiiers witliiii PJM. RPM and FRR 
are optioiis for load-serving eiitities to iiieet their capacity obligatioiis. A load-serving eiititiy 
would have to participate in RPM or develop a FRR plan regardless of whether it is a 
traiisiiiissioii owner. 

TNESS: Raiiie I(: Wolmhas 





Y 

Refer to page 7, line 16, or  the Woludias testimony. Will tlie f h r e  proposed Keiitucky Power 
cost rider include anticipated reveiiues by ICY Transco? 

No. 





ICeiitiicky Power operates as an FRR participant in PJM's W M  market as it self-supplies. Does 
this af€ect tlie traiisiiiissioii cost allocation, or recovery, if the traiisinissioii is owiied by ICY 
Traiisco as opposed to being owned by I<entucky Power? If there is any difference, how will it 
af€ect Keiitucky Power's ratepayers? 

NSE 

No. The transmission cost allocation and recovery will not change. I<elltLzcky Power self- 
supplies capacity as ail FRR participant in PJM. It does not sell-stipply transmission service. 
ICentucky Power, through AEP, purchases wholesale traiisiiiissioii service from PJM to serve its 
load. This will be the case regardless of whether the transmission is owned by Kentucky Power, 
ICY Traiisco, or a third party. 

SS: Raiiie IC. Wolmlias 





Refer to tlie Woldias Testimony, specifically, page 8, liiie 7, tlnougli page 12, liiie 16, which 
provides a coinparison of a hypothetical fiiture traiisrnissioii iiivestineiit wider a “Traiisco Build 
Case” and an “‘OpCo Build Case.” Explain why, Eroin a customer perspective, this comparison 
should iiot be viewed as support for inaiiitaiiiiiig tlie status quo, both in t e rm of who builds tlie 
transmission facilities aiid the rateiliaking treatiiieiit thereof. 

I<Y Transco has sliown from a custoiiiers perspective there would be no inaterial difference 
between the two alternatives in the short term aid it also shows that changing of tlie cui-reiit rate 
treatment (i.e. allow a transmission tracker) would effectively eliiniiiate that difference. ICY 
Traiisco has also sliown the long term impact of stable credit ratings should allow KY Traiisco 
access to capital at lower interest rates aiid tliose lower costs are passed 011 to the customer. In 
addition, ICY Transco has shown that it is very iiiipoi-taiit to keep Keiituclty Power’s credit rating 
at iiivestineiit grade because a downgrade to a noii-iiivestinent grade credit ratiiig would 
sigiiificaiitly increase cost to customers. Tlie comparison should be viewed as suippoi-t to allow 
the ICY Transco aiid other changes in rate treatment that will inove towards a reduction in the 
total cost to tlie customer. 

SS: Raiiie IC Woluilias 





Since ICeiitwky is a rate-regulated state wliicli allows cost recovery o€ approved traiisiiiission 
projects, explain wliy ratiiig agencies would necessarily be favorable to the €oriiiatioii of ICY 
Traiisco as compared to inaiiitaiiiiiig tlie status quo. 

Rating ageiicies iiiay look favorably upon Keiitiicky Power Coinpaiiy, as a result o€ the creatioii 
of the stand-alone transiiiissioii business, primarily because o€ tlie reduced level of capital 
expenditures that would otherwise be f h d e d  by Kentucky Power, but wliicli will now be funded 
by ICY Traiisco. As stated in Witness Wohnlias' direct testiinony oil page 13, "The €orimtioii of 
ICY Traiisco will assist iii streiigtheiiing the financial health o€ ICeiitucky Power, in particular by 
renioviiig tlie fiiiaiicial burden o€ constructing traiismission upgrades that are needed to maiiilaiii 
aiid eidiance reliability in ICeiitucky Power wliile relieving IQCo of the iieed to raise equity aiid 
debt associated with those projects, and preserviiig debt issuaiice capacity for ICPCo's other 
system iieeds." 

ESS: Randy Boteler 





Provide bond rating agency repoi-ts and any otlier rating agency or fiiiaiicial/investineiit bailk 
advisory repoiis for AEP and any AEP subsidiaries issued since January 1, 2009 which discuss 
the rislts aiid advantages of electric utilities creating separate transmission entities in order to 
obtain separate fuiidiiig for iiew traiisiiiissioii projects. 

We are not aware of any bond rating agency repoi-ts or otlier .finaiicial/iiivestment bank advisory 
repoi-ts specifically commenting 011 the rislts and advantages o€ creating separate traiisinissioii 
entities in order to obtain separate €uiiding €or new traiismissioii projects for AEP or any of its 
subsidiary companies, except for the report included as Exhibit JRB - 2 to Witness Boteler's 
direct testimony. 

IITNESS: Randy Boteler 





HQIIPSC Case No. 20 
Commission StafP5 Initial Set Q 

Itern No. 24 
Page 1 ~ f l  

er  co Y 

Refer to tlie slides wider Tab 1 of tlie document filed after tlie Marcli 2, 201 1 iiiforiiial 
confereiice in this case, specifically, tlie next-to-last bullet on page 5. Explain why an operating 
company like Kentucky Power caiuiot have a stronger "equity layer" with a SO percent equity 
ratio like that of a Traiisco. 

The referenced document does not iiieiitioii Kentucky Power's equity capital structure. However, 
there is no reason why ICeiitucky Power caiuiot have a stronger "equity layer" with a SO percent 
equity ratio. Currently, ICentucky Power is liiiiited in its Open Access Transmission Tarriff 
(OATT) to ai equity ratio no greater than SO percent. Likewise, tlie ICY Traiisco's capital 
structure will be limited to a maxiiiiuiii equity ratio of SO percent, peiidiiig tlie approval of tlie 
Traiisco settleineiit at tlie FERC (Case No. 10-355-000). Duriiig the initial phase of the ICY 
Traiisco's development, its capital structure will sliadow the average actual capital structure o r  
the AEP East Operating Companies in tlie OATT, until ai1 actual capital structure is developed 
for ICY Traiisco. As of 12/3 1/2009, the average actual equity ratio for tlie composite AEP East 
operating companies was 47.52 percent. 

i 
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Re€ei* to the slides uiider Tab 1 of the docuineiit filed after the Marcli 2, 201 1 informal 
conference in this case, specifically, the last bullet 011 page 5, which provides tlie average 
dif€erence in tlie cost of debt between A and BBB rated utilities siiice 2008, based 011 yields of 
1 0-year utility bonds. 

a. Explaiii wliy tlie comparison was perforined based on tlie cost of debt since 2008, which 
coiiicides with tlie timeframe o f  tlie recent ecoiioiiiic recession, ratlier tliaii tlie cost of debt for 
a loiiger period, such as siiice 2005 or siiice 2000. 

b. Explaiii wliy 10-year utility boiids were wed in the coiiiparison wlien it is not uiicoininoii for 
utility bonds to have terms that are longer, in some cases two or tlwee times longer, tliaii 10 
years. 

a. Providing tlie cost of debt differential siiice 2008 provides a better view ofthe risks utilities 
face iii tlie current financial marltets. Additionally, it sliould be noted that the timeframe cited 
in the repoi-t iiicoi-porates tlie sigiiificant tigliteiiiiig iii utility credit spreads that occurred in 
2010. 

b. While inany coiiipaiiies do issue 30-year bonds, 10-year boiids are issued more often. When 
analyziiig a coiiiparable time period for 30-year utility boiids, the average spread between 
A- rated and BBR-rated 30-year utility yields was 0.62%, in line with tlie spread 011 10-year 
utility bonds. 
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