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Jeff R. Derouen 
Executive Director 
Public Service Commission 
21 1 Sower Boulevard 
P.O. Box 615 
Frankfort, KY 40602-061 5 

RE: Case No. 2011-00042 

Dear Mr. Derouen: 

Enclosed please find and accept for filing the original and ten copies of Kentucky 
Transmission Company, Inc.'s responses to the Staffs Second Set of Data Requests in the above 
matter. Copies of the responses are being served upon the parties, along with a copy of this 
letter. 

'"\ 
Please do not hesitate to contact me if you have any questions. 

- 

MRO 
cc: David F. Roehm 

Lawrence W. Cook 

Ale::andria, VA M a n r a ,  GD, Frankfon, KY Franklin, TN Jeffarsonville, Ih! I-exlngeon, ICY Louisville, I U  Nashville, Ti% 





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. 

--. 

Lisa M. Barton 

State of Ohio 1 

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

Subscribed and sworn to before me, a Notary Public, by Lisa M. Barton this # 8 lfb 
day of a@!,-, I 201 1 * 

Notary Public 

My Commission Expires “ f l d * W u  2, 2015 

ROBIN S. SMITH 
MQTARY PUBLIC 

MY COMMISSION EXPIRES 
NOVEMBER 2,2013 

g IN AND FOR THE STATE OF OHIO 



AFFIDAVIT 

Jerald R. Boteler, Jr. upon first being duly sworn, hereby makes oath 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 followiiig each of said questions and that 
said answers are true. 

n 

State of Ohio 

County of Franltlin 

) 

) 
) Case No. 20 1 1-00042 

Subscribed and sworn before me, a Notary Public, by Jerald R. Boteler, Jr. this 20'" day 
of April, 201 1. 



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

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

County of Franltliii 1 

Subscribed and sworii before me, a Notary Public, by Ranie IC. Wolmhas this 
/ 9 r-R- day of April, 201 1. 

My Commission Expire 





SC Case NO. 2011-00042 
Corninissioii Staff’s Second Set of Data Requests 

Order Dated April 11,2011 
Blern No. 1 
Page I of 3 

ower Company 

REQUEST 

Refer to page 3 oftlie Direct Testiiiioiiy and Exhibits of Jerald R. Roteler, Jr., lilies 2,4-26, and 
the last lid1 paragraph on page 2 o r 4  of Exhibit JRB-1. 

a. The quote in the testiiiioiiy from the Moody’s credit report refers to Moody’s concern il 
Kentucky Power Company’s (“Kentucky Power”) speiidiiig plans were to result in “a 
peisisterit negative free cash flow positioii that will be primarily fiiiided with iiiteriial 01 

esteiiial debt.” Explain wliat is considered to be “internal” debt Kentucky Powei. 

1, Page 2 of 4 of the exhibit rekrs to Keiitticky Power having $SG iiiillioii of positive hee cash 
flow (or the 12 iiioiiths elided September 20 IO, a period in wliicli it had roughly $53 iiiillioii in 
capital expeiiditures and a $2 1 iiiillioii upstream dividend payment. Confirm that, iiidiviclually 
or comb i lied, ICeii tucky Pow er ’ s c api t a1 exp eiidi tures and/or upstream divi deiid pay 111 en t 
woiilcl have needed to be $56 iiiillioii greater tliaii they were in order for it to have had a zero 
h e  cash flow lor this period. 

a. Moody’s re€ereiice of iiiteriial debt lilcely refers to inter-company loaiis or borrowings Lhrougli 
the utility iiioiiey pool. ICeiitucky Power currently has outstanding a 5.25% inter-coiiipany 
note to American Electric Power Coiiipany, Inc. (its parent coiiipaiiy) clue Jruie I ,  2 0 15 in the 
aiiio~iiit of $20 iiiillion. 

h. We aie uiiable to coiifiriii that slateiiieiit because it is inaccurate. As stated in iespoiise lo 
KPSC Stafl Data Request Question No. 16, since 2,005, Kentucky Power Company’s 
coiistructioii expenditures have been in excess of its cash flows from operations (net of the 
accountiiig change for receivables securitization in 20 IO). 



IWSG Case No. 2011-00042 
Coiiiiiiissioii Staff’s Second Set of Data Rcqnests 

Order Dated April 11, 20111 
lldcrn No. I 
Page 2 o f 3  

‘The cash flow fioiii operatioiis ainouiit for 12 iiioiitlis elided Septeiiiber 2020 (as cited 111 [lie 
l\/loody’s ieport), does not iiialce tlie proper adjustmeiit for the accounting change tiientionerl 
above. The accouiitiiig cliaiige was a cash flow neutral event, aiid tlius, the Cash Floiv horn 
Opeiatioiis aiiiouiit for 20 10 is artificially iiiflated. The oXset to the iiiff atecl Cash Flow lioiii 
C>pci atioiis aiiiouiit was recorclecl in the Iiivestiiig Activities sectioii. This can be seen i n  the 
attached Cash Flow Stateiiieiit for Ikntucky Power for the iiiiie iiioiiths eiided Septeni bci 3 0, 
2010 and 2009. In particIiIar, please iekr  to the amount of ($42,823) as repoited on the Iiiic iteiii 
Change in Advaiices to Affiliates, Net”. A sigiiificaiit portioii oftliis aiiiouiit is a resiill ol the 

accounting change for receivables securitization. 
I1 1 

WITNESS: Randy Boteler 



KPSC Case No. 201 1-00042 
Commission Staff's Second Set of Data Requests 

Order Dated April I I ,  201 1 
item No. 1 

Page 3 of 3 ~~E~~~~~~~ POWER COMPANY 
ENSED ~~A~~~~~~~ OF CAS 

For the Nine ~ o ~ t ~ n s  Ended Septelrrmber 30,2010 and 2009 
(in t%aousands) 
(UnauditecB) 

O ~ ~ ~ A ~ ~ ~ ~  ACTmHTBIES ____ 
Net Illcome 
Adjustments to Recoimcile Net Hnconie to Net Cash Flows ~ ~ Q I I I  Operating Activities: 

Depreciation and Amortization 
Defeiwd Income Taxes 
Allowance for Equity FLiiids Used During Construction 
Mark-to-Market of Risk Management Contracts 
Pension Contributions to Qualified Plan Trust 
Property Taxes 
Fuel Over~ncler-Recovery, Net 
Change in Other Noncumnt Assets 
Change in Other Noncurrent Liabilities 
Changes in Certain Components of W~rking Capitall: 

Accounts Receivable, Net 
Fuel, Materials and Supplies 
Accounts Payable 
Accrued Taxes, Net 
Other Current Assets 
Other Current Liabilities 

Net Cash Plows from Operating Activities 

9; 15,391 $ 16,971 

39329 
3,384 
(548) 
(946) 

(5,292) 
7,036 
(246) 

3,972 
(1,191) 

38,875 
21,992 

(137) 
(5,884) 

6,43 1 
14,773 

1,845 
1,365 

8,406 2,945 
29,457 (14,820) 

(22,409) (29,494) 
19,737 (6,139) 
(155) (2,934) 

(3,057) (6,376) 
96.098 39.416 

~~~~~~~ A C ~ ~ ~ ~ ~ ~  - 
Constructioii Expenditures (36,765) (49,7 34) 

Acquisitions of Assets (214.) (297) 
Change in Advances to Affiliates, Net (42,823) (4,197) 

Proceeds from Sales of Assets 
Net Cash Flows Used for Investhg Activities 

586 622 
(79,216) (53,606) - -  

~ H ~ A ~ C ~ ~ ~  ACTNITHES 
Capital Contlibution from Patent 30,000 
Issuance of Long-term Debt - Nonaffiliatcd 
Change in Advances fioni Affiliates, Net 
Piincipal Payments for Capital Lease Obligatioiis 
Dividends Paid on Conxnon Stock 
Other Financing Activities 
Net Cash F ~ Q W  from (Used for) Financing Activities 

129,292 
(485) (131,399) 

(1,280) (547) 
(15,000) (13,500) 

10 243 
(16,755)' 14,089 

Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and @asla Equivalents at ~ e g ~ ~ ~ ~ ~ ~ g  of Period 
CasPa anal Cash E ~ ~ ~ v a ~ ~ ~ ~ t s  a t  End OB' 

127 (101) 
494 646 

9; 621 $ 545 

$ U ~ ~ ~ ~ ~ E ~ ~ A ~ ~  ~~~~A~~~~ 
Cash Paid for Interest, Net of Capitalized Aiiio~iiil~ $ 28,229 9; 29,776 
Net Cash Paid (Received) for Incoiiie Taxes (14,883) (2,416) 
Noncash Acquisitions Under Capital Leases 4,191 794 
Consti nction Expenditures Included in Accounts Payable at Septembei 30, 2,431 2,834 

See Coriclerised Notes to Corirlerisecl Firicriicinl Statelmiits. 

7 



PWSC Case No. 2011 1-00042 
Coinmission Staff's Secoiitl Set of Data Requests 

Order Dated April 1 1,2011 
item No. 2 
Page 1 o f 2  

Kentucky Power Company 

EQUEST 

Refer to page 4, lilies 15-1 8, of' the Direct Testiiiioiiy aiid Exhibits of Raiiie IC. Wolinlias 
Assuming ICY Traiisco is not approved by the Coiniiiissioii, provide ICeiitucky Pocver's total 
projected capital expenditures for the calendar years 201 1, 2012 and 2013, and icleiitily tlie 
portion expected to be spent 011 traiismission projects. 

RESPONSE 

I<eiitucky Power's current projection of capital expeiiditures €or the calendar years 20 1 1 , 20 12 
and 20 13 assullies ICY Traiisco's application is approved by the Commission. 'The total 
Compaiiy's projected capital expeiiditures and the portion that is expected to bc spent on 
~ransmissioii projects Cor the caIeiiclar years 201 1, 2012, aiid 2013 are ideiitilied oii page 2 of this 
rcsponse. 

No piojectioiis liave beeii made assuiiiiiig ICY Traiisco is iiot approved. Please see tlie 
Company's respoiise to Iteiii 4b of the Coiiuiiissioii's Secoiid set 01 data requests €or the possible 
effect 011 ICeiitucky Power's capital iiivestiiieiit resulting froiii a denial of the application. 

WITNESS: Raiiie IC Wohiihas 



KPSC Case No 201 1-00042 
Commission Staff's Second Set of Data Requests 

Order Dated April 11, 201 I 
Item No. 2 

Page 2 of 2 

Generation $ 48,033 $ 65,712 $ 140,896 

eo Transmission $ 17,481 $ 9,478 $ 7,310 
KY Transco $ 1,809 I- $ 7,665 $ 18,419 

$&a? Transmission $ 19,290 $ 17,143 $ 25,729 

$ 33,304 $ 35,392 $ 34,787 

Other $ '1,918 $ 1,989 $ 2,j4.3 

$ '102,545 $ 120,236 $ 203,555 



IWSC Case No. 2011-00042 
Commission Staff‘s Secoiicl Set of‘ Data Requests 

Order Dated April I I,  20111 
%tern No. 3 
Page I o f 1  

entucky Power Company 

REQUEST 

Rekr  to the response to Item 2.a. of the Coiiiiiiissioii Stafls Initial Data Request (“Starf s First 
Request”). Identily the wholesale custoiiiers to wlioiii I<entucky Power ~~reseiitly provides 
traiisiiiissioii service aiid describe whether the Kerituclcy Public Service Commission has aiiy 
jurisdiction over tliat service. 

RESPQNSE 

Keiituclcy Power, as part of the iiitercoiuiected traiisiiiissioii systeiii hictiolially con trolled by 
PJM, provicles wholesale traiisiiiissioii service to all load serving eiitities within PJM iiicludiiig 
the ~ol lowii~g wholesale custoiiiers located within the Coiiiiiioiiwealth of Kentucky; 

City of Olive Will 
City o E Vanceburg. 

In aclditioii to the Keiitucky wholesale custoiiiers listed above, other load serving eiitities inclucle 
the AEP Operating Companies, including ICeiitucky Power, other iiivestor-owned utilities, 
iiiuiiicipals aiid cooperatives. 

These load serving eiitities are billed by PJM for the iIse of Kentucky Power’s transiiiission 
system based 011 regional cost allocatioii rules defiiied by PJM. 

The Federal Energy Regulatory Commissioii has jurisdiction over this transmission service. 

WITNESS: Lisa M Barton 



I@SC Case No. 2011-00042 
Coininissi~ii StafPs Second Set of Data Requests 

Order Dated April 11,2011 
'item No. 4 
Page 1 of 3 

ower Company 

Refer to the response to Iteiii 14 of Staffs First Request. 

a. Stale the estimated amomit of iiivestiiieiit that will be reqtiired over the iiext decade in 
I< entiicky Power's traiisiiiissioii system. 

b. Assuming the Coiiiiiiissioii approves tlie €orination of ICY Traiisco, state tlie amouiit 01 
iiivestiiieiit in ICeiitucly Power's traiisiiiissioii system that will be iiiade over the iiext decade 
by ICY Traiisco aiid the amount that will be made by ICeiituclcy Power. 

RESPONSE 

a. Based 011 curreiit estimates, the aiiiorriit of iiivestiiieiit required over the iiest decade in 
I<entucky Power's traiisiiiissioii system is aplxoxiiiiately $260 inillion. Includecl in tlie $260 
iiiillioii are two types of' "required" investment. 

AEP expects that a sigiiificaiit portion of this forecasted iiivestiiieiit will be iiiaiidatccl to meet 
NER (3: or PJM requireiiieiits. The ctirreiitly ideiitifiecl iiiaiidatecl iiivestiiieiit through 20 13 
lotals $3 7 iiiillioii or approximately 60% of tlie total traiisiiiissioii iiivestiiieiit plaiiiiecl foi the 
coiiibiiied ICeiitucky Power aiid ICY Traiisco. PJM and NERC requireiiieiits have not been 
completely identified for tlie period after 201 3, but AEP expects that tlie level 01 inandated 
iiivestiiieiit will continue to be significant though 2,020. 

The balance oC the forecast is the iiivestiiieiit required to replace older existing tiansiiiissioii 
facilities. The existing I<eiitucky traiisiiiissioii system is aging and a poi tioii of tlic assets ale 
good caiididates to be replaced; however, these asset replaceiiieiit projccts arc iiot mandated 
by PJM or NERC. Instead, i t  is in tlie long-term interest of ICeiitucky customers (both in 
teriiis of cost aiid quality of service) to begiii replacing these assets, rather than spending 
iiicreasiiig inaiiitenance dollars to keep them in service and replacing theiii at f'ailure. 



h. OC the total iiivestment h e c a s t  described above, it is cuirreiitly projected that Kentucky 
Power will invest approximately $80 million, aiicl ICY Traiisco will iiivesl approximately 
$1 80 iiiillioii. This iiivestriient projection is displayed by year on page 3 of this rcspoiise. 

11 tlie Coiiiiiiissioii were to disallow the ICY Transco application, Kentucky Power would 
need to evaluate the extent to which it could absorb [lie $180 inillioii iiicrease to its capital 
expenditures aiicl achieve the financial objectives of tlie Company. Any reductions could be 
acioss all fLtiictioiis (generation, traiisiiiissioii, distribution). 

W1TNESS: Raiiie I< Wolndias 



KPSC Case No 201 1-00042 
Commission Staffs Second Set of Data Requests 

Order Dated April 11, 201 1 
Item No. 4 

Page 3 of 3 



ICPSC Case No. 2011-00042 
Coinmissioni Stafrs Second Set of Data Rcquests 

Order Dated April 11, 2011 
ILtciii No. 5 
Page 1 o f 1  

Reler to tlie respoiises to Items 21 aiid 24 o f  StaEfs First Request. The respoiises and iiumerous 
places throughout tlie application refer to Kentucky Power's Giiaiicial position, its credit rating, 
capital sirtictiire, etc. aiid why creatiiig ICY Traslsco is iiecessary to alleviate coiiceriis and 
possible hture probleiiis regarding Keiitucky Power's fiiiaiicial condition, etc. Esplaiii why 
Keiitucky Power's fiiiaiicial issues caimot be su€iicieiitly addressed by its parent coiiipaiiy, 
American Electric Power, coiiimittiiig to providing sufficieiit equity capital to ICeiitiicky Power 
(in coiijunctioii with whatever debt issuaiices Kentucky Power requires in tlie l i m e )  to peiiiiit it 
to iiiaiiitaiii a capital structure that will enable it to retain its current credit ratings. 

RESPONSE 

IWCo's pareiit coiiipaiiy, AEP, Iiic., lias provided ICPCo fiiiaiicial support in the past. I n  fact, 
I<.PCo received aii equity contribution of $30 iiiillioii Eroiii AEP Iiic. iii 2,009. I-Iowever, it is iiot 
in the Lxst iiiterest oEICPCo or its customers to expect or rely oii iiidefiiiite fiiiaiicial support -from 
its pareiit coiiipaiiy aiid iiiipractical to expect such support to coiitiiiue into tlie f~t t~ire ,  IQCo's 
rate structure was clesigiied to allow it to staiid on its own, aiicl additioiial equity contributions 
should Lie iiiade oiily in extraordinary circuiiistaiices. Putting additioiial equity into KPCo 011 a 
year-in aiid year-out basis is iiot sustaiiiaL7le when tlze long term capital iieecls cannot be 
supported by the cash flows generated by the coiiipaiiy. Moreover, the rate of return for equity 
typically is liiglier than tlie cost associated with debt, thereby requiriiig liiglier customer rates. 
As a consequence, our proposal to create ICY Traiisco is driveii by tlie long-term benefits of 
removing the capital burdeii of certain traiisiiiissioii projects, thus allowing ICPCo to focus its 
liiiiited capital allocation on otlier projects, whetlier they be transmission, distribution or 
geiieratioii-related. 

WITNESS: Raiidy Boteler 


