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VERIFICATION

The undersigned, KARL R. BLETZACKER, being duly sworn, deposes and says he is
Director, Fundamental Analysis for American Electric Power, that he has personal
knowledge of the matters set forth in the forgoing responses for which he is the identified
witness and that the information contained therein is true and correct to the best of his
information, knowledge, and belief.
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KARL R. BLETZACKER

STATE OF OHIO )
) CASE NO. 2011-00401
COUNTY OF FRANKLIN )

Subscribed and sworn to before me, a Notary Public in and before said County
and State, by Karl R. Bletzacker, this the \ \**day of February 2012.
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> Peggy Wright
Notary Public-State of Ohio
My Commission Expires o .
July 6, 2015 My Commission Expires: _ ™. %\




VERIFICATION

The undersigned, John M. McManus, being duly sworn, deposes and says he is Vice
President Environmental Services for American Electric Power, that he has personal
knowledge of the matters set forth in the forgoing responses for which he is the identified
witness and that the information contained therein is true and correct to the best of his
information, knowledge and belief
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STATE OF OHIO
CASE NO. 2011-00401
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COUNTY OF FRANKLIN

Subscribed and sworn to before me, a Notary Public in and before said County
and State, by John M. McManus, this the _/ 0 _day of February 2012.

Notary Public /
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My Commission Expires:




VERIFICATION

The undersigned, Lila P. Munsey, being duly sworn, deposes and says she is the
Manager, Regulatory Services for Kentucky Power, that she has personal knowledge of
the matters set forth in the forgoing responses for which she is the identified witness and
that the information contained therein is true and correct to the best of her information,
knowledge, and belief
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Lila P. Munsey (

COMMONWEALTH OF KENTUCKY )
) CASE NO. 2011-00401

COUNTY OF FRANKLIN )

Subscribed and sworn to before me, a Notary Public in and before said County
and State, by Lila P. Munsey, this /’7%day of February 2012.
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VERIFICATION

The undersigned, ROBERT L. WALTON being duly sworn, deposes and says he is
Managing Director Projects and Controls for American Electric Power, that he has
personal knowledge of the matters set forth in the forgoing responses for which he is the
identified witness and that the information contained therein is true and correct to the best
of his information, knowledge and belief

ROBERT L. WALTON

STATE OF OHIO )
) CASE NO. 2011-00401
COUNTY OF FRANKLIN )

Subscribed and sworn to before me, a Notary Public in and before said County
and State, by Robert L. Walton, this the \S _ day of February 2012.
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Notary Public

My Commission Expires: _ -3 ~30\™




VERIFICATION

The undersigned, SCOTT C. WEAVER, being duly sworn, deposes and says he is
Managing Director Resource Planning and Operation Analysis for American Electric
Power, that he has personal knowledge of the matters set forth in the forgoing responses

for which he is the identified witness and that the information contained therein is true
and correct to the best of his information, knowledge and belief

SCOTT C. WEAVER

)
)
)

STATE OF OHIO

CASE NO. 2011-00401
COUNTY OF FRANKLIN

Subscribed and sworin to before me, %\Notary Public in and before said County
and State, by Scott C. Weaver, this the “Q

day of February 2012.
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1‘%\%‘}{%7‘\”"32?,% Notary Public
SO/ 53
% Cheryl L. Strawser
i T Notary Public, State of Ohio

9 § My Commission Explres 10-01-2016

‘ My Commission Expires: Oﬂﬁldl'}( r /1 , gé/ L
, .,r
E o




VERIFICATION

The undersigned, Ranie K. Wohnhas, being duly swom, deposes and says he is the
Managing Director Regulatory and Finance for Kentucky Power, that he has personal
knowledge of the matters set forth in the forgoing responses for which he is the identified
witness and that the information contained therein is true and correct to the best of his

information, knowledge, and belief

Ranie K. Wohnhas

COMMONWEALTH OF KENTUCKY )
) CASE NO. 2011-00401

COUNTY OF FRANKLIN

e

Subscribed and sworn to before me, a Notary Public in and before said County
and State, by Ranie K. Wohnhas, this the /2" day of February 2012.
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KPSC Case No. 2011-00401

Commission Staff’s Second Set of Data Requests
Dated February 8, 2012

Item No. 1
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Kentucky Power Company

REQUEST

Refer to Kentucky Power’s Response to Commission Staffs First Request for
Information (“Staffs First Request”), Item 1.

a.  Explain the basis of the decision reflected in Kentucky Power’s December 17, 2010
notice to terminate the East Pool Agreement effective January 1, 2014 without
knowing the financial impacts to Kentucky Power or its ratepayers as of the
effective date of the notice.

b.  Provide all studies and/or analyses relied upon and used to support Kentucky
Power’s decision to terminate the East Pool Agreement effective January 1, 2014.

c.  Provide a list of all agreements that would be affected by the termination of the East
Pool Agreement among American Electric Power‘s (“AEP”) east subsidiaries, with
an explanation by agreement of the financial impact to Kentucky Power and its
ratepayers.

d. If the present East Pool Agreement had been effectively terminated on January 1,
2011, provide the monthly change in revenue requirement for the environmental
surcharge reports during the 12 expense months of 2011. Show the monthly amount
from ES FORM 1.00 LINE 1 CRR from ES FORM 3.00 less the monthly costs
applicable to the surplus companies’ plants.
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Explain how the Commission can make an informed decision as to Kentucky
Power’s application ("Application™) for the approval of its 2011 Environmental
Compliance Plan and Certificate of Public Convenience and Necessity to construct
a dry flue gas desulfurization (“DFGD”), without knowing the complete financial
impact to Kentucky Power and its ratepayers, if the current East Pool Agreement is
effectively terminated on January 1, 2014.

Explain whether the deregulation of electric generation in Ohio had any influence
on the decision to terminate the East Pool Agreement effective January 1, 2014 and
why terminating the agreement is beneficial to Kentucky Power and its ratepayers.

RESPONSE

a.

Please see KPSC 2-1 Attachments 1 and 2 for the East Pool Operating Committee
minutes and the pool termination proposal from December 17, 2010.

Additionally, please refer to the accompanying CD for KPSC 2-1 Attachment 3 for
the Company's FERC 205 filing related to the proposed new Power Cost Sharing
Agreement (PCSA) and pages 2 through 7 specifically for additional information.

Please see the accompanying CD for KPSC 2-1 Attachment 4 for an analysis
pertaining to pool termination that was completed prior to December 17, 2010.

Please see the Company’s response to KPSC 1-1 part b. See the accompanying CD
for KPSC 2-1 Attachment 4 for financial impacts related to terminating the JAA
during the applicable period.

Please see KPSC 2-1 Attachment 5 for the requested information for the twelve
months of 2011. This analysis removes from the environmental surcharge all
environmental costs related to surplus companies' plants. This should not
necessarily be construed as representative of what the actual results may be when
the current pool agreement expires and the new Power Cost Sharing Agreement
(PCSA) begins. What environmental costs, if any, that the Company may ask to
flow through the environmental surcharge from the PSCA has yet to be determined.
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e. On February 10, 2012, Kentucky Power filed notice with the Federal Energy
Regulatory Commission of its intent to terminate the Pool Agreement effective the
first quarter of 2013. The Company recognizes that its existing Environmental
Compliance Plan, as well as the proposed Environmental Compliance Plan that is
the subject of this proceeding, involve certain environmental compliance costs that
are allocated to Kentucky Power. To the extent that these Pool-related costs are no
longer allocated to Kentucky Power following the termination of the Pool
Agreement they will no longer be flowed through to Kentucky Power's ratepayers
through the environmental surcharge. The proposed PCSA as filed with the FERC
contains no provisions related to environmental compliance costs. However, to the
extent that resolution of the new arrangements that are now pending before the
FERC result in the allocation of qualifying environmental compliance costs to
Kentucky Power, the Company has not determined whether to seek to recover those
allocated costs through the environmental surcharge. Under existing authority any
such amendment of the Company's environmental compliance plan must be
presented to the Commission for approval under KRS 278.183.

f.  Please see the Company's response to part a.

WITNESS: Ranie K Wohnhas
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Minutes of the December 17, 2010 Meeting
of the AEP Interconnection Agreement
Operating Commitiee

Present: Commiitee Representatives
Richard Munczinski — Pool Manager

Charles Patton — Appalachian Power Company

Joseph Hamrock  — Columbus Southern Power Company
and Ohio Power Company

Paul Chodak 1il — Indiana Michigan Power Company

Gregory Pauley ~ Kentucky Power Company

Counsel/Secretary
John Crespo, Esq.

The meeting was called to order at approximately 11:00 a.m. (EST) with Mr. Munczinski
presiding.  Mr. Munczinski identified one agenda item for Operating Committee
(*Committee”) action that was previously distributed to the Committee Members:

1) Termination of the AEP Interconnection Agreement (Attachment )

The Committee reviewed a proposal to terminate the current AEP Interconnection
Agreement (“Agreement”).

The Committee Representatives discussed the benefit of the termination notice in that it
would provide a reasonable and defined timeframe for the Member companies and
stakeholders to accomplish the task of developing an updated agreement among willing
Members and/or to allow any or all Members the option of operating in a “stand alone”
fashion.

Mr. Patton and Mr. Hamrock noted that the Resource Planning process would necessarily
be of prime importance in addressing each Member's energy and capacity position in the
period following termination of the Agreement and began Committee discussion on how
Member Companies that were significantly capacity-surplus or capacity-deficit could
mitigate any resulting exposure. The Committee then discussed how the stakeholder
process could provide a useful and effective forum for discussions between individual
Members to identify possible bi-lateral or multi-party contracts that were mutually
beneficial and would alleviate such concerns, especially if a replacement agreement was
not reached, or in case an agreement was reached but did not adequately mitigate these
concerns.

Committee Members then identified and discussed the potential that transitional
approaches could also have if necessary to give one or more Members adequate time to
implement their individual Member resource plans. All Member Representative then
committed to investigating such transitional approaches as needed.
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Mr. Chodak proposed a change to the proposal in section 2.a. to better reflect the current
relationship between the PJM Settlement process and the Agreement setilement process.
Following Committee discussion, the modification was agreed fo by all of the
Representatives.

Representatives also reviewed the form of the letter that would be signed and forwarded
by each Member Representative for the required notification.

This was followed by general discussion regarding the process and timeframe that would
be used to work with stakeholders, including state commissions and customers, to develop
a post-Agreement plan for each Member. All Member representatives committed their
support to this process.

Once all discussion had concluded, Mr. Munczinski called for a vote of the Operating
Committee on the proposal, as amended. Al Representatives approved the
recommendation by voice vote. Subsequently, each Member noted their intent fo sign and
forward their respective individual notifications to terminate the Agreement.

Mr. Munczinski asked if there was any other business before the Committee at this time
Hearing none, the meeting was adjourned at approximately 12:00 p.m.

Page 2 of 2
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AEP Interconnection Agreement (East Pool)
Proposal to the Operating Commitiee

Date: December 17, 2010
Subject: Termination of the AEP Interconnection Agreement

Description

The AEP Interconnection Agreement (“Agreement’) is a generation pooling agreement that was
initially entered into on July 6, 1951. The Agreement has undergone various modifications, with
the last one occurring November 1, 1980. Current parties to the Agreement include
Appalachian Power Company (*APCO"), Kentucky Power Company ("KPCO"), Ohio Power
Company ("OPCQ"), Columbus Southern Power Company ("CSP”) and Indiana Michigan Power
Company (“1&M"), each of which is referred fo as a “Member” (and collectively as the
"Members”) of the Agreement. The American Electric Power Service Corporation (*Agent”) is
also a party to the Agreement, acting as the agent on the behalf of the Members.

The Agreement has served the Members for almost sixty years, allowing the Members to share
their generation resources to obtain the net requirements for each Member’s internal load, share
in off-system sales revenues, and provide risk mitigation for impacts due to such items as
unplanned outages.

However, the Agreement is showing its age, and given its current provisions, minor
modifications are not likely to improve the Agreement to a state in which it would continue to be
effective in the long term.

In addition, the Interim Allowance Agreement (“IAA”), which acts as a corollary agreement
between the same Members and Agent for treatment of items related to sulfur dioxide (SO,)
emissions and emission allowances, has also become out-of-date by the development of other
emission allowance programs and requirements since it was last modified in 1996.

As a result, this proposal is to terminate the current Agreement and the [AA as specified below.

Recommendation

[t is recommended that the Members terminate the Agreement. Such termination is to be
performed by each Member individually providing the notification required by the Agreement.

Consequently, it is recommended that each of the Members nolify each of the other Members
and the Agent in the fourth quarter of 2010, such that the Agreement ferminates among all the
Members as of January 1, 2014 or such other date that cancellation of the Agreement is
approved by the Federal Energy Regulatory Commission (*FERC”) and becomes effective. ltis
also recommended that the Members terminate the IAA, to be effective concurrently with the
termination of the Agreement.
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AEP Interconnection Agreement (East Pool)
Proposal to the Operating Committee

Support for Recommendation

1. Any Member or Members of the Agreement may terminate their participation in the
Agreement by providing the notice specified in Section 13.2 of the Agreement:

“13.2 Any Member upon at least three years’ prior written notice to the other
Members and Agent may terminate this agreement at the expiration of said
initial period or at the expiration of any successive period of one year.”

Consequently, upon approval of this recommendation, each Member will provide the
aforementioned written notice to the other Members and the Agent to initiate the three-year
notice period. The proposed notification is provided as an attachment {o this proposal.

While any Member may terminate its participation in the Agreement without the consent of
the Operating Committee, this proposal has been brought to the Operating Committee in
order to reach consensus among the Members to terminate their participation in the current
Agreement. Consensus is desirable because many of the reasons described below in
support of termination of the Agreement are applicable to all Members. Termination of the
entire Agreement will enable a “fresh start” for each Member to determine a path that is in
the best interest of itself, its individual customers and AEP moving forward. If all Members
provide notice the Agreement will effectively be terminated as of the expiration of the notice
period, subject to FERC approval.

2. Specific reasons for termination of the pool include the following:

a. AEP joined the PJM Interconnection L.L.C. ("PJM") Regional Transmission Organization
("RTO") in October 2004. Over the last six years, PJM has proven capable of fulfilling
the role of economically dispatching the generating units of the Members to satisfy the
capacity and energy requirements of their loads, a role historically performed by the
Agent under the Agreement.' As such, the Agreement, at least in its current form, is
less essential.

b. The state of Ohio has enacted legislation that requires the eventual corporate separation
of CSP's and OPCO's generation. However, under the current Agreement that
“deregulated” generation is pooled with the generation of the other Members whose
generation is “regulated.” This termination prepares for this eventual separation.

c¢. Changes in utility regulation and the energy markets have either occurred or are
anticipated that were not contemplated by the Agreement or IAA that limit the
effectiveness of comprehensive, system-wide system planning and dispaich. For
example, renewable portfolio standards or goals have been established in several states
that have resulted in the addition of wind and solar resources. Under these and
emerging renewable portfolio standards, further additions of capacity for Members that
are already in a surplus capacity position may be required, which is inconsistent with the

"The Agent may still need to perform some fimited functions for each of the individual Members under a subsequent agreement,
such as managing and maintaining the interconnection points among the Members in a manner that supports system-wide refiability
and participating in joint off-system sales activities that are not directly assignable to any Member
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AEP Interconnection Agreement (East Pool)
Proposal to the Operating Committee

original intent of the Agreement. Environmental regulation of electric generation has
also expanded in a manner that was not contemplated in the IAA, such as the
implementation of an allowance program associated with the emission of nitrogen oxides
(NOx). Many new environmental regulations are also currently being considered that
were also not contemplated and are likely to require more unit-specific rather than
system-wide solutions.

d. Pool termination promotes the long-term strategic objective of AEP {o further
decentralize utility operations by affording each Member more autonomy. For example,
working with its customer representatives and other stakeholders, each Member will be
able to make more independent decisions regarding how it plans for its own generation
needs (e.g., “build or buy”).

Implementation

During the three year notice period, the representatives of each of the Members will meet with
interested stakeholders who will be impacted by the termination to aitempt to reach a
consensus on the best course of action for the Member regarding management and planning of
its generation and load obligations following the termination.

These discussions will also allow any of the Members, if so desired by each of them, to enter
into subsequent agreements. It is assumed that any such agreements would be mutually
beneficial to all of the parties involved and AEP as a whole will be unharmed. If no such
agreements are reached, each Vember will operate independently in PJM (i.e. “stand alone”).
The three-year period will allow each Member to confer with affected stakeholders, plan a just
and reasonable course of action and begin implementation.

Page 3 of 3
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sross@steptoe.com Tel 202.425.3000

Fax 202.429.3902

February 10, 2012

The Honorable Kimberly D. Bose
Secretary

Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, D.C. 20426

Re:  Appalachian Power Company

Docket No. ER12- -000

AEP Generation Resources Ine.
Docket No. ER12- -000

Indiana Michigan Power Company
Docket No. ER12- -000

Kentucky Power Company
Docket No. ER12- -000

Ohio Power Company
Docket No. ER12- -000

Dear Secretary Bose:

On behalf of Appalachian Power Company (“APCo”), Indiana Michigan Power
Company (“I&M”), Kentucky Power Company (“KPCo”), Ohio Power Company (“Ohio
Power”), and AEP Generation Resources Inc. (“AEP Generation Resources™), American Electric
Power Service Corporation (“AEPSC”) hereby submits for filing: (i) the “Power Cost Sharing
Agreement among Appalachian Power Company, Indiana Michigan Power Company, Kentucky
Power Company, and American Electric Power Service Corporation,” (“Power Cost Sharing
Agreement”) and (ii) the “Bridge Agreement among Appalachian Power Company, Indiana
Michigan Power Company, Kentucky Power Company, Ohio Power Company, AEP Generation
Resources Inc. and American Electric Power Service Corporation” (“Bridge Agreement™). In
conjunction with these new rate schedules, AEPSC also provides notice of the Companies’
termination of (i) the Interconnection Agreement (“Pool Agreement™) and (ii) the AEP System
Interim Allowance Agreement (“IAA”). AEPSC respectfully requests that the Commission
establish March 12, 2012, as the comment date for this filing.

WASHINGTON o« NEWYORK = CHICAGO o PHOENIX » LOS ANGLLES ¢ CENTURY CITY » LONDON o BRUSSELS » BEHING
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This filing includes the following documents in addition to the relevant Tariff Records':

1. Attachment A - Clean Tariff Attachments for the Power Cost Sharing Agreement
(APCo Rate Schedule No. 200; I&M Rate Schedule No. 200; and KPCo Rate
Schedule No. 200);

2. Attachment B - Clean Tariff Attachments for the Bridge Agreement (APCo Rate
Schedule No. 201; I1&M Rate Schedule No. 201; KPCo Rate Schedule No. 201;
Ohio Power Rate Schedule No. 200; and AEP Generation Resources Rate
Schedule No. 2); and

3. Attachment C - Certificates of Concurrence signed on behalf of I&M, KPCo,
Ohio Power, and AEP Generation Resources.

I BACKGROUND

APCo, 1&M, KPCo, Ohio Power?, and AEPSC are wholly-owned subsidiaries of
American Electric Power Company, Inc. (“AEP”). Together with their affiliates Kingsport
Power Company (“Kingsport™) and Wheeling Power Company (“Wheeling”), APCo, I&M,
KPCo, and Ohio Power make up the AEP East utilities. The AEP East utilities are members of
and operate within the footprint of PJM Interconnection, L.L.C. (“PIM”). AEPSC is a service
company that provides various services to the AEP East utilities and their affiliate utilities that
operate within the footprints of the Southwest Power Pool (“SPP”) and the Electric Reliability
Council of Texas (“ERCOT”). The AEP utilities in SPP and ERCOT are not part of and are not
affected by this filing.

The AEP East utilities have for decades operated as part of an integrated public utility
holding company system under the now-repealed Public Utility Holding Company Act of 1935.
As part of that arrangement, those companies that owned electric generating resources (APCo,
CSP, I&M, KPCo, and Ohio Power) coordinated the planning and operations of their respective
generating resources pursuant to their Interconnection Agreement (“Pool Agl'eel’nerlt”).3 (The
parties to the Pool Agreement are referred to herein as the “Pool Members,” which includes CSP
prior to January 1, 2012.) Kingsport and Wheeling are not parties to the Pool Agreement, as they
do not own generation; they purchase their power requirements from APCo and Ohio Power,
respectively. The Pool Members also are parties to the IAA, pursuant to which they have

! The same filing is being submitted in three Tariff IDs, so the relevant Tariff Records
will vary with each of the three filings. Each of the three filings will include Attachments A
through C.

2 On December 31, 2011, Columbus Southern Power Company (“CSP”) was merged into
and became part of Ohio Power.

3 The Pool Agreement, which has been amended several times, is on file with the
Comimission as APCo’s Rate Schedule No. 20, CSP’s Rate Schedule No. 30, I&M’s Rate
Schedule No. 17, KPCo’s Rate Schedule No. 11, and Ohio Power’s Rate Schedule No. 23.

STEPTOERJOMNS GidhiNo. 1

Attachment 3
Page 2 of 71
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coordinated and integrated their compliance with certain environmental rules and regulations;
Kingsport and Wheeling are not parties to the IAA.

For the reasons discussed below, each Pool Member provided notice to the other Pool
Members (and to AEPSC) that it will terminate its participation under the Pool Agreement in
accordance with the termination provision in the agreement. Three of the current Pool
Members—APCo, 1&M, and KPCo—together with AEPSC, have agreed to proceed under a new
arrangement that is the subject of this filing; 7.e., the Power Cost Sharing Agreement.* In
addition, the Pool Members have agreed to terminate the IAA.

Before discussing the new Power Cost Sharing Agreement and the Bridge Agreement, set
out below is an overview of the current Pool Agreement and the reasons that the Pool Members
provided notice to terminate that agreement. Also discussed below are the reasons that the Pool
Members agreed to terminate the [AA as well.

A. The Pool Aereement

As the Commission previously has recognized, under the Pool Agreement, generation is
planned and operated on a single-system basis in order to meet the needs of the customers of all
the members of the agreement. AEP Generating Company and Kentucky Power Company,

38 FERC 4 61,243 at 61,812 (1987). Each Pool Member’s generating capacity obligation is
determined based on its Member Load Ratio (“MLR”). MLRs are calculated monthly on the
basis of each member’s non-coincident peak (“NCP”) demand in relation to the sum of the NCP
demands of Pool Members during the preceding twelve months. Over the years, the Pool
Members jointly satisfied the Pool’s combined need for capacity and energy, even though if
viewed individually, some Pool Members from time to time had surplus generating capacity and
others were capacity deficit.

Members make or receive capacity payments based upon the extent to which they are
deficit or surplus, and the generation costs of the surplus members. The total capacity surplus in
any given month for surplus members always equals the total capacity deficiency for the deficit
members, producing a zero surplus/deficit balance for the Pool Members. The Pool Agreement
also has an energy component. Energy transactions occur between the Pool Members such that
each member has sufficient energy to meet its share of the system’s total sales made in that
month. A Pool Member that produces more energy than needed to meet its requirements sells
the excess to members that need additional energy to meet their total energy requirement. The
sale is made at the seller’s average variable production cost for the month. The Pool Agreement
also provides for the allocation among the Pool Members of the revenues and/or costs associated
with power sales to, or purchases from, third parties. Each member receives its MLR share of
the off-system sales margins associated with any such sales.

*In a related proposed transaction for which Commission approval is being sought under
FPA Section 203, Wheeling will merge into APCo and APCo will serve the former Wheeling
load. Kingsport will continue to be served under its wholesale purchase agreement with APCo.
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The Pool Agreement designates AEPSC as the members’ agent. The agent is responsible
for, among other things, the coordination of the members’ respective generating resources, the
arrangement of capacity and/or energy transactions with third parties, and the accounting for and
preparation of the settlements for internal pool transactions among the members.

B. Termination of the Pool Agreement

Section 13.2 of the Pool Agreement provides:

Any Member upon at least three years’ prior written notice to the
other Members and Agent may terminate this agreement at the
expiration of said initial period [December 31, 1971] or at the
expiration of any successive period of one year.

On December 17, 2010, in accordance with Section 13.2 of the Pool Agreement, each of the then
five members of the pool provided notice to the other members (and to AEPSC) to terminate the
Pool Agreement on January 1, 2014, or such other date as may be accepted by this Commission.
Although the Pool Agreement has served the Pool Members and the other AEP East utilities and
their customers well over the past six decades, cumulative changes in the structure of the electric
industry led the Pool Members to determine that it was necessary to consider alternatives to the
current structure, including having no agreement among any of the AEP East utilities that own
generation. These changes include evolving environmental regulations, the introduction of open
access to transmission facilities, the advent of regional transmission organizations, movement
toward industry deregulation, an increased emphasis on demand side management, and
expanding competition.> In addition, Ohio Power recently has begun to experience a substantial
number of retail customers switching to competitive retail service providers.

These changes have raised questions as to the continuing viability of the Pool Agreement.
In July 2010, for example, the Virginia State Corporation Commission (“Virginia Commission™)
issued an order in an APCo rate proceeding that directed APCo and AEP to submit a report
regarding “the steps that can be taken to ameliorate the negative effects of high capacity charges
on APCo and its customers.” APCo filed its report with the Virginia Commission, detailing,
among other things, the history of the Pool Agreement, the changes over the years to the make-
up of the members’ respective generating resource portfolios, and trends in the capacity
equalization rates and energy rates. As APCo’s report noted,

> For example, five of the seven states in which the AEP East utilities operate currently
have alternative/renewable energy portfolio requirements or goals, and the resources that qualify
and the applicable standards vary significantly over time; some renewable standards include the
use of energy efficiency programs while others include specific energy efficiency requirements
or goals. In addition, demand response programs are addressed differently in different states;
some permit customers to enroll in PJM demand response programs (either directly or through a
third party aggregator), while others require enrollment with the utility. Each of these programs
requires an accommodation of state- and operating-company specific requirements that were not
contemplated under the Pool Agreement.
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While it is undeniable that the [Pool Agreement] has provided
tremendous benefits to each of the operating companies and their
customers through its near 60 year existence, it has become
increasingly difficult for AEP planners to confront the realities of
today’s electric utility industry with an allocation methodology
from a far simpler era. This is evidenced by the fact that
regulatory commissions, including the [Virginia Commission] and
others have started to question . . . the Pool’s viability in the
current power supply environment.®

In addition to the concerns raised by the Virginia Commission, over the past several years
the Public Utilities Commission of Ohio (“Ohio Commission™) has issued a series of orders
implementing legislation providing for the restructuring of the electric industry in Ohio. In
accordance with the legislative initiatives, the Ohio Commission recently issued orders designed
to enhance retail competition in Ohio Power’s service territory. The most recent set of Ohio
Comumission orders provides for all of the retail load in Ohio Power’s service territory to be fully
subject to an auction process by June 1, 2015.7 In addition, the Ohio Commission-approved
restructuring plan calls for Ohio Power to separate its generation resources and related facilities
from its transmission and distribution facilities, with a new generation-owning affiliate (AEP
Generation Resources) created to own and operate the generation facilities. This corporate
restructuring transaction is the subject of a proceeding under Section 203 of the Federal Power
Act that is pending before the Commission as a result of an application filed contemporaneously
with this filing. Once the corporate separation transaction is implemented (which is expected to
occur by the end of the first quarter of 2013), Ohio Power will be a transmission and distribution
company, and AEP Generation Resources will own and operate generating units previously
owned by Ohio Power (including the generation formerly owned by CSP).®

The schedule approved by the Ohio Commission calls for Ohio Power to institute a
competitive bidding process for its retail load for delivery beginning on June 1, 2015. The
auction for the first tranches of retail load will be conducted in September 2013. The schedule
further provides for Ohio Power to complete corporate separation prior to that auction.
Accordingly, Ohio Power’s target is to obtain all regulatory approvals necessary to enable the
corporate separation and related transactions to be consummated by the end of the first quarter of
2013. Once corporate separation occurs and Ohio Power’s auction process is underway, Ohio
Power’s further participation under the Pool Agreement will be impractical, as Ohio Power will
no longer have traditional franchised retail customers and, once the corporate separation

¢ «Report of Capacity Matters” submitted by Appalachian Power Company in Virginia
Commission Case No. PUE-2009-00030 (January 4, 2011).

7 See, e.g., hitp://dis.puc.state.oh.us/Tiff ToPDF/A1001001A11L14B41654E58708.pdf,
and http://dis.puc.state.oh.us/Tiff ToPD{/A1001001A12A23B41324B48337.pdf.

% In a separate but related Section 203 application submitted contemporaneously with this
filing, Ohio Power and AEP Generation Resources are seeking Commission approval to transfer
ownership interests in two of Ohio Power’s generating stations to APCo and KPCo.
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transaction is consummated, Ohio Power, like Kingsport and Wheeling, will not own or operate
generating units that would be available to the other Pool Members.’

For the foregoing reasons, the Pool Members agreed to terminate the existing Pool
Agreement.10 The remaining Pool Members (i.e., APCo, I&M, and KPCo) have agreed to move
forward with a new arrangement that is discussed in detail in Section II below. As noted above,
the Pool Members’ respective December 17, 2010 notices of termination provided for
termination of the Pool Agreement to be effective on January 1, 2014, or such other date
accepted by the Commission. In order to align the termination of the current agreement with
retail restructuring in Ohio, the Pool Members unanimously agreed to waive the full three-year
notice provision and request that the Commission accept termination at a date at or near the end
of the first quarter of 2013 that will coincide with those related transactions. AEPSC will
provide notice to the Commission shortly after the consummation of these transactions, including
termination of the Pool Agreement.

The Pool Members have carefully coordinated termination of the Pool Agreement with
other arrangements in order to lessen any adverse impact on the Pool Members. For example,
the Power Cost Sharing Agreement discussed below provides a vehicle for the remaining Pool
Members to share the benefits of each other’s surplus energy with costs lower than the PJIM
market clearing price. That agreement also provides opportunities for internal capacity
transactions. Similarly, the simultaneous timing of the termination of the IAA, discussed
immediately below, allows for the benefits and burdens from terminating that agreement to be
somewhat counterbalanced by the benefits and burdens of terminating the Pool Agreement. In
addition, the simultaneous transfer of certain Ohio Power baseload generation to APCo and
KPCo (discussed above in footnote 8) was designed to address the fact that APCo and KPCo,
which are capacity deficit, will no longer be able to access capacity from Pool Members that
have surplus capacity. Finally, the Bridge Agreement discussed below in Section III provides for
a fair allocation of the cost of meeting pre-existing Fixed Resource Requirement (“FRR”)
obligations and settling pre-existing marketing and trading positions that will survive termination
of the Pool Agreement.

The Commission has had occasion to review issues concerning the proposed withdrawal
of one or more members from an integrated holding company’s pool arrangements in Entergy
Services, Inc., 129 FERC q 61,143 (2009); order denying reh’g, 134 FERC § 61,075 (2011). In
that case, the Commission ruled that there are three specific questions concerning the proposed

? Under the Ohio Commission-approved structure, AEP Generation Resources will be
required, through May 31, 2015, to provide Ohio Power with the capacity and energy associated
with the load of those retail customers that do not select alternative retail electric suppliers
(veferred to in Ohio as the Standard Service Obligation, or “SSO”). The basic rate structure of
the SSO service has been approved by the Ohio Commission, and in a separate Section 205
application being filed contemporaneously with this filing, Ohio Power and AEP Generation
Resources are seeking Commission approval of the SSO Contract.

'° The Pool Agreement has not been submitted through eTariff and thus may be cancelled
by means of a Transmittal Letter.
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withdrawal: whether the members are permitted to leave the arrangement; whether they are
required to compensate any remaining members; and whether they have any “continuing
obligations” to the remaining members. 129 FERC 961,143 at P 58. As confirmed by review of
Section 13.2, the Pool Agreement permits each Pool Member to terminate its agreement (the
equivalent of withdrawing from the agreement), and neither requires a terminating Pool Member
to compensate the other Pool Members nor imposes upon a terminating Pool Member any
continuing obligation to the other Pool Members. Section 13.2 is refreshingly straightforward: a
terminating Pool Member must simply provide the other Pool Members with three years’ prior
written notice of its proposed termination.

In Entergy, the Commission further ruled that acceptance of the members’ proposal to
withdraw from the agreement does not turn on the justness and reasonableness of the potential
successor arrangements; that determination is made when such arrangements are submitted for
Comumission review. 134 FERC q 61,075 at P 24. As noted, APCo, I&M, and KPCo have
agreed to a new set of arrangements, 7.e., the Power Cost Sharing Agreement. That agreement is
discussed below, and any issues surrounding the justness and reasonableness of that agreement
may be resolved in this docket.

C. Termination of the IAA

The TAA originally was submitted for filing on September 30, 1994, in Docket No.
ER94-1670, and was accepted for filing by Letter Order issued in that docket on December 30,
1994, and made a supplement to each member’s Pool Agreement rate schedule designation, as
shown below. On June 21, 1996, AEPSC, on behalf of the Pool Members, filed Modification 1
to the TAA in Docket No. ER96-2213. This modification was accepted for filing by Letter Order
issued in that docket on August 30, 1996. The current version of the IAA has been in effect
since September 1, 1996, and has been given the following rate schedule designations : H

Appalachian Power Company Supplement No. 9 to Rate Schedule No. 20
Columbus Southern Power Company Supplement No. 3 to Rate Schedule No. 30
Indiana Michigan Power Company Supplement No. 10 to Rate Schedule No. 17
Kentucky Power Company Supplement No. 6 to Rate Schedule No. 11
Ohio Power Company Supplement No. 9 to Rate Schedule No. 23

The IAA was developed and entered into in connection with the Pool Members’ efforts to
comply with the 1990 amendments to the Clean Air Act, and in particular Title TV thereto.'? As
implemented by the United States Environmental Protection Agency, the 1990 Amendments
provided for, among other things, a sulfur dioxide (SO,) emission allowances regime that
eventually would affect over seventy of the Pool Members’ electric generating units, with one
allowance being equal to the right to emit one ton of SO,. Consistent with the coordinated

"' Because the IAA was designated as a Supplement to the rate schedule that was the Pool
Agreement, terminating the Pool Agreement rate schedule would result in termination of the
IAA, absent the JAA being removed from the relevant rate schedule.

12104 Stat. 2584, 42 U.S.C.A. § 7561, et seq. (“1990 Amendments”).
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system operations under the Pool Agreement, the IAA was intended to provide for coordinated
and integrated compliance with the 1990 Amendments through an equitable methodology to
allocate emission allowances to the Pool Members and to allocate either the cost of acquiring, or
the proceeds associated with the sale of, allowances to or from non-affiliated third parties. For
administrative ease, each member would own its load ratio share of allowances at the end of each
year. The internal transfer price for the allowances was established as the System Cost of
Compliance ($115.43/ton in 1995, escalated annually at a fixed rate of 10.56%). For 2011, the
System Cost of Compliance was $575.29.

Since the [AA was put into place in 1994 and subsequently modified in 1996, there have
been significant changes in environmental rules and the markets associated with Title IV SO,
emissions allowances that make the IJAA obsolete. These developments include most notably:
(1) additional environmental compliance obligations added since 1994 whose stringency on
power plant emissions has or will eclipse obligations under Title IV for SO, (2) the continuing
uncertainty surrounding the environmental compliance regulations, (3) the extension of AEP’s
environmental controls program to plants beyond the Gavin Plant, which has resulted in the
addition of scrubbers to twelve additional AEP East generating units, (4) elimination, in part as a
result of the foregoing two factors, of any shortage of the Pool Members for Title IV SO,
allowances, and (5) the emergence of a robust secondary market for Title IV SO, allowances and
their current and projected availability at low cost from that market. For all these reasons, the
Pool Members agree that the JAA should terminate when the Pool Agreement terminates.

I1. THE POWER COST SHARING AGREEMENT

The Power Cost Sharing Agreement is designed to provide APCo, I&M, and KPCo with
the opportunity to arrange internal energy transactions among themselves and to enter into
capacity sales and purchases with each other. AEP Generation Resources will be a standalone
generating company that will not have a franchised service territory and will not have the
traditional utility obligation to serve retail customers (other than the discrete SSO obligations
during the short time period before all Ohio Power retail load will be subject to state-supervised
auctions). Therefore, AEP Generation Resources will not be a party to the new Power Cost
Sharing Agreement. The key difference between the Power Cost Sharing Agreement and the
current Pool Agreement is that under the new arrangement, generation will not be planned on a
single-system basis; APCo, I&M, and KPCo individually will be required to own sufficient
generation to meet their Joad and reserve obligations.” Likewise, the Power Cost Sharing
Agreement does not impose capacity equalization charges on deficit members.

The Power Cost Sharing Agreement generally provides for APCO, I&M, and KPCo
(referred to in the agreement as an “Operating Company” or collectively as the “Operating

' To reflect the fact that the Pool Agreement enabled deficit members (APCo and KPCo)
to access the capacity and energy of those members with surplus generation (such as Ohio
Power), certain of Ohio Power’s generating resources that will be obtained by AEP Generation
Resources will immediately be transferred to APCo and KPCo to enable them to meet their load
and reserves obligations. See note 8, infra.



KPSC Case No. 2011-00401

Commission Staff's Second Set of Data Requests

. Order, Dated February 8, 2012
STEPTOF &j() FINS Origi v

3 . : RE R L - <> Ultend No. 1

The Honorable Kimberly D. Bose Attachment 3

February 10, 2012 Page 9 of 71

Page 9 of 15

Companies”) to conduct internal energy transactions amongst themselves, arrange for internal
capacity transactions, and coordinate their participation in organized regional power markets. As
with the current Pool Agreement, AEPSC will continue to act as the agent with responsibility for
assisting each Operating Company in its evaluation of power supply resources to meet load
requirements; assisting in the coordination and operation of each Operating Company’s power
supply resources (including arranging internal energy transactions); conducting off-system
purchases and sales on behalf of the Operating Companies; and coordinating the procurement of
fuel, consumables, emission allowances, and transportation services. See Article V. Governance
under the Power Cost Sharing Agreement will be accomplished through an Operating Committee
consisting of representatives of each Operating Company and AEPSC as the agent. The
Operating Committee’s primary duties will be to review procedures for cost allocation under the
agreement and to coordinate efforts to implement measures necessary for the reliable and
economic use of the Operating Companies’ respective power supply resources. See Article VI.

The key provisions of the Power Cost Sharing Agreement are set out in Article VII
(“Operating Company Planning and Operations™) and the related Service Schedule A
(“Collective Participation in the Applicable Regional Transmission Organization Capacity
Market™”) and Service Schedule B (“Surplus Energy Sales™). Section 7.1 provides that each of
the Operating Companies will be individually responsible for planning to meet its capacity
obligations. However, the Agent (AEPSC) will provide annual resource adequacy assessments
(from the individual company and pool-wide perspectives) and make recommendations to each
Operating Company as to the need to add power supply resources and the extent to which such
resources may be available from one or both of the other Operating Companies. The Agent also
will make recommendations as to the extent to which an Operating Company has temporary
surplus power supply resources that could be made available to one or both of the other
Operating Companies or to third parties. Service Schedule A, which is discussed below, sets out
the terms for any capacity sales and purchases among the Operating Companies. Article VII also
provides for the Agent to coordinate the scheduling of planned generation outages (Section 7.2),
and to coordinate the dispatch of the Operating Companies’ generating resources subject to the
direction of the applicable regional transmission organization (“RTO”) (Section 7.3).

Section 7.5 sets out the terms for capacity transactions with third parties. Such
transactions generally will be directly assigned to a specific Operating Company. Capacity
purchases that are not directly allocated generally will be allocated to the Operating Company or
Companies with the lowest capacity reserve margin(s) over the duration of the transaction. Sales
transactions that are not allocated to a specific Operating Company generally will be allocated to
the Operating Company or Companies with the highest capacity reserve margin(s) over the
duration of the transaction. Capacity purchases and sales that occur under an RTO auction
process will be directly assigned to an Operating Company based on the auction results; the
implementation details are specified in Service Schedule A. That schedule discusses the Agent’s
evaluation of the feasibility of capacity transactions between the Operating Companies and the
internal transfer price (the auction clearing price) (A3); the treatment of auction revenues (A4);
and the settlement procedures (A5).

Section 7.6 of the Power Cost Sharing Agreement addresses energy purchases and sales
with third parties. Purchases and/or sales initiated at the direction of a specific Operating
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Company generally will be directly assigned to that company. Purchases not directly assigned
will be allocated among the Operating Companies based on the level of each company’s
“Internal Load” (retail and wholesale requirements customers). Sales not directly assigned will
be allocated based upon each Operating Company’s hourly energy surplus (measured by the sum
of the hourly output of the company’s resources and purchases, less the company’s internal load
and “Surplus Energy” sales). Section 7.7 specifies that Surplus Energy is the energy available
from an Operating Company’s generating resources.

Service Schedule B specifies more details concerning Surplus Energy sales. Item B2 of
the schedule specifies the conditions under which intra-company sales may take place; namely,
that the seller must have Surplus Energy available (as described above), and that Surplus Energy
will be sold to another Operating Company only if the “Surplus Energy Price” is less than the
purchasing company’s “Avoided Cost.” The Power Cost Sharing Agreement defines Avoided
Cost as the purchaser’s “costs that otherwise would have been paid for Spot Market energy” in
RTO organized markets. Item B3 defines the Surplus Energy Price as a standard split-the-
savings calculation based on the purchaser’s Avoided Cost and the “Seller’s Incremental Cost,”
which includes, among other things, the seller’s cost of fuel, reactive power, operation and
maintenance and start-up costs, emission allowances, and transmission and ancillary service
charges. Finally, Item B4 provides that no Surplus Energy transactions will occur if the Surplus
Energy Price equals or exceeds the purchaser’s Avoided Cost, and that transactions involving
two Operating Companies will be allocated to those companies based on their respective Surplus
Energy (for sellers) or their Internal Load deficits (for purchases).

II. BRIDGE AGREEMENT

In conjunction with the termination of the Pool Agreement, APCo, 1&M, KPCo, Ohio
Power, AEP Generation Resources, and AEPSC (as agent) will operate under the Bridge
Agreement. As its name implies, the Bridge Agreement is intended to be an interim arrangement
that will be in place only for a short time. As discussed in more detail below, the Bridge
Agreement addresses: (a) the treatment of those purchases and sales made by the agent on behalf
of the Pool Members that extend beyond termination of the Pool Agreement, and (b) how APCo,
1&M, KPCo, and Ohio Power will fulfill their existing FRR obligations under the PJM
Reliability Assurance Agreement (“RAA”) through the PIM planning year 2014/2015 (ending
May 31, 2015). APCo, I&M, KPCo, and Ohio Power are referred to in the Bridge Agreement as
“Operating Companies.”

Article II of the Bridge Agreement provides that the term commences upon the effective
date of the separation of Ohio Power’s generation and power marketing business from its
transmission and distribution business pursuant to Ohio restructuring (as discussed above), and
terminates upon the later of the settlement of the contracts in the legacy marketing and trading
portfolio or the end of Ohio Power’s FRR obligation. Article III provides for AEPSC to serve as
agent and to prepare summary reports of activities under the Bridge Agreement. Article IV
provides for the creation of an Operating Committee composed of a representative of each of the
parties, with AEPSC’s representative serving as the chair of the Operating Committee. Certain
functions under the Bridge Agreement may be delegated to one or more subcommittees. The
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two key articles of the Bridge Agreement are Article V (“FRR Obligation™) and Article VI
(“Legacy Contracts™).

The FRR provisions were added to the RAA in connection with PJM’s Reliability Pricing
Model (“RPM”), which was designed to ensure the availability of necessary generation resources
that can be called upon and delivered to maintain the overall reliability of the PJM markets. In
conjunction with the development of the RPM rules, PIM also developed the FRR alternative,
under which a load-serving entity (designated as an “FRR Entity”) has the option to submit an
“FRR Capacity Plan” and meet a fixed capacity resource requirement rather than participate
through the RPM capacity auction. In addition to meeting its own load obligations, an FRR
Entity is required to reflect in its FRR Capacity Plan any retail load that switches to an
alternative retail load-serving entity that opts not to submit its own FRR Capacity Plan. The
AEP East utilities have been operating under the FRR alternative since the implementation of the
RPM. As such, the AEP East generating resources, including those of Ohio Power, have been
dedicated to meeting the AEP East utilities” FRR obligations.

The FRR provisions of the RAA place the obligation to maintain sufficient capacity on
the load-serving entity, which includes Ohio Power. The transfer of Ohio Power’s generation to
AEP Generation Resources and the termination of the Pool Agreement required the Pool
Members to adopt new arrangements to meet the AEP East FRR capacity obligations. Those
arrangements are set out in Article V of the Bridge Agreement, which, among other things,
commits AEP Generation Resources to make its generation available to meet the Operating
Companies’ FRR capacity obligations through the PJM Planning Year that ends on May 31,
2015. After that, Chio Power will terminate its role as an FRR Entity and will participate in the
RPM auctions to meet its residual capacity requirements.

Section 5.1 provides for the Agent to analyze the Operating Companies’ FRR obligations
in light of projected changes to their capacity resources or their capacity requirements, and to
recommend a capacity resource plan to meet those obligations. The plan for the Operating
Companies will be reviewed and must be unanimously approved by the Operating Companies;
likewise, AEP Generation Resources must separately approve the portion of the plan that impacts
its capacity resource plan. AEP Generation Resources will not have access to information
relating to the Operating Companies’ resources. If the Agent’s plan is not approved, the Agent
will revise and resubmit the plan until it is accepted by the Operating Companies and by AEP
Generation Resources. Section 5.2 provides for the Agent to collect information during a PJM
Planning Year and, based on that information, to alter the combination of capacity resources so
as to meet the FRR capacity obligation in a way that minimizes compliance charges to the extent
reasonably practicable. Section 5.3 provides that allocations of charges and credits associated
with (i) capacity resource purchases and sales and (ii) FRR charges and credits will be based on
an average of the Pool Members’ MLRs for each of the last twelve months preceding termination
of the Pool Agreement (“Final MLR™). Finally, Section 5.4 provides that the fulfilliment of the
Operating Companies’” FRR capacity obligations, including the allocation of charges and credits,
is governed by the Bridge Agreement and not by the Power Cost Sharing Agreement discussed
above.
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Article VI addresses the treatment of the “Legacy Contracts Portfolio,” which includes
“Legacy Trading Contracts” (power purchases and sales made pursuant to the Pool Agreement)
and “Legacy Hedge Contracts” (physical and financial transactions that hedge the Pool
Members’ generation resources) that are in effect at the time that the Pool Agreement is
terminated. Section 6.1.1 of the Bridge Agreement provides for the Agent to settle the Legacy
Trading Contracts and Legacy Hedge Contracts in accordance with their contractual terms.
Gains and losses from settlement and liquidation of the Legacy Trading Contracts will be
allocated among the parties based on the Final MLR. That section further provides that the
Agent may, from time to time, enter into new transactions on behalf of the Operating Companies
to reduce the tenor and risk of the portfolio (such new arrangements will then be treated as
Legacy Trading Contracts), but such new arrangements cannot extend beyond the final delivery
month of the agreements in the portfolio of Legacy Trading Contracts.

Section 6.1.2 provides for the Agent to allocate gains and losses from the settlement and
liquidation of the Legacy Hedge Contracts to APCo, I&M, KPCo (collectively) and to AEP
Generation Resources (as successor to Ohio Power’s obligations) in a ratable manner based on
the respective forecasted spot market energy sales of APCo, I&M, KPCo (collectively) and AEP
Generation Resources determined as of the effective date of the Bridge Agreement. The
forecasted spot market energy sales are derived from the forecasted output of generation minus
forecasted internal load. The allocation of gains and losses among APCo, I&M, and KPCo will
be based on their forecasted spot market energy sales. If the forecasted internal load of either
APCo, I1&M, KPCo (collectively) or AEP Generation Resources exceeds the forecasted output of
their respective owned or controlled generation for a given month, then APCo, 1&M, KPCo or
AEP Generation Resources, as applicable, will not receive any allocation of gains or losses for
that month, unless both are in that position, in which case gains or losses will be allocated ratably
among APCo, I&M, KPCo, and AEP Generation Resources in proportion to the forecasted
output of their owned or contracted generation.

The remaining articles address standard commercial matters, such as billing (Article VII),
force majeure (Article VIII), general miscellaneous terms (Article IX), and regulatory approvals
(Article X).

Iv. TIMELINE FOR FURTHER PROCEEDINGS

A September 7, 2011, stipulation entered into by CSP, Ohio Power, the Staff of the Ohio
Commission, and nearly twenty other parties to various Ohio Commission retail proceedings
involving CSP and Ohio Power set out an agreed-upon timeline for the Section 205 proceeding
relating to the termination of the Pool Agreement and any new or modified agreement. The
Stipulation provides for the AEP companies to “diligently pursue” approval of the Section 205
filings (and a related Section 203 application to implement Ohio restructuring) in accordance
with the timeline, although the stipulation makes clear that the final schedule will be the one
approved by this Commission.

The AEP companies that are the subject of this filing believe that this filing raises no
material issues of fact that require resolution though hearing procedures. AEP therefore urges
the Commission to accept the filing, as provided for above, without condition or modification,
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and without initiating any further proceedings. Appendix B to the Ohio Commission stipulation
provides, however, that if certain parties believe that this Section 205 filing necessitates hearing
procedures and the Commission agreed, that AEP would request that the Commission first
initiate a 60-day Settlement Judge procedure, during which the parties would attempt to resolve
any open issues. At the end of that process, AEP may submit an offer of settlement on some or
all of the issues. If the offer is contested, parties may contest approval of the settlement under
the Commission’s standard Rule 602 procedures. Unresolved issues will then be the subject of a
four-month “paper hearing” process, after which the matter will be before the Commission for
final resolution.

V. EFFECTIVE DATES

The termination of the current Pool Agreement (and the IAA) and the effectiveness of the
proposed new Power Cost Sharing Agreement and the new Bridge Agreement are intended to
take place at the time that Ohio Power and AEP Generation Resources implement the Ohio
corporate separation transaction. That currently is anticipated to occur by the end of the first
quarter of 2013. That schedule will permit the first auction for Ohio Power’s retail load to occur
in September 2013, and Ohio Power’s generation to be transferred to AEP Generation Resources
so that it may participate in the auction. At that point, it will be appropriate for the current Pool
Agreement to terminate, and for (i) APCo, 1&M, and KPCo to start transacting under the new
Power Cost Sharing Agreement, and (ii) APCo, I&M, KPCo, Ohio Power, and AEP Generation
Resources to implement the Bridge Agreement. The Tariff Records are thus being submitted
with a 12/31/9998 proposed effective date. As discussed above, although the Pool Members
originally provided each other with notices of termination that contemplated an effective date of
December 31, 2013, they since have waived the full notice provision of Section 13.2 to enable
termination of the Pool Agreement to coincide with implementation of Ohio restructuring.

VI. GENERAL FILING INFORMATION

In compliance with the requirements of 18 C.F.R. § 35.13, AEP states as follows:
A. General Information — 18.C.F.R. § 35.13(b)

The documents provided with this filing include this Transmittal Letter and the materials
listed above. The persons upon whom this filing has been served are set out below in Section
VII. A description of and the reasons for the rate changes proposed are discussed in this
Transmittal Letter. AEPSC further states that there are no costs included in the agreements that
have been alleged or judged in any administrative or judicial proceeding to be illegal,
duplicative, or unnecessary costs that are demonstrably the product of discriminatory
employment practices.

B. Cost of Service Information

AEPSC requests waiver of those provisions in Section 35.13 that would require AEPSC
to submit cost-of-service and revenue data. The Power Cost Sharing Agreement and the Bridge
Agreement are entirely new arrangements and, therefore, no meaningful comparison may be
made of revenues that were collected under prior arrangements. The Power Cost Sharing
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Agreement provides for voluntarily capacity and/or internal energy transactions, the cost of
which depend upon the PIM capacity auction prices or the PJM spot market prices, which, of
course, fluctuate. The Bridge Agreement does not provide for new transactions among the
parties, but rather for the generating companies to make their capacity available to meet the pre-
existing FRR obligations (at the FRR prices set out under the RAA), and for the unwinding of
current marketing and trading positions, which will turn on prevailing market prices.

VII. CORRESPONDENCE AND SERVICE

AEPSC requests that any correspondence or communications with respect to this filing be
sent to the following:

Chad Heitmeyer John C. Crespo
Regulatory Case Manager Deputy General Counsel
American Electric Power American Electric Power
Service Corporation Service Corporation
1 Riverside Plaza 1 Riverside Plaza
Columbus, OH 43215 Columbus, OH 43215
(614) 716-3303 (614) 716-3727
caheitmeyer@aep.com jecrespo(@aep.com

Steven J. Ross

Carol Gosain

Steptoe & Johnson LLP

1330 Connecticut Avenue, N.W.
Washington, DC 20036

(202) 429-6279
sross(@steptoe.com
cgosain(@steptoe.com

A copy of this filing will be served on the Indiana Utility Regulatory Commission, the
Kentucky Public Service Commission, the Michigan Public Service Commission, the Public
Utilities Commission of Ohio, the Tennessee Regulatory Authority, the Virginia State
Corporation Commission, and the Public Service Commission of West Virginia. In addition, a
copy of this filing will be posted on AEP’s website at:
http://www.aep.com/investors/currentRegulatoryactivity/regulatory/ferc.
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VIII. CONCLUSION

For the foregoing reasons, AEPSC respectfully requests that the Commission accept for
filing, without condition or modification, the Power Cost Sharing Agreement and the Bridge
Agreement. If you have any questions concerning this filing, please do not hesitate to contact the
undersigned.

Respectfully submitted,

AMERICAN ELECTRIC POWER
SERVICE CORPORATION

By: /s/

John C. Crespo

Deputy General Counsel

American Electric Power
Service Corporation

1 Riverside Plaza

Columbus, OH 43215

Steven J. Ross

Carol Gosain

Steptoe & Johnson LLP

1330 Connecticut Avenue, N.W.
Washington, DC 20036

Attorneys for
American Electric Power Service Corporation

Attachments
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Attachment A

Power Cost Sharing Agreement Among Appalachian Power Company, Indiana
Michigan Power Company, Kentucky Power Company and American Electric Power

Service Corporation as Agent

1. Tariff Record, APCo —~ FERC Rate Schedule No. 200
2. Tariff Record, KPCo — FERC Rate Schedule No. 200
3. Tariff Record, I&M — FERC Rate Schedule No. 200
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RATE SCHEDULE No. 200

POWER COST SHARING AGREEMENT

among

APPALACHIAN POWER COMPANY,
INDIANA MICHIGAN POWER COMPANY,
KENTUCKY POWER COMPANY

and

AMERICAN ELECTRIC POWER SERVICE CORPORATION

as Agent
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POWER COST SHARING AGREEMENT
THIS AGREEMENT is made and entered into as of this __ day of ,
2013, by and among Appalachian Power Company (“APC”), Indiana Michigan Power Company
(“1&M”), Kentucky Power Company (“KPC”) and American Electric Power Service
Corporation (as defined below, "AEPSC") as agent to the other parties (as defined below,

"Agent").

WHEREAS, APC, I&M and KPC (collectively the “Operating Companies™) own and
operate electric generation, transmission and distribution facilities with which they are engaged
in the business of generating, transmitting and selling electric power and energy to the general
public and to other electric utilities;

WHEREAS, the Operating Companies electric facilities are now and have been for many
years interconnected through their respective transmission facilities and transmission facilities of
third parties at a number of points (hereby designated and hereinafter called “Interconnection
Points™);

WHEREAS, APC, I&M and KPC provide power to serve retail customers in Indiana,
Kentucky, Michigan, Tennessee, Virginia and West Virginia;

WHEREAS, APC, I&M and KPC believe that they can continue to achieve efficiencies
and economic benefits through the coordinated operation of their respective power supply
Iesources;

WHEREAS, the Operating Companies, in order to recognize that APC, I&M and KPC

will (a) participate in the organized power markets of a regional transmission organization; (b)
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provide each other with internal economic energy transfers under conditions described in this
Agreement; I receive allocations of off-system sales and purchases with non-affiliates on bases
that fairly assign or allocate the costs and benefits of these sales and purchases; and (d) allow for
capacity transactions as needed and available between the Operating Companies;

WHEREAS, the achievement of the foregoing will be facilitated by the

performance of certain services by an Agent;

WHEREAS, AEPSC is the service company affiliate of APC, I&M and KPC and
as such performs a variety of services on their behalf in accordance with applicable rules and

regulations of the Federal Energy Regulatory Commission (“FERC”); and

WHEREAS, AEPSC is willing to serve as Agent to APC, &M and KPC under
this Agreement with respect to generation-related activities.
NOW, THEREFORE, in consideration of the premises and the mutual covenants

and agreements herein set forth, the Parties mutually agree as follows:

ARTICLE I
DEFINITIONS
1.1 AEPSC means American Electric Power Service Corporation, a wholly-owned
subsidiary of American Electric Power Company, Inc. and a service company affiliate of APC,
I&M and KPC.
1.2 Agent means the Operating Companies’ designated representative for the

purposes specified in Article V and elsewhere in this Agreement. The Agent will be AEPSC.
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1.3  Agreement means this Power Cost Sharing Agreement among APC, I&M, KPC
and AEPSC, including all Service Schedules and attachments hereto, as it may be amended from
time to time.

1.4 APC means Appalachian Power Company.

1.5  Avoided Cost means the costs avoided by an Operating Company by reason of its
purchase of an incremental amount of energy from another Operating Company. Such costs
shall be defined as the costs that otherwise would have been paid for Spot Market energy in the
relevant market(s) operated by the applicable regional transmission organization.

1.6  FERC means the Federal Energy Regulatory Commission or any successor
agency having jurisdiction over this Agreement.

1.7  1&M means Indiana Michigan Power Company.

1.8 Industry Standards means all applicable national and regional electric reliability
council and regional transmission organization principles, guides, criteria, standards and
practices.

1.9  Interconnection Points shall have the meaning set forth in the third clause of this
Agreement.

1.10  Internal Load means all sales of energy by an Operating Company to its Retail
Customers and Wholesale Requirements Customers, including losses. Internal Load is
principally characterized by the Operating Company assuming the load obligation as its own
power commitment, as opposed to Off-System Sales.

1.11  KPC means Kentucky Power Company.

ltem No. 1
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1.12  Off-System Sales means all power sales by an Operating Company other than
sales to the Retail Customers and Wholesale Requirements Customers that comprise the
Operating Company’s Internal Load.

1.13  Off-System Purchases means power purchases by an Operating Company for
any of the following reasons: (a) to reduce power supply costs, (b) to serve load requirements,
¢) to provide reliability of supply, (d) to satisfy state specific requirements or goals or (€) to
engage in Off-System Sales.

1.14 Operating Committee means the administrative body established pursuant to
Article VI for the purposes therein specified.

1.15 Operating Companies means APC, I&M and KPC collectively.

1.16 Operating Company means APC, I&M or KPC individually.

1.17 Party or Parties means one or more of the following, individually or collectively,
as the context warrants: APC, 1&M, KPC and Agent.

1.18 Retail Customer for purposes of this Agreement means a retail power customer
on whose behalf an Operating Company has undertaken an obligation to obtain power supply
resources so as to supply electricity to reliably meet the electric needs of such customer.

1.19 Service Schedules means the Service Schedules attached to this Agreement and
those that later may be agreed to by the Parties and accepted for filing by FERC, as they may be
amended from time to time.

1.20 Spot Market(s) means the day ahead, real time (balancing) or similar short-term
energy market(s) operated by the applicable regional transmission organization(s), typically
characterized by energy that is selected and delivered on an hourly, or more frequent, basis in

that same day or the next calendar day.
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1.21  Surplus Energy means energy supplied by one Operating Company to another,
for the purchasing Operating Company to meet its Internal Load requirement at less than the
purchasing Operating Company’s Avoided Cost.

1.22  Surplus Energy Incremental Cost means any costs incurred by an Operating
Company by reason of its provision of an incremental amount of energy to another Operating
Company for its Internal Load. Such costs may include, but are not limited to, costs for fuel,
reactive power, operation, maintenance, start-up, fuel handling, chemicals, consumables,
emission allowances and taxes; transmission and ancillary service charges, including congestion,
transmission losses, and any other incremental costs as allocated from an applicable regional
transmission organization; charges for any power and energy purchased that is reasonably
assigned or allocated by the Agent to such supply; and other incremental expenses incurred in
providing energy from one Operating Company to another Operating Company. Such costs will
normally exclude costs associated with resources dispatched for non-economic reasons, for
minimum operating requirements and those dedicated to the selling Operating Company’s
Internal Load.

1.23  System Emergency means a condition which, if not promptly corrected, threatens
to cause imminent harm to persons or property, including the equipment of a Party or a Third
Party, or threatens the reliability of electric service provided by an Operating Company to Retail
Customers or Wholesale Requirements Customers.

1.24  Third Party or Third Parties means an entity or entities that are not a Party or
Parties as defined in this Agreement.

1.25 Wholesale Requirements Customer means a wholesale customer whose loads

are served by an Operating Company that has undertaken, by contract, an obligation to serve
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such customer's partial or full requirements load and to acquire power supply resources and other

resources necessary to meet such requirements.

ARTICLE 1T
TERM OF AGREEMENT

2.1 Term and Withdrawal

Subject to FERC approval or acceptance for filing, this Agreement shall take
effect on the date permitted by FERC, and shall continue in full force and effect until terminated:
(a) by mutual agreement or (b) upon no less than twelve (12) months’ written notice by one Party
to each of the other Parties, after which time the notifying Party will be withdrawn from the
Agreement and the Agreement will continue in full force and effect for the remaining Parties

except for such modifications necessary to remove the withdrawn Party.

ARTICLE 11

OBJECTIVES

3.1 Purpose

The purpose of this Agreement is to provide a contractual basis for coordinating
the operation and maintenance of the power supply resources of the Operating Companies to
achieve economies and efficiencies consistent with the provision of reliable electric service and
an equitable sharing of the benefits and costs of such coordinated arrangements. This Agreement
is based on the premise that each Operating Company will maintain sufficient long-term power

supply resources to meet its Internal Load requirements.
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ARTICLE IV
SCOPE AND RELATIONSHIP TO OTHER AGREEMENTS

AND SERVICES

4.1 Scope

The transactions governed by this Agreement are subject to, and may be limited
from time to time by applicable state and federal laws, and the regulations, rules, and orders of
applicable regulatory agencies regarding the purchase and sale of energy and/or capacity among
affiliates. This Agreement is not intended to preclude the Parties from entering into other
arrangements between or among themselves or with Third Parties. This Agreement is intended
to operate in addition to, not in lieu of, power market transactions and settlements that occur
between each Operating Company or the Operating Companies collectively and any applicable
regional transmission organizations.

4.2 Transmission

This Agreement is intended to apply to the coordination of the power supply
resources of, and loads served by, the Operating Companies. It is not intended to apply to the

coordination of transmission facilities owned or operated by the Operating Companies.

ARTICLE V
AGENT

5.1 Agent’s Functions

Subject to the direction of the Operating Committee, Agent agrees to:
(a) assist in evaluations concerning power supply resource additions to be installed or

acquired by one or more Operating Companies to meet load requirements;

ftem No. 1
Attachment 3
Page 24 of 71



(b)

(c)

(d)

(e)

®

(g

(h)

KPSC Case No. 2011-00401
Commission Staff's Second Set of Data Requests
Order Dated February 8, 2012

Sheet No. 9

assist in the coordination of the operation and maintenance of the Operating
Companies’ respective power supply resources;

administer the participation and financial settlement of the Operating Companies
in the power markets of the applicable regional transmission organization;
conduct Off-System Purchases and Off-System Sales on behalf of one or more
Operating Companies;

prepare and deliver to the Parties a monthly settlement statement and make
available as requested supporting details for any Party to inspect for a period time
not to exceed three (3) years from the date expenses were incurred or revenues
received,;

acquire and coordinate transmission and ancillary services from affiliated and
non-affiliated transmission providers for use with respect to transactions between
or among Operating Companies under this Agreement, Off-System Purchases and
Off-System Sales;

assist in the coordination of the Operating Companies’ procurement of, but not
necessarily limited to, fuel, consumables, emission allowances and transportation
services; and

perform such other activities and duties as may be requested from time to time by
a Party or Parties.

Appointment and Acceptance of Aunthoriiy; Delegation of Duties

5.2 (a) Appointment of Agent

As of the effective date of this Agreement as specified in Section 2.0, the

Operating Companies delegate to AEPSC as the Agent and AEPSC, as the Agent, hereby accepts

ltem No. 1
Attachment 3
Page 25 of 71



KPSC Case No. 2011-00401
Commission Staff's Second Set of Data Requests
Order Dated February 8, 2012

Sheet No. 10

responsibility and authority for the duties listed in Section 5.1 and elsewhere in this Agreement
and shall perform each of those duties under the direction of the Parties.

5.2 (b) Delegation of Duties

With the prior written consent of the other Parties, AEPSC may assign all or a

part of its responsibilities under this Agreement to another entity.

ARTICLE VI
COMPOSITION AND DUTIES OF
THE OPERATING COMMITTEE

6.1 Operating Cominittee

The Operating Committee is the administrative body created to administer this
Agreement and shall consist of four (4) members. One member shall be a representative of APC,
one member shall be a representative of I&M, one member shall be a representative of KPC, and
the fourth member shall be a representative of the Agent. The Agent’s representative shall act as
the chairman of the Operating Committee and shall be known as the “PCS Manager”. With
respect to all duties and decisions, the Operating Committee will take such action as reasonably
necessary to permit each of the Operating Companies to fulfill its reliability obligations.
6.2  Meeting Dates
The Operating Committee shall hold meetings at such times, means, and places as
the members shall determine from time to time. Minutes of each Operating Committee meeting
shall be prepared and maintained.
6.3  Decisions
All decisions of the Operating Committee shall be by a simple majority vote of

the members, including proxies.
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The Operating Committee shall have the duties listed below, unless such duties

are otherwise assigned by a vote of the Operating Committee to the Agent, in which case the

Agent shall perform such duties:

(a)

(b)

(c)

(d)

reviewing and providing direction concerning the equitable sharing of
costs and benefits under this Agreement among the Operating Companies;
administering and interpreting this Agreement and making any
amendments hereto, subject to any necessary regulatory approvals,
including such amendments that are proposed in response to a change in
regulatory requirements applicable to one or more of the Operating
Companies or changes concerning an applicable regional transmission
organization;
reviewing and, if necessary, amending the duties and responsibilities of
the Agent; and
ensuring coordination for other matters not specifically provided for
herein that the Operating Cominittee considers necessary to the reliable

and economic use of each Operating Company's power supply resources.

In the event that an action of the Operating Committee results in a change to the

settlement process(es) among the Operating Companies, such modified settlement will normally

occur on a prospective basis only, which may include past billing periods back to the beginning

of the first full billing month preceding the date of action of the Operating Committee. Such

modifications will be subject to the terms of Article IX as applicable.
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ARTICLE VII
OPERATING COMPANY PLANNING AND OPERATIONS

7.1 Onperating Company and Svstem Planning

Each Operating Company, with support from the Agent, will be individually
responsible for its own capacity planning. Each Operating Company will be responsible for
maintaining an adequate level of generation resources to meet its own Internal Load
requirements for capacity and energy, including any required reserve margins, and shall bear all
of the resulting costs.

The Agent shall assess the adequacy of the power supply resources of the
Operating Companies from the perspective of each Operating Company and the Operating
Companies collectively, taking into account reserve requirements, capacity status in the
applicable regional transmission organization, state-integrated resource plans as applicable, each
Operating Company’s load forecast, changing regulatory structures and requirements and all
other criteria applicable by law or regulation to each Operating Company. The Agent will
subsequently make recommendations to each Operating Company regarding the need for
additional power supply resources. In making this evaluation, the Agent, in conjunction with
each Operating Company, will assess whether economies and efficiencies may be achieved by
selecting common power supply resources for more than one Operating Company, subject to
regulatory, transmission, economic, and operational constraints and approvals.

Similarly, the Agent, under the direction of the Operating Committee, will assess
and make recommendations to each Operating Company as to whether that Operating Company
has power supply resources in excess of its needs (short-term or long-term) that could be made

available to the other Operating Companies or Third Parties.
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Transactions among the Operating Companies for sales and purchases of capacity
under this Agreement shall be made as described under Service Schedule A. Notwithstanding
any of the foregoing, the actual addition or disposition of power supply resources will be
conditioned on compliance with all applicable state and other regulatory requirements and
requirements of any applicable regional transmission organization.

7.2 Generation Resource Qutase Planning

The Agent, on behalf of the Operating Companies, will coordinate the scheduling
of planned generation resource outages in order to support reliability and manage costs.

7.3 Generation Resource Dispatch

The generation resources of each of the Operating Companies will be dispatched
by the Agent under the direction of the applicable regional transmission organization.

7.4 Regional Transmission Organization Transactions

Each Operating Company shall be individually responsible for charges it incurs
and credits it receives due to its participation in the power markets of a regional transmission
organization. Such costs and revenues will be assigned or allocated directly by the regional
transmission organization or its agent where practical. The Operating Companies may
collectively participate from time to time in specific markets of the regional transmission
organization or to meet certain regional transmission or reliability organization requirements, in
which case the allocation of resulting revenues and/or costs, if any, will be allocated as specified
herein or as otherwise approved by the Operating Committee.

Notwithstanding the foregoing, in the event that two or more Operating
Companies collectively participate in the capacity market of an applicable regional transmission
organization, meaning that such Operating Companies’ resources and load obligations are

combined and administered collectively to participate in and satisfy the reliability requirements
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of the applicable regional transmission organization’s capacity market, such participation will be
administered and financially settled as described under Schedule A.

7.5 Capacity Purchases and Sales with Third Parties

Capacity purchases and capacity sales initiated at the direction of an Operating
Company will be directly assigned to that Operating Company whenever reasonably possible.

Any purchases of capacity from a Third Party not directly assigned to an
Operating Company will normally be allocated to the Operating Company or Operating
Companies with the lowest capacity reserve margin(s) over the applicable period at the time of
the transaction.

Any sales of capacity to a Third Party not directly assigned to an Operating
Company will normally be allocated among the Operating Companies based upon the Megawatts
(MW) of capacity resources each Operating Company has in excess of its capacity obligations
and commitments over the applicable period at the time of the transaction.

Notwithstanding the foregoing, capacity purchases and sales that occur under the
auction processes of the applicable regional transmission organization will be directly assigned
to a specific Operating Company based on the results of such auctions or, if two or more
Operating Companies are collectively participating in the regional transmission organization’s
capacity market, capacity purchases and sales will be allocated to such Operating Companies as
specified under Schedule A.

7.6 Enercv Purchases and Sales with Third Parties

Any energy purchased from, or sold to, a Third Party that is specifically
associated with and resulting from capacity allocated in Section 7.5 will be assigned to the

purchaser of the capacity.
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Energy purchases and sales initiated at the direction of an Operating Company
will be directly assigned to that Operating Company whenever reasonably possible.

Any energy purchases from a Third Party not directly assigned to an Operating
Company will be allocated among the Operating Companies based on each Operating
Company’s Internal Load.

Any energy sales to a Third Party not directly assigned to an Operating Company
will be allocated among the Operating Companies based upon each Operating Company’s hourly
energy surplus, as measured by taking the actual hourly output of each Operating Company’s
resources, including purchases other than Spot Market purchases, and subtracting the Operating
Company’s Surplus Energy sales and Internal Load, but in no event shall be less than zero (0).

7.7 Surplus Energy Sales between Operating Companies

An Operating Company will make Surplus Energy available from its power
supply resources to another Operating Company for the purposes and to the extent provided by
this Agreement as further described under Schedule B.

7.8 Emergency Response

In the event of a System Emergency, no adverse distinction shall be made
between the customers of any of the Operating Companies. Each Operating Company shall,
under the direction of the regional transmission organization, make its power supply resources
available in response to a System Emergency. Notwithstanding the foregoing, it is understood
that transmission constraints or other factors may limit the ability of an Operating Company to

respond to a System Emergency.
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ARTICLE VIIIL

ASSIGNMENT OF COSTS AND BENEFITS

OF COORDINATED OPERATIONS

8.1 Service Schedules

The costs and revenues associated with coordinated operations as described in
Article VII shall be distributed among the Operating Companies in the manner provided in the
Service Schedules utilizing the billing procedures described in Article IX. It is understood and
agreed that all such Service Schedules are intended to establish an equitable sharing of costs
and/or benefits among the Operating Companies, and that circumstances may, from time to time,
require a reassessment of the relative costs and benefits of this Agreement, or of the methods
used to apportion costs and benefits of the Service Schedules. Upon an action of the Operating
Commmittee, any of the Service Schedules may be amended as of any date agreed to by the
Operating Committee by majority vote, subject to the receipt of any necessary regulatory

authorizations.

ARTICLE IX
BILLING PROCEDURES

9.1 Records

The Agent shall maintain such records as may be necessary to determine the
assignment of costs and revenues of coordinated operations pursuant to this Agreement. Such
records shall be made available to the Parties upon request for a period not to exceed three (3)

years.
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9.2 Monthly Statements

As promptly as practicable after the end of each calendar month, the Agent shall
prepare a statement setting forth the monthly summary of costs and revenues allocated or
assigned to the Operating Companies in sufficient detail as may be needed for settlements under
the provisions of this Agreement. As required, the Agént may provide such statements on an
estimated basis and then adjust those statements for actual results.

9.3 Billings and Pavments

The Agent shall be responsible for all billing between the Operating Companies
and other entities with which they engage in Off-System Purchases and Off-System Sales
pursuant to this Agreement. Payments among the Operating Companies shall be made by
remittance of the net amount billed or by making appropriate accounting entries on the books of
the Parties. The entire amount shall be paid when due.

9.4  Taxes

Should any federal, state, or local tax, surcharge or similar assessment, in addition
to those that may now exist, be levied upon the electric capacity, energy, or services to be
provided in connection with this Agreement, or upon the provider of service as measured by the
electric capacity, energy, or services, or the revenue therefrom, such additional amount shall be
included in the net billing described in Section 9.3.

9.5  Billing Errors

If the Agent discovers a billing error pertaining to a prior billing for reasons
including, but not limited to, missing or erroneous data or calculations, including those caused by
meter, computer or human error, a correction adjustment will be calculated. Except as the
Operating Comunittee may authorize in the exercise of reasonable discretion, the correction

adjustment shall not be applied to any period earlier than the beginning of the first full billing
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month preceding the discovery of the error, nor will interest accrue on such adjustment. The
correction adjustment will be applied as soon as practicable to the next subsequent regular
monthly bill. Any overpaid amount attributed to such billing errors shall be returned by the
owing Party upon determination of the correct amount with no interest.

9.6 Billing Omissions

If a Party’s records reveal that a bill was not delivered, then the Agent may
deliver to the appropriate Party a bill within one (1) year from the date on which the bill should
have been delivered. Any amounts collected or reimbursed due to such omissions shall exclude
interest. The right to payment is waived with respect to any amounts not billed within such a one
(1) year period.

9.7 Billing Disputes

The Parties shall have the right to dispute the accuracy of any bill or payment for
a period not to exceed one month from the date on which the bill was initially delivered.
Following this one-month period, the right to dispute a bill is permanently waived for any and all
reasons including but not limited to, (a) errors, (b) omissions, (¢) Agent’s actions, and (d) the
Operating Committee’s decisions, Agreement interpretations and direction in the administration
of the Agreement. Any amounts collected or reimbursed due to such disputes shall exclude

interest.

ARTICLE X

FORCE MAJEURE

10.1  Events Excusing Performance

No Party shall be liable to another Party for or on account of any loss, damage,

injury, or expense resulting from or arising out of a delay or failure to perform, either in whole or



KPSC Case No. 2011-00401
Commission Staff's Second Set of Data Requests
Order Dated February 8, 2012

) Item No. 1
Sheet No. 19 Attachment 3

Page 35 of 71
in part, any of the agreements, covenants, or obligations made by or imposed upon the Parties by
this Agreement, by reason of or through strike, work stoppage of labor, failure of contractors or
suppliers of materials (including fuel, consumables or other goods and services), failure of
equipment, environmental restrictions, riot, fire, flood, ice, invasion, civil war, commotion,
insurrection, military or usurped power, order of any court or regulatory agency granted in any
bona fide legal proceedings or action, or of any civil or military authority either de facto or de

Jjure, explosion, Act of God or the public enemies, or any other cause reasonably beyond its
control and not attributable to its neglect. A Party experiencing such a delay or failure to
perform shall use due diligence to remove the cause or causes thereof; however, no Party shall be
required to add to, modify or upgrade any facilities, or to settle a strike or labor dispute except

when, according to its own best judgment, such action is advisable.

ARTICLE XI

DELIVERY POINTS

11.1  Delivery Points

All electric energy delivered under this Agreement shall be of the character
commonly known as three-phase sixty-cycle energy, and shall be delivered at the various
Interconnection Points where the transmission systems of the Operating Companies are
interconnected, either directly or through transmission facilities of third parties, at the nominal
unregulated voltage designated for such points, and at such other points and voltages as may be

determined and agreed upon by the Operating Companies.



KPSC Case No. 2011-00401
Commission Staff's Second Set of Data Requests
Order Dated February 8, 2012

Sheet No. 20

ARTICLE XII
GENERAL

12.1 Adherence to Industry Standards

The Parties agree to make their best efforts to conform to Industry Standards as
they affect the implementation of and conduct pertaining to this Agreement.

12.2 No Third Party Beneficiaries

This Agreement does not create rights of any character whatsoever in favor of any
person, corporation, association, entity or power supplier, other than the Parties, and the
obligations herein assumed by the Parties are solely for the use and benefit of the Parties.
Nothing in this Agreement shall be construed as permitting or vesting, or attempting to permit or
vest, in any person, corporation, association, entity or power supplier, other than the Parties, any
rights hereunder or in any of the resources or facilities owned or controlled by the Parties or the
use thereof.

12.3 Waivers

Any waiver at any time by a Party of its rights with respect to a default under this
Agreement, or with respect to any other matter arising in connection with this Agreement, shall
not be deemed a waiver with respect to any subsequent default or matter. Any delay, short of the
statutory period of limitation, in asserting or enforcing any right under this Agreement, shall not
be deemed a waiver of such right.

12.4 Successors and Assigns

This Agreement shall inure to the benefit of and be binding upon the Parties only,
and their respective successors and assigns, and shall not be assignable by any Party without the
written consent of the other Parties except to a successor in the operation of its properties by

reason of a reorganization to comply with state or federal restructuring requirements, or a
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merger, consolidation, sale or foreclosure whereby substantially all such properties are acquired
by or merged with those of such a successor.

12.5 Liability and Indemnification

SUBJECT TO ANY APPLICABLE STATE OR FEDERAL LAW THAT MAY
SPECIFICALLY RESTRICT LIMITATIONS ON LIABILITY, EACH PARTY SHALL
RELEASE, INDEMNIFY, AND HOLD HARMLESS THE OTHER PARTIES, THEIR
DIRECTORS, OFFICERS AND EMPLOYEES FROM AND AGAINST ANY AND ALL
LIABILITY FOR LOSS, DAMAGE OR EXPENSE ALLEGED TO ARISE FROM, OR BE
INCIDENTAL TO, INJURY TO PERSONS AND/OR DAMAGE TO PROPERTY IN
CONNECTION WITH ITS FACILITIES OR THE PRODUCTION OF TRANSMISSION OF
ELECTRIC ENERGY BY OR THROUGH SUCH FACILITIES, OR RELATED TO
PERFORMANCE OR NON-PERFORMANCE OF THIS AGREEMENT, INCLUDING ANY
NEGLIGENCE ARISING HEREUNDER. IN NO EVENT SHALL ANY PARTY BE LIABLE
TO ANOTHER PARTY FOR ANY INDIRECT, SPECIAL, INCIDENTAL, OR
CONSEQUENTIAL DAMAGES WITH RESPECT TO ANY CLAIM ARISING OUT OF THIS
AGREEMENT.

12.6 Headings

The descriptive headings of the Articles, Sections and Service Schedules of this
Agreement are used for convenience only, and shall not modify or restrict any of the terms and
provisions thereof.

12.7 Notice
Any notice or demand for performance required or permitted under any of the

provisions of this Agreement shall be deemed to have been given on the date such notice, in
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writing, is deposited in the U.S. mail, postage prepaid, certified or registered mail, addressed to
the Parties at the addresses specified below:
Appalachian Power Company
1 Riverside Plaza
Columbus, Ohio 43215
Indiana Michigan Power Company

1 Riverside Plaza
Columbus, Ohio 43215

Kentucky Power Company
1 Riverside Plaza
Columbus, Ohio 43215
AEP Service Corporation

1 Riverside Plaza
Columbus, Ohio 43215

or in such other form or to such other address as the Parties may stipulate.

ARTICLE XIII
REGULATORY APPROVAL

13.1 Regulatory Authorization

This Agreement is subject to and conditioned upon its approval or acceptance for
filing without material condition or modification by the FERC. In the event that this Agreement
is not so approved or accepted for filing in its entirety or without conditions or modifications
unacceptable to any Party, or the FERC subsequently modifies this Agreement upon complaint
or upon its own initiative (as provided for in Section 13.2), any Party may, irrespective of the
notice provisions in Section 2.1, withdraw from this Agreement by giving thirty (30) days’

advance written notice to the other Parties.
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13.2 Changes

It is contemplated by the Parties that it may be appropriate from time to time to
change, amend, modify, or supplement this Agreement, including the Service Schedules and any
other attachments that may be made a part of this Agreement, to reflect changes in operating
practices or costs of operations or for other reasons. Any such changes to this Agreement shall
be in writing executed by the Parties and subject to approval or acceptance for filing by the
FERC.

It is the intent of the Parties that, to the maximum extent permitted by law, the
provisions of this Agreement shall not be subject to change under Sections 205 and 206 absent
the written agreement of the Parties, and that the standard of review for changes unilaterally
proposed by a Party, a Third Party, or the Comimission, acting sua sponte or at the request of a
Third Party, shall be the public interest standard of review set forth in United Gas Pipe Line Co.
v. Mobile Gas Service Corp., 350 U.S. 332 (1956), Federal Power Commission v. Sierra Pacific
Power Co., 350 U.S. 348 (1956), Morgan Stanley Capital Group, Inc. v. Public Utility District
No. 1 of Snohomish County, 128 S.Ct. 2733 (2008), and NRG Power Marketing, LLC v. Maine

Public Utilities Commission, 130 S.Ct. 693 (2010).
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IN WITNESS WHEREQF, the Parties have caused this Agreement to be executed and

attested by their duly authorized officers on the day and year first above written.

APPALACHIAN POWER COMPANY

By:

Title:

INDIANA MICHIGAN POWER COMPANY

By:

Title:

KENTUCKY POWER COMPANY

By:

Title:

AMERICAN ELECTRIC POWER SERVICE CORPORATION

By:

Title:
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SERVICE SCHEDULE A

COLLECTIVE PARTICIPATION IN THE APPLICABLE REGIONAL
TRANSMISSION ORGANIZATION CAPACITY MARKET
Al-— Duration

This Service Schedule A shall become effective and binding when the Agreement of
which it is a part becomes effective, and shall continue in full force and effect throughout the
duration of the Agreement unless terminated or suspended.

A2 — Availability of Service

This Service Schedule A governs the administration and settlement of capacity during
such times that multiple Operating Companies are participating, on a collective basis, in the
capacity market of the applicable regional transmission organization as specified under Section
7.4.

A3 — Capacity Sales between Operating Companies

When an Operating Company is expected to have surplus capacity and another Operating
Company has capacity that is expected to be insufficient or marginal in terms of meeting its
capacity obligations during one or more future regional transmission organization planning
years, the Agent shall evaluate the feasibility of a capacity transaction between the Operating
Companies. Such evaluations shall take into account the rules, requirements and financial
implications of the applicable regional transmission organization.

If such a transaction is recommended by the Agent and approved by the affected
Operating Companies, the transaction will be for one or more specific future regional
transmission organization planning years.

The Capacity Transfer Price for any such transaction shall be the prevailing market price,

defined as the applicable regional transmission organization’s most recent capacity auction
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clearing price for the delivery year or delivery years for which such an auction has already
occurred.

If, for a given delivery year, such an auction has not yet occurred, the Capacity Transfer
Price shall be the clearing price that results from the first such auction for the applicable delivery
year(s). Such transactions do not provide the purchaser with any entitlements to energy
associated with this capacity.

All other capacity transactions between the Operating Companies will be made under
such terms and at a Capacity Transfer Price that is mutually agreeable to the Operating
Companies and subject to any necessary regulatory approvals.

Ad — Auction Sales Reventues

Any revenues resulting from capacity sold into the applicable regional transmission
organization’s planning year(s) capacity auction will be allocated among the Operating
Companies based upon the Megawatts (MWs) of capacity resources each Operating Company
has in excess of its capacity obligations and commitments over such planning year(s) at the time
the auction occurs. Such allocation will occur regardless of which actual units of the Operating
Companies are cleared and/or designated to fulfill the auction commitment.

AS — Delivery Year and Post-Delivery Year Settlement

During a given regional transmission organization planning year, i.e., the delivery year,
the Agent will manage the capacity resources needed to meet the combined Operating
Companies’ capacity obligations and commitments to the regional transmission organization.

If capacity resource performance charges are assessed by the regional transmission
organization fora given delivery year, the total net charge will be allocated among the

Operating Companies based upon each Operating Company’s contribution to the total charge.
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Each Operating Company’s contribution to the total charge will be determined by computing a
total MW position for each Operating Company by subtracting its total capacity obligation in
MWs from its total capacity resources in MWs. This result will be further adjusted by adding or
subtracting as applicable the net total MWs of actual under-performance or over-performance of
each Operating Company’s capacity resources during the delivery year as computed by the
regional transmission organization.

Any Operating Company with a resulting net short MW position, meaning that their
capacity obligation MWs are greater than their capacity resource MWs including any MWs of
over-performance or under-performance, will be allocated a share of the total net performance
charge from the regional transmission organization based on the Operating Company’s net short
MW position.

If the total net charge assessed by the regional transmission organization is greater than
zero, such calculations and the corresponding allocation will be made following the end of the
applicable delivery year.

If a total net charge is assessed by the regional transmission organization is greater than
zero, even though each Operating Company has a computed contribution of zero (0) as described
above, the total net charge will be allocated utilizing each Operating Company’s delivery year

capacity obligation MWs.
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SERVICE SCHEDULE B
SURPLUS ENERGY SALES
Bl — Duration
This Service Schedule B shall become effective and binding when the Agreement of
which it is a part becomes effective, and shall continue in full force and effect throughout the
duration of the Agreement unless terminated or suspended.

B2 — Availability of Service

This Service Schedule B governs sales of energy made pursuant to Section 7.7 of the
Agreement, which are sales of energy not associated with sales of capacity. Surplus Energy
sales shall be as defined in Section 1.21. Such sales will be made only in hours in which the
Internal Load of an Operating Company (“Purchaser”) exceeds the actual output of its generation
resources, including any assigned purchases and the Purchaser’s allocation of system purchases,
as described in Section 7.6, but excluding Spot Market purchases.

If such a condition exists, the available Surplus Energy is the hourly amount in
MegaWatt-hours (“MWhs”) that an Operating Company’s (“Seller’s”) generation resources,
including any assigned purchases and Seller’s allocation of off system purchases, excluding any
Spot Market purchases, exceeds the sum of the Seller’s Internal Load requirements and assigned
Off System Sales.

To the extent that such Surplus Energy is available, the Surplus Energy Transfer Price
will be computed, and the Surplus Energy Sale will then occur if the Surplus Energy Transfer

Price as described in Section B3 is less than the Avoided Cost of the Purchaser. The hourly sales

of Surplus Energy MWhs will be limited to the lesser of (a) the amount of Surplus Energy
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available from the Seller(s) or (b) the amount required to fulfill the Internal Load deficit of the
Purchaser(s).

B3 — Surplus Energy Price

For any sale that occurs in accordance with Section B2, the Purchaser shall pay the Seller
the Surplus Energy Price (“SEP”), defined as the following:
SEP = One-half the sum of (a) the Seller’s Surplus Energy Incremental Cost Rate and
(b) the Purchaser’s Avoided Cost Rate
Where:
() the Seller’s Surplus Energy Incremental Cost Rate is the Seller’s Surplus
Energy Incremental Costs associated with all of the Seller’s hourly available
Surplus Energy, expressed in total dollars divided by the MWhs of all such
available Surplus Energy; and
(b) the Purchaser’s Avoided Cost Rate is the hourly Avoided Cost expressed in
dollars per MWh.
The resulting SEP, expressed in dollars per MWh, is multiplied by the total Surplus
Energy MWhs sold to determine the amount of Surplus Energy purchased.
B4 — General
No Surplus Energy transaction will occur in an hour if the SEP equals or exceeds the
Purchaser’s Avoided Cost Rate. Surplus Energy sales that occur in hours between multiple
Purchasers and/or multiple Sellers shall be allocated based on the respective available Surplus

Energy MWhs of the Sellers and the respective Internal Load deficit MWhs of the Purchasers.
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KENTUCKY POWER COMPANY

RATE SCHEDULE NO. 200

Joint Tariff Common Name: “Power Cost Sharing Agreement among Appalachian
Power Company, Indiana Michigan Power Company, Kentucky Power Company and
American Electric Power Service Corporation”

Designated Filing Company: Appalachian Power Company (APCo)

Designated Filing Company Tariff Title: APCo Rate Schedules and Service
Agreements Tariffs

Designated Filing Company Tariff Program: FPA (Cost Based)

Desﬁgﬁaied Filing Company Tariff Record Adopted by Reference (Record Content
Description/Tariff Record Title): Rate Schedule No. 200, Power Cost Sharing
Agreement.

Description of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, Kentucky Power Company, and American Electric Power Service Corporation
(in an agency role) arrange internal energy and capacity transactions.
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INDIANA MICHIGAN POWER COMPANY

RATE SCHEDULE NO. 200

Joint Tariff Common Name: “Power Cost Sharing Agreement among Appalachian
Power Company, Indiana Michigan Power Company, Kentucky Power Company and
American Electric Power Service Corporation”

Designated Filing Company: Appalachian Power Company (APCo)

Designated Filing Company Tariff Title: APCo Rate Schedules and Service
Agreements Tariffs

Designated Filing Company Tariff Program: FPA (Cost Based)

Designated Filing Company Tariff Record Adopted by Reference (Record Content
Description/Tariff Record Title): Rate Schedule No. 200, Power Cost Sharing
Agreement.

Description of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, Kentucky Power Company, and American Electric Power Service Corporation
(in an agency role) arrange internal energy and capacity transactions.
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Company, Kentucky Power Company, Ohio Power Company, AEP Generation
Resources Inc. and American Electric Power Service Corporation as Agent

1.

[\

oW

Tariff Record, APCo — FERC Rate Schedule No. 201

Tariff Record, KPCo — FERC Rate Schedule No. 201

Tariff Record, I&M — FERC Rate Schedule No. 201

Tariff Record, AEP Generation Resources Inc. — FERC Rate Schedule No. 2
Tariff Record, OPCo — FERC Rate Schedule No. 200
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RATE SCHEDULE No. 201

BRIDGE AGREEMENT
among
APPALACHIAN POWER COMPANY,
INDIANA MICHIGAN POWER COMPANY,
KENTUCKY POWER COMPANY,
OHIO POWER COMPANY,
AFP GENERATION RESOURCES INC.
and

AMERCIAN ELECTRIC POWER SERVICE CORPORATION

as Agent
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BRIDGE AGREEMENT

THIS AGREEMENT is made and entered into as of this __ day of , 2013,
by and among Appalachian Power Company (“APCo”), Indiana Michigan Power Company
(“I&M”), Kentucky Power Company (“KPCo”), Ohio Power Company (“OPCo” and,
collectively with APCo, I&M and KPCo, the “Operating Companies”), AEP Generation
Resources Inc. (“AEP Generation Resources™) and American Electric Power Service
Corporation ("Agent" and, collectively with APCo, I&M, KPCo, OPCo and AEP Generation
Resources, the “Parties™).

RECITALS:

WHEREAS, the Operating Companies are each wholly-owned subsidiaries of American
Electric Power Company, Inc. (“AEP”) and members of the Interconnection Agreement (“Pool
Agreement”), which has been in effect since 1951;

WHEREAS, each member of the Pool Agreement has provided notice to the other
members (and to the Agent) that it will terminate its participation in the Pool Agreement in
accordance with the termination provisions thereof;

WHEREAS, pursuant to the Pool Agreement, the Operating Companies have made joint
wholesale purchases and sales of physical power (at market based rates), and of financial power,
for the purpose of hedging the output of the Operating Companies’ generation assets, some of
which will not expire until after the Pool Agreement terminates (“Legacy Hedge Contracts™);

WHEREAS, in addition to the Legacy Hedge Contracts, the Operating Companies have
made other joint wholesale purchases and sales of physical power (at market based rates), and of
financial power and related commodities, pursuant to the Pool Agreement under joint purchase
and sale contracts, some of which will also not expire until after the Pool Agreement terminates
(collectively the “Legacy Trading Contracts™);

WHERIEAS, the Operating Companies desire to jointly share in the gains and losses
resulting from the settlement and liquidation in the market of the Legacy Hedge Contracts and
Legacy Trading Contracts (collectively, the “Legacy Off-System Sales Portfolio™);

WHERIEAS, the Operating Companies have previously elected to fulfill their capacity

obligations to PJM pursuant to the Fixed Resource Requirement (“FRR”) alternative under the
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PJM Reliability Assurance Agreement through and including Planning Year 2014/2015 (the
“Operating Companies’ FRR Obligation™) and desire to continue to fulfill those obligations;

WHEREAS, the Public Utilities Commission of Ohio has authorized OPCo to conduct
an internal corporate reorganization under which its generation and power marketing businesses
will be separated from its transmission and distribution businesses consistent with Ohio
restructuring law and OPCo’s structural corporate separation plan;

WHEREAS, for the benefit of the Operating Companies, this Agreement commits the
capacity resources of AEP Generation Resources, which it acquired from OPCo as a result of
corporate separation and pursuant to the Asset Contribution Agreement, to fulfilling the
Operating Companies’ FRR Obligation through and including Planning Year 2014/2015; and

WHEREAS, pursuant OPCo’s corporate separation plan and the terms of the Asset
Contribution Agreement between OPCo and AEP Generation Resources, AEP Generation
Resources will succeed to all of OPCo’s right, title and interest in and to its generation and
power marketing business (excepting the limited generation assets specifically retained by
OPCo) and to all associated liabilities, including all of OPCo’s allocations of (1) gains and losses
from the Legacy Off-System Sales Portfolio (2) the Operating Companies’ FRR Obligations and
(3) FRR Charges and Credits and (4) all costs and liabilities associated with the foregoing, from
which it will indemnify, defend and hold harmless OPCo pursuant to the terms of the Asset
Contribution Agreement.

NOW, THEREFORE, in consideration of the premises and the mutual covenants and
agreements herein set forth, the Parties mutually agree as follows:

ARTICLEI
DEFINITIONS

1.1 Capacity Resources means, in respect of any Planning Year, the megawatts of
net capacity from the Operating Companies and AEP Generation Resources eligible to satisfy the
Operating Companies’ FRR Obligation.

1.2 Capacity Requirement means, in respect of any Planning Year, the megawatts of
net capacity from the Operating Companies and AEP Generation Resources required to satisty
the Operating Companies’ FRR Obligation.

1.3  Commissiom means the Federal Energy Regulatory Commission.
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1.4 Final MLR means, for each member of the Pool Agreement, the arithmetic
average of the member’s MLR for each of the twelve full calendar months preceding the
termination of the Pool Agreement.

1.5  Member Demand means Member Load Obligation determined on a clock-hour
integrated kilowatt basis, as set forth in Section 5.4 of the Pool Agreement.

1.6  Member Load Obligation means an Operating Company’s internal load plus any
firm power sales to un-affiliated and affiliated companies other than the Operating Companies,
principally characterized by the Operating Company assuming the load obligation as its own
firm power commitment and by the Operating Company retaining advantages accruing from
meeting the load, as set forth in Section 5.2 of the Pool Agreement.

1.7  Member Load Ratio or MLR means the ratio of a particular Operating
Company’s Member Maximum Demand in effect for a calendar month to the sum of all of the
Operating Companies” Member Maximum Demands in effect for such month, as set forth in
Section 5.6 of the Pool Agreement.

1.8  Member Maximum Demand means the Member Maximum Demand in effect
for a calendar month for a particular Operating Company, which shall be equal to the maximum
Member Demand experienced by said Operating Company during the twelve consecutive
calendar months next preceding such calendar month, as set forth in Section 5.5 of the Pool
Agreement.

1.9  Operating Committee means the administrative body established pursuant to
Article IV for the purposes therein specified.

1.10  PJM means PJM Interconnection, LLC, a regional transmission organization
approved by the Commission.

1.11  Planning Year means each period of June 1 through May 31 of the following
year during the term of this Agreement, in whole or in part, which period constitutes a planning
year as defined by PJM.

1.12 FRR Charges and Credits means all PJM charges and credits arising from or
relating to the Operating Companies’ FRR Obligation, including but not limited to RPM auction
revenues and cost of compliance with the Operating Companies’ FRR Obligations under the

PJM Reliability Assurance Agreement.
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ARTICLE II
TERM OF AGREEMENT

2.1 Term. Subjectto Commission approval or acceptance for filing, this Agreement

shall take effect upon the effective date of the corporate separation of OPCo’s generation and

power marketing businesses from its transmission and distribution businesses and shall continue in

full force and effect until the later of the settlement of the Legacy Off-System Sales Portfolio or
the end of the Operating Companies’ FRR Obligation under this Agreement, provided, however,

that the Parties’ obligations under Article V will only apply to the period starting on the effective

date of this Agreement and ending May 31, 2015. The Agent will provide notice to the Operating

Companies and AEP Generation Resources of the end of the term of this Agreement.

ARTICLE 11T
AGENT
3.1  Delegation and Acceptance of Authority. The Operating Companies and AEP

Generation Resources hereby delegate to the Agent and the Agent hereby accepts responsibility
and authority for the duties specified in this Agreement. Except as herein expressly established
otherwise, the Agent shall perform each of those duties in consultation with the Operating
Committee.

3.2  Reporting. The Agent shall provide periodic summary reports of its activities
under this Agreement to the Parties and shall keep the Parties and the Operating Committee
informed of situations or problems that may materially affect the outcome of these activities.
Furthernore, the Agent agrees to report to the Parties and to the Operating Committee in such
additional detail as is requested regarding specific issues or projects under its supervision as
Agent. The Agent will carry out its responsibilities under this paragraph in accordance with the
regulations of the Commission.

ARTICLE IV
OPERATING COMMITTEE

4.1 Operating Committee. By written notice to the other Parties, each Party shall

name one representative (“Representative”) and one alternate to act for it in matters pertaining to
this Agreement and its implementation. A Party may change its Operating Representative or
alternate at any time by written notice to the other Parties. The Operating Representatives of the

respective Parties, or their alternates, shall comprise the Operating Committee. The Agent’s
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representative shall act as the chairman of the Operating Committee (“Chairman”). All decisions
of the Operating Committee shall be by a simple majority vote of the Operating Representatives
or their alternates, except that the Chairman shall vote only if the votes of the other Operating
Representatives are equally divided.

4.2  Subeommittees. The Chairman, or any other Operating Representative, subject

to a majority of the Operating Committee concurring, may create a subcommittee or working
group of the Operating Committee (“Subcommittee”). Membership in a Subcommittee will be
determined by the Operating Committee. Subcommittees shall perform the duties assigned to
them and shall report to the Operating Committee on all matters referred to them. Actions of a
Subcommittee shall be reported in the form of proposals or recommendations to the Operating
Committee and shall have no force or binding effect except by action of the Operating
Committee.

4.3  Meeting Dates. The Operating Committee and each Subcommittee thereof shall
hold meetings at such times, means, and places as the members shall determine from time to
time. Minutes of each Operating Committee and Subcommittee meeting shall be prepared and
maintained.

4.4  Information for Use of the Agent. The Parties shall cooperate in providing to

the Agent the information it reasonably requests and shall supplement or correct any such
information on a timely basis.
ARTICLE V
FRR OBLIGATION

51 Annual Capacity Resource Planning. Prior to each Planning Year, the Agent

will analyze the impacts on the Operating Companies’ FRR Obligation of projected and realized
changes to Capacity Resources and Capacity Requirements and prepare a recommended
Capacity Resource plan for the Operating Companies’ FRR Obligation. The plan will describe
whether additional Capacity Resources should be made available to the market and whether
additional Capacity Resources should be procured for the applicable Planning Year. The portion
of the Capacity Resource plan that applies to the Capacity Resources of the Operating
Companies is subject to their unanimous written approval in consultation with the Agent. The
portion of the Capacity Resource plan that applies to the Capacity Resources of AEP Generation

Resources is subject to its written approval in consultation with the Agent The Agent will have
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no duty to provide to AEP Generation Resources any portion of the Capacity Resource plan that
applies to the Capacity Resources of the Operating Companies. If a Capacity Resource plan
submitted by the Agent is rejected by the Operating Companies or by AEP Generation
Resources, then the Agent will revise and resubmit the plan in accordance with the foregoing
procedures until the plan is accepted by both the Operating Companies and AEP Generation
Resources.

5.2  Capacity Resource Plan Implementation. During each Planning Year, the

Agent will collect Capacity Resource information from the Operating Companies and AEP
Generation Resources and may alter the combination of Capacity Resources in the plan based on
that information to maintain the Operating Companies’ compliance with the PIM Reliability
Assurance Agreement and to minimize compliance charges to the extent reasonably practicable.
The Agent will implement the Capacity Resource plan for the Operating Companies’ FRR
Obligation, and any plan adjustments, with PJM. During each Planning Year, the Operating
Companies and AEP Generation Resources will each perform testing of their Capacity Resources
in accordance with the PJM Reliability Assurance Agreement and in consultation with the Agent.

53  Allocation of Capacity-Related Charges and Credits. The Agent will allocate

PJM charges and credits associated with (1) Capacity Resource purchases and sales (excepting
only those purchases and sales related to the generation assets specifically retained by OPCo)
and (2) FRR Charges and Credits, among APCo, KPCo, I&M and AEP Generation Resources, as
successor to the FRR obligations of OPCo, based on the Final MLR.

54  Other Agreements. The fulfillment of the Operating Companies” FRR

Obligation, including the allocation of any associated charges and credits, for the Planning Years
covered by this Article V, shall be governed by this Agreement and not by the Power Cost
Sharing Agreement among APCo, KPCo, I&M and the Agent.
ARTICLE VI
LEGACY CONTRACTS
6.1 Legacy Trading Portfolio. The Agent will settle and liquidate the Legacy

Trading Portfolio in the market in accordance with the terms of the Legacy Trading Contracts
and Legacy Hedge Contracts.

6.1.1 Legacy Trading Contracts. The Agent shall allocate gains and losses

arising from the settlement and liquidation of the Legacy Trading Contracts in the market
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among APCo, KPCo, I&M and AEP Generation Resources, as successor to the
generation-related obligations of OPCo, based on the Final MLR. The Agent may, from
time to time, enter into new transactions on behalf of the Operating Companies that are
dedicated to the portfolio of Legacy Trading Contracts with the intent of reducing the
tenor and risk of that portfolio, and those additional transactions will also be deemed
Legacy Trading Contracts, provided that the Agent will not enter into any such
transaction whose term extends beyond the final delivery month of the portfolio of
Legacy Trading Contracts on the effective date of this Agreement.

6.1.2 Legacy Hedge Contracts. The Agent shall allocate gains and losses

arising from the settlement and liquidation of the Legacy Hedge Contracts in the market
to (1) APCo, KPCo and I&M collectively (the “Integrated AEP-East Utilities”) and (2)
AEP Generation Resources, as successor to the generation-related obligations of OPCo,
in a ratable manner based on the respective forecasted spot market energy sales of the
Integrated AEP-East Utilities, collectively, and AEP Generation Resources, determined
as of the effective date of this Agreement. The forecasted spot market energy sales for
the Integrated AEP-East Utilities, collectively, and AEP Generation Resources will be
calculated in monthly increments based on the forecasted output of their owned or
contracted generation minus forecasted internal load. The forecasted internal load for the
Integrated AEP-East Utilities is defined as the forecasted amount of megawatt-hours
associated with their retail and firm wholesale loads in the aggregate, using the most
recent forecast available as of the effective date of this Agreement. The forecasted
internal load for AEP Generation Resources is defined as the forecasted amount of
megawatt-hours to be provided by AEP Generation Resources to OPCo, under the
Standard Service Offer Supply Agreement between those Parties, and to any non-Parties,
under other firm wholesale contracts, if any, determined as of the effective date of this
Agreement. The monthly forecasts will be calculated through and including the final
delivery month of the portfolio of Legacy Hedge Contracts. Any allocation of gains and
losses to the Integrated AEP-East Utilities will be shared among APCo, KPCo and [&M
in a ratable manner based on their forecasted spot market energy sales. If the forecasted
internal load of either the Integrated AEP-East Utilities or AEP Generation Resources

exceeds the forecasted output of their respective owned or controlled generation for a
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given month, then the Integrated AEP-East Utilities or AEP Generation Resources, as
applicable, will not receive any allocation of gains or losses for that month, unless both
are in this position in which case gains or losses will be allocated ratably among APCo,
KPCo, I&M and AEP Generation Resources in proportion to the forecasted output of
their owned or contracted generation.

6.2  Legacy Trading Contracts Administration. The Agent will administer the

scheduling, billing, settlement and liquidation in the market of the Legacy Off-System Sales
Portfolio, and will provide such information, reports and position data to each Party as is
requested regarding the Party’s allocation of the Legacy Off-System Sales Portfolio. Any gains
and losses arising from the liquidation of the Legacy Off-System Sales Portfolio shall be
governed and allocated by this Agreement and not by the Power Cost Sharing Agreement among
APCo, KPCo, [&M and the Agent.
ARTICLE VII
BILLING PROCEDURES

7.1  Records. The Agent will maintain the records necessary to determine the
allocation of all gains, losses, charges and credits under this Agreement. Such records shall be
made available to the Operating Companies and to AEP Generation Resources upon request for a
period not to exceed three (3) years.

7.2  Monthly Statements. As promptly as practicable after the end of each calendar

month, the Agent shall prepare a statement setting forth the monthly summary of all gains,
losses, charges and credits allocated or assigned to the Parties in sufficient detail as may be
needed for settlements under the provisions of this Agreement. As required, the Agent may
provide such statements on an estimated basis and then adjust those statements for actual results.

7.3  Billings and Payments. The Agent shall handle all billing between the Parties

and non-Parties regarding the Legacy Contract Portfolio and the Operating Companies’ FRR
Obligation. Payments by the Operating Companies and AEP Generation Resources shall be
made by remittance of the net amount billed to the applicable Party or by making appropriate
accounting entries on the books of the Parties. The entire amount shall be paid when due.

7.4 Taxes. Should any federal, state, or local tax, surcharge or similar assessment, in

addition to those that may now exist, be levied upon the services to be provided in connection
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with this Agreement, or upon the provider of service as measured by the services or the revenue
therefrom, such additional amount shall be included in the billing described in this Article VIL.

7.5 Billing Errors. Ifthe Agent or any other Party discovers a billing error
pertaining to a prior billing for reasons including, but not limited to, billing omissions or missing
or erroneous data or calculations (including those caused by meter, computer or human error), a
corrective adjustment will be calculated by the Agent. Except as the Operating Committee may
authorize in the exercise of reasonable discretion, the correction adjustment shall not be applied
to any period earlier than the beginning of the first full billing month preceding the discovery of
the error, nor will interest accrue on such adjustment. The corrective adjustment will be applied
as soon as practicable to the next subsequent regular monthly bill. Any overpaid amount
attributed to such billing errors shall be returned by the owing Party upon determination of the
correct amount with no interest.

7.6  Billing Disputes. The Parties shall have the right to dispute the accuracy of any

bill or payment for a period not to exceed one month from the date on which the bill was initially
delivered. Following this one month period, the right to dispute a bill is permanently waived for
any and all reasons including but not limited to, (a) errors, (b) omissions, (¢) Agent’s actions, and
(d) the Operating Committee’s decisions, Agreement interpretations and direction in the
administration of the Agreement. Any amounts collected or reimbursed due to such disputes
shall exclude interest.
ARTICLE VIII
FORCE MAJEURE

8.1  Events Excusing Performance. No Party shall be liable to another Party for or

on account of any loss, damage, injury, or expense resulting from or arising out of a delay or
failure to perform, either in whole or in part, any of the agreements, covenants, or obligations
made by or imposed upon the Parties by this Agreement, by reason of or through strike, work
stoppage of labor, failure of contractors or suppliers of materials (including fuel, consumables or
other goods and services), failure of equipment, environmental restrictions, riot, fire, flood, ice,
invasion, civil war, commotion, insurrection, military or usurped power, order of any court or
regulatory agency granted in any bona fide legal proceedings or action, or of any civil or military
authority either de facto or de jure, explosion, Act of God or the public enemies, or any other

cause reasonably beyond its control and not attributable to its neglect. A Party experiencing such
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a delay or failure to perform shall use due diligence to remove the cause or causes thereof;
however, no Party shall be required to add to, modify or upgrade any facilities, or to settle a
strike or labor dispute except when, according to its own best judgment, such action is advisable.
ARTICLE IX
GENERAL

9.1 No Third Party Beneficiaries. This Agreement does not create rights of any

character whatsoever in favor of any person, corporation, association, entity or customer, other
than the Parties, and the obligations herein assumed by the Parties are solely for the use and
benefit of the Parties. Nothing in this Agreement shall be construed as permitting or vesting, or
attempting to permit or vest, in any person, corporation, association, entity or customer, other
than the Parties, any rights hereunder or in any of the resources or facilities owned or controlled
by the Parties or the use thereof.

9.2  Waivers. Any waiver at any time by a Party of its rights with respect to a default
under this Agreement, or with respect to any other matter arising in connection with this
Agreement, shall not be deemed a waiver with respect to any subsequent default or matter. Any
delay, short of the statutory period of limitation, in asserting or enforcing any right under this
Agreement, shall not be deemed a waiver of such right, except as otherwise set forth herein.

9.3 Successors and Assigns. This Agreement shall inure to the benefit of and be

binding upon the Parties only, and their respective successors and assigns, and shall not be
assignable by any Party without the written consent of the other Parties except to a successor in
the operation of its properties by reason of a reorganization, to comply with state or federal
restructuring requirements, or a merger, consolidation, sale or foreclosure whereby substantially
all such properties are acquired by or merged with those of such a successor.

9.4  Liability and Indemnification. SUBJECT TO ANY APPLICABLE STATE OR
FEDERAL LAW THAT MAY SPECIFICALLY RESTRICT LIMITATIONS ON LIABILITY,
EACH PARTY SHALL RELEASE, INDEMNIFY, AND HOLD HARMLESS THE OTHER
PARTIES, THEIR DIRECTORS, OFFICERS AND EMPLOYEES FROM AND AGAINST
ANY AND ALL LIABILITY FOR LOSS, DAMAGE OR EXPENSE ALLEGED TO ARISE
FROM, OR BE INCIDENTAL TO, INJURY TO PERSONS AND/OR DAMAGE TO
PROPERTY IN CONNECTION WITH ITS FACILITIES OR THE PRODUCTION OR
TRANSMISSION OF ELECTRIC ENERGY BY OR THROUGH SUCH FACILITIES, OR
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RELATED TO PERFORMANCE OR NON-PERFORMANCE OF THIS AGREEMENT,
INCLUDING ANY NEGLIGENCE ARISING HEREUNDER. INNO EVENT SHALL ANY
PARTY BE LIABLE TO ANOTHER PARTY FOR ANY INDIRECT, SPECIAL,
INCIDENTAL, OR CONSEQUENTIAL DAMAGES WITH RESPECT TO ANY CLAIM
ARISING OUT OF THIS AGREEMENT.

9.5  Notice. Any notice or demand for performance required or permitted under any
of the provisions of this Agreement shall be deemed to have been given on the date such notice,
in writing, is delivered by hand or deposited in the U.S. mail, postage prepaid, addressed to the
Parties at their principal place of business at 1 Riverside Plaza, Columbus, Ohio 43215, or in
such other form or to such other address as the Parties may stipulate.

9.6  Interpretation. Inthis Agreement: (a) unless otherwise specified, references to
any Article or Section are references to such Article or Section of this Agreement; (b) the
singular includes the plural and the plural includes the singular; (¢) unless otherwise specified,
each reference to requirement of any governmental entity or regional transmission organization
includes all provisions amending, modifying, supplementing or replacing such governmental
entity or regional transmission organization from time to time; (d) the words “including,”
“includes” and “include” shall be deemed to be followed by the words “without limitation”; (e)
unless otherwise specified, each reference to any agreement includes all amendments,
modifications, supplements, and restatements made to such agreement from time to time which
are not prohibited by this Agreement; (f) the descriptive headings of the various Articles and
Sections of this Agreement have been inserted for convenience of reference only and shall in no

b4 C{I

way modify or restrict the terms and provisions thereof; and (g) “herein,” “hereof,” “hereto” and
“hereunder” and similar terms refer to this Agreement as a whole.
ARTICLE X
REGULATORY APPROVAL

10.1 Regulatory Authorization. This Agreement is subject to and conditioned upon

its approval or acceptance for filing without material condition or modification by the
Commission. In the event that this Agreement is not so approved or accepted for filing in its
entirety without modification, or the Commission subsequently modifies this Agreement upon

complaint or upon its own initiative, any Party may, irrespective of the notice provisions in
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Section 2.1, withdraw from this Agreement by giving thirty (30) days’ advance written notice to
the other Parties.

10.2 Changes. It is contemplated by the Parties that it may be appropriate from time
to time to change, amend, modify, or supplement this Agreement to reflect changes in operating
practices, PJM procedures or for other reasons. Any such changes to this Agreement shall be in
writing executed by the Parties and subject to approval or acceptance for filing by the
Commission. It is the intent of the Parties that, to the maximum extent permitted by law, the
provisions of this Agreement shall not be subject to change under Sections 205 and 206 absent
the written agreement of the Parties, and that the standard of review for changes unilaterally
proposed by a Party, a non-Party or the Commission, acting sua sponte or at the request of a non-
Party, shall be the public interest standard of review set forth in United Gas Pipe Line Co. v.
Mobile Gas Service Corp., 350 U.S. 332 (1956), Federal Power Commission v. Sierra Pacific
Power Co., 350 U.S. 348 (1956), Morgan Stanley Capital Group, Inc. v. Public Utility District
No. 1 of Snohomish County, 128 S.Ct. 2733 (2008), and NRG Power Marketing, LLC v. Maine
Public Utilities Commission, 130 S.Ct. 693 (2010).
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IN WITNESS WHEREOPF, the Parties have caused this Agreement to be

executed and attested by their duly authorized officers on the day and year first above written.

APPALACHIAN POWER COMPANY
By:
Title:

INDIANA MICHIGAN POWER COMPANY
By:
Title:

KENTUCKY POWER COMPANY
By:
Title:

OHIO POWER COMPANY
By:
Title:

AEP GENERATION RESOURCES INC.
By:
Title:

AMERICAN ELECTRIC POWER SERVICE CORPORATION
By:
Title:
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KENTUCKY POWER COMPANY

RATE SCHEDULE NO. 201

Joint Tariff Common Name: “Bridge Agreement”
Designated Filing Company: Appalachian Power Company (APCo)

Designated Filing Company Tariff Title: APCo Rate Schedules and Service
Agreements Tariffs

Designated Filing Company Tariff Program: FPA (Cost Based)

Designated Filing Company Tariff Record Adopted by Reference (Record Content
Description/Tariff Record Title): Rate Schedule No. 201, Bridge Agreement

Description of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, Kentucky Power Company, Ohio Power Company and AEP Generation
Resources Inc. will for an interim time period manage the transactions of the parties
beyond termination of the Pool Agreement and manage obligations to fulfill their Fixed
Resource Requirement under PIM’s Reliability Assurance Agreement.
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INDIANA MICHIGAN POWER COMPANY

RATE SCHEDULE NO. 201

Joint Tariff Common Name: “Bridge Agreement”
Designated Filing Company: Appalachian Power Company (APCo)

Designated Filing Company Tariff Title: APCo Rate Schedules and Service
Agreements Tariffs

Designated Filing Company Tariff Program: FPA (Cost Based)

Designated Filing Company Tariff Record Adopted by Reference (Record Content
Description/Tariff Record Title): Rate Schedule No. 201, Bridge Agreement

Description of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, Kentucky Power Company, Ohio Power Company and AEP Generation
Resources Inc. will for an interim time period manage the transactions of the parties
beyond termination of the Pool Agreement and manage obligations to fulfill their Fixed
Resource Requirement under PJM’s Reliability Assurance Agreement.
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AEP GENERATION RESOURCES INC.

RATE SCHEDULE NO. 2

Joint Tariff Common Name: “Bridge Agreement”
Designated Filing Company: Appalachian Power Company (APCo)

Designated Filing Company Tariff Title: APCo Rate Schedules and Service
Agreements Tariffs

Designated Filing Company Tariff Program: FPA (Cost Based)

Designated Filing Company Tariff Record Adopted by Reference (Record Content
Deseription/Tariff Record Title): Rate Schedule No. 201, Bridge Agreement

Description of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, Kentucky Power Company, Ohio Power Company and AEP Generation
Resources Inc. will for an interim time period manage the transactions of the parties
beyond termination of the Pool Agreement and manage obligations to fulfill their Fixed
Resource Requirement under PJM’s Reliability Assurance Agreement.
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OHIO POWER COMPANY

RATE SCHEDULE NO. 200

Joint Tariff Commeon Name: “Bridge Agreement”
Designated Filing Company: Appalachian Power Company (APCo)

Designated Filing Company Tariff Title: APCo Rate Schedules and Service
Agreements Tariffs

Designated Filing Company Tariff Program: FPA (Cost Based)

Designated Filing Company Tariff Record Adopted by Reference (Record Content
Description/Tariff Record Title): Rate Schedule No. 201, Bridge Agreement

Description of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, Kentucky Power Company, Ohio Power Company and AEP Generation
Resources Inc. will for an interim time period manage the transactions of the parties
beyond termination of the Pool Agreement and manage obligations to fulfill their Fixed
Resource Requirement under PIM’s Reliability Assurance Agreement.
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Attachment C

Certificate of Concurrence — Indiana Michigan Power Company regarding the Power
Cost Sharing Agreement and Bridge Agreement

Certificate of Concurrence — Kentucky Power Company regarding the Power Cost
Sharing Agreement and Bridge Agreement

Certificate of Concurrence — Ohio Power Company regarding the Bridge Agreement

Certificate of Concurrence — AEP Generation Resources Inc. regarding the Bridge
Agreement
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CERTIFICATE OF CONCURRENCE

This is to certify that Indiana Michigan Power Company (I&M), a Indiana
corporation, assents to and concurs in the FERC FPA Electric Tariff described below,
which Appalachian Power Company (APCo), the designated filing company, has filed in
its “APCo Rate Schedules and Service Agreements Tariffs” database.

1. Name of Tariff Adopted by Reference: “Power Cost Sharing Agreement among
Appalachian Power Company, Indiana Michigan Power Company, Kentucky Power
Company and American Electric Power Service Corporation”

APCO Tariff Record Adopted by Reference: Rate Schedule No. 200, Power Cost
Sharing Agreement

Description of Tariff: Rate Schedule under which APCo, I&M, Kentucky Power
Company and American Electric Power Service Corporation (in an agency role) arrange
internal energy and capacity transactions with each other.

2. Name of Tariff Adopted by Reference: “Bridge Agreement”

APCO Tariff Record Adopted by Reference: Rate Schedule No. 201, Bridge
Agreement

Description of Tariff: Rate Schedule under which APCo, I&M, Kentucky Power
Company, Ohio Power Company and AEP Generation Resources Inc. will for an interim
time period manage the transactions of the parties beyond termination of the Pool
Agreement and manage obligations to fulfill their Fixed Resource Requirement under
PJM’s Reliability Assurance Agreement.

By: /John C. Crespo/

John C. Crespo,

Deputy General Counsel — Regulatory Services
Dated: February 8§, 2012.
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CERTIFICATE OF CONCURRENCE

This is to certify that Kentucky Power Company (KPCo), a Kentucky
corporation, assents to and concurs in the FERC FPA Electric Tariffs described below,
which Appalachian Power Company (APCo), the designated filing company, has filed in
its “APCo Rate Schedules and Service Agreements Tariffs” database.

I. Name of Tariff Adopted by Reference: “Power Cost Sharing Agreement among
Appalachian Power Company, Indiana Michigan Power Company, Kentucky Power
Company and American Electric Power Service Corporation”

APCO Tariff Record Adopted by Reference: Rate Schedule No. 200, Power Cost
Sharing Agreement

Description of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, KPCo and American Electric Power Service Corporation (in an agency role)
arrange internal energy and capacity transactions with each other.

2. Name of Tariff Adopted by Reference: “Bridge Agreement”

APCO Tariff Record Adopted by Reference: Rate Schedule No. 201, Bridge
Agreement

Deseription of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, KPCo, Ohio Power Company and AEP Generation Resources Inc. will for an
interim time period manage the transactions of the parties beyond termination of the Pool
Agreement and manage obligations to fulfill their Fixed Resource Requirement under
PIM’s Reliability Assurance Agreement.

By: /John C. Crespo/

John C. Crespo,

Deputy General Counsel — Regulatory Services
Dated: February 8,2012.
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CERTIFICATE OF CONCURRENCE

This is to certify that Ohio Power Company (OPCo), a Ohio corporation,
assents to and concurs in the FERC FPA Electric Tariff described below, which
Appalachian Power Company (APCo), the designated filing company, has filed in its
“APCo Rate Schedules and Service Agreements Tariffs” database.

Name of Tariff Adopted by Reference: “Bridge Agreement”

APCO Tariff Record Adopted by Reference: Rate Schedule No. 201, Bridge
Agreement

Description of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, Kentucky Power Company, Ohio Power Company and AEP Generation
Resources Inc. will for an interim time period manage the transactions of the parties
beyond termination of the Pool Agreement and manage obligations to fulfill their Fixed
Resource Requirement under PJM’s Reliability Assurance Agreement.

By: /John C. Crespo/

John C. Crespo,

Deputy General Counsel — Regulatory Services
Dated: February 8, 2012.
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CERTIFICATE OF CONCURRENCE

This is to certify that AEP Generation Resources Inc. (AEP Gen), a
Delaware corporation, assents to and concurs in the FERC FPA Electric Tariff described
below, which Appalachian Power Company (APCo), the designated filing company, has
filed in its “APCo Rate Schedules and Service Agreements Tariffs” database.

Name of Tariff Adopted by Reference: “Bridge Agreement”

APCo Tariff Record Adopted by Reference: Rate Schedule No. 201, Bridge
Agreement

Description of Tariff: Rate Schedule under which APCo, Indiana Michigan Power
Company, Kentucky Power Company, Ohio Power Company and AEP Generation
Resources Inc. will for an interim time period manage the transactions of the parties
beyond termination of the Pool Agreement and manage obligations to fulfill their Fixed
Resource Requirement under PJM’s Reliability Assurance Agreement.

By: /John C. Crespo/
John C. Crespo,

Deputy General Counsel — Regulatory Services
Dated: February 8, 2012.
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STATE OF INDIANA
BEFORE THE INDIANA UTILITY REGULATORY COMMISSION

PETITION OF INDIANA MICHIGAN

POWER COMPANY, AN INDIANA
CORPORATION, FOR AUTHORITY TO
INCREASE ITS RATES AND CHARGES

FOR ELECTRIC UTILITY SERVICE; FOR
APPROVAL OF NEW SCHEDULES OF

RATES, RULES AND REGULATIONS; AND

FOR AUTHORITY TO ESTABLISH AND
IMPLEMENT RATE ADJUSTMENT MECHANISMS
TO TRACK CERTAIN MATTERS RELATING TO
RELIABILITY ENHANCEMENT, DEMAND-SIDE
MANAGEMENT! ENERGY EFFICIENCY
PROGRAMS, OFF-SYSTEM SALES MARGINS,
PIJM, ENVIRONMENTAL COMPLIANCE, AND
CAPACITY EQUALIZATION SETTLEMENT.

CAUSE NO: 43306

N N e S N S o N e’ S N S S N N

Study Report of
American Electric Power
Interconnection Agreement
Submiited by Indiana Michigan Power Company

December 11, 2009
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1. INTRODUCTION

The Commission in its order dated March 4, 2009 in Cause No. 43306 directed Indiana
Michigan Power Company (“Company” or “I&M”) to file a report regarding the American
Electric Power (“AEP”) Interconnection Agreement (“IA” or “Pool”). The Company was
instructed to solicit input from interested parties to address the effectiveness, relative costs,
customer benefits, and other aspects of the IA and whether it is redundant now that the Company
is a member of PJM Interconnection, LLC (“PJM™), a Regional Transmission Organization

(“R,TO”).

2. DESCRIPTION OF STAKEHOLDER PROCESS AND CASES TO BE STUDIED

On April 1, 2009 the Office of Utility Consumer Counselor (“OUCC”) sent [&M a letter
that contained scoping questions regarding the Study. On April 17, 2009 I&M submitted in
Cause No. 43306 a proposed stakeholder process leading up to I&M’s filing of a Study Report
by December 13, 2009. Specifically, the process, representing a consensus proposal of the
parties, was to: (1) present an overview of the IA and its operation within PJM to the interested
parties, (2) invite the parties to submit written comments and suggestions regarding the nature of
the Study, (3) meet to discuss the parties’ comments and describe 1&M’s framework for the
Study, (4) meet to discuss the preliminary results of the Study, (5) invite the parties to submit
comments regarding the preliminary results of the Study, and (6) meet to discuss the parties’
comments and finalize the input of the parties. On May 22, 2009 I&M met with the parties and
conducted a detailed interactive discussion regarding the IA and PJM, facilitated by a 31-slide
presentation (completing Step 1). After I&M invited additional written comments, the
Commission Staff and OUCC provided detailed written comments on June 8 and June 16, 2009,

respectively (completing Step 2). On July 31, 2009 I&M met with the parties, conducted a
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AEP INTERCONNECTION AGREEMENT STUDY- CAUSE NQO. 43306

detailed interactive discussion regarding the parties’ comments and described I&M’s framework
for the Study, facilitated by a 19-slide presentation (completing Step 3). After [&M invited
additional written comments, the parties jointly provided additional written comments on August
19, 2009 regarding the proposed Study framework. On October 30, 2009 1&M met with the
parties and conducted a detailed interactive discussion regarding the preliminary results of the
Study, facilitated by a 31-slide presentation (completing Step 4). 1&M invited the parties to
submit additional written comments regarding the preliminary results of the Study and the parties
indicated that they had no additional comments, thereby prompting all parties to agree that the
final meeting to discuss such comments was not needed (completing Steps 5 and 6). Each of
[&M’s above-referenced presentations are included in the workpaper materials being filed in

conjunction with the Study Report.

The following table sets out the IA scenarios and studies that were agreed to by the
parties as part of the above-described stakeholder process and those parameters have been used

to develop the scenarios and economic impact studies contained in this Study Report.

YEARS
NET ENERGY COST 2010 011 2017 2018 *
AEP Pool Within PIM - Low Market X X X X
Stand Alone Operating Companies Within PJM - Low Market X X X X
AEP Pool Within PJM - High Market X X X X
Stand Alone Operating Companies Within PJM - High Market X X X X
PRIMARY ENERGY DELIVERES PRICED
INCREMENTALLY COMPARED TO AVERAGE X X
COOK QUTAGE CASES
AEP Pool Within PJM X X
Stand Alone Operating Companies Within PJM X C
CAPACITY EQUALIZATION
5CP versus MLR X
RETIREMENT IMPACTS
(% of Pool Capacity) X

* Assumes base load capacity additions in 2018 (Cook Uprate - 418MW, APCo IGCC - 635MW)
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3. SUMMARY OF CONCLUSIONS AND RECOMMENDATION

The 1A was formulated in 1951 and is a FERC-approved wholesale power pooling
agreement. Although each operating company owns specific generating facilities, the AEP
System—East Zone is designed, built and operated on an integrated system basis. The IA defines
the rights and obligations of the five East Zone operating companies (each called a member) and

sets out the methodology for allocating the responsibilities among the members.

AEP integrated its east zone facilities into PJM in October 2004. Joining PJM has
brought changes to the manner in which AEP operates. Essentially, AEP is performing the same
or similar functions as it did prior to joining an RTO, however, with the requirements of
integrating with PJM, some additional responsibilities have been added, while others have been
eliminated or modified. In completing the Study, AEP did not identify any activities that were
redundant; rather we found the activities to be complimentary and beneficial to customers. Since
joining, the AEP Pool member companies have participated on an integrated basis within PJM.
Simply put, the AEP Pool companies effectively operate as one large company, utilizing the
strengths of diversity to offset inherent risks associated with operating as smaller individual
companies in PJM. This means that each member’s customers receive low embedded cost
capacity and energy regardless of their individual generation supplies while also receiving the
benefit of sharing the margins of off-system sales and the opportunity to purchase economic

energy to offset more expensive market energy.

Under the 1A, Pool member companies collectively participate to supply capacity. Due
to AEP’s election to participate in the Fixed Resource Requirement (FRR) option and as a result
of the Pool construct and FRR participation, the cost to purchase capacity from other Pool

Members is based on the embedded cost of installed capacity. From a cost of energy

S
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perspective, the Pool member companies sell or buy surplus energy to/from other members at a
cost-based primary energy rate in addition to purchasing economic energy from the market at the
Locational Marginal Price (LMP). By contrast, an AEP company operating without the IA on a
stand-alone basis would have more restrictive requirements and more limited opportunities. The
capacity factor for AEP’s coal units has been increasing since the time AEP joined PJM in 2004.
If the operating companies were to operate on a stand-alone basis, fulfilling the reserve
requirement would depend on each company’s position of capacity length. From a cost of
energy perspective, the Pool member companies sell or buy surplus energy to/from other
members at a cost-based primary energy rate in addition to purchasing from or selling to the
market at the LMP. A stand-alone company lacking energy needed to meet its hourly load
requirement would purchase from or sell to the PJM market at the LMP, without the cost-based

option the Pool provide to its members.

While more detail and explanation is contained in the body of the Report, the overall
results of the three major study scenarios are presented here (negative numbers represent a

reduction in Production cost):

TOTAL OF NET PRODUCTION, POOL CAPACITY AND [AA ($000)
$Millions
Average for Years Modeled
Scenario A ) Scenario B Scenario C
LOW MARKET HIGH MARKET COOK CUTAGE
APCO $ (2411 $ (191 % (168)
CsP 5 96 | $ 2201 % 78
1&M $ 281 % (113)} $ 191
KPCO $ ©62) 8 BN % 62)
OPCO 3 1881 $ 42)] % (30)
Percent Of 2008 Retail/Wholesale Revenue
LOW MARKET HIGH MARKET COOK QUTAGE
APCO -11.3% -0.9% ~7.9%
CsP 5.4% 12.4% 4.4%
1&M 2.0% -8.1% 13.7%
KPCO -13.0% -7.6% -12.8%
OPCO 10.5% -2.4% -1.7%

Negative Number Represents Decrease in Cost of Service
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As can be seen, whether a particular operating company and its customers benefit under one of
the Standalone or Pool cases depends on the variables presented in the scenarios. The results of
the Study do not yield definitive conclusions that suggest a change in present course.
Consequently, I&M does not believe any further action is needed at this time and makes no

further recommendations.

4. OVERVIEW OF AEP INTERCONNECTION AGREEMENT

&M, Appalachian Power Company (APCo), Columbus Southern Power Company
(CSP), Kentucky Power Company (KPCo) and Ohio Power Company (OPCo) are the five AEP
East System operating companies (hereafter AEP System—East Zone) which are members of the
AEP Power Pool established pursuant to the IA. The IA was formulated in 1951 and is a FERC-
approved wholesale power pooling agreement. Although each operating company owns specific
generating facilities, the AEP System—East Zone is designed, built and operated on an integrated
system basis. The TA defines the rights and obligations of the five East Zone operating
companies (each called a member) and sets out the methodology for allocating the

responsibilities among the members. Significant provisions of the IA operate as follows:

° Requires each member to provide adequate generating facilities (or resources) to

meet its firm load requirement.

° Allocates capacity costs on the basis of each member’s highest non-coincident
peak (NCP) in the preceding twelve months. Member Load Ratio (MLR) is the
ratio of a member’s highest NCP in relationship to the total of all members’

highest NCP demand.

o Provides a capacity settlement that equalizes responsibility for installed capacity.

6
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The capacity settlement equalizes reserve margins by assigning responsibility to
each member for its MLR share of System capacity. To the extent that a
member’s capacity is less than its System responsibility, such deficit company is
required to make up its shortfall by paying a capacity charge to the surplus

companies, based on the embedded cost of capacity of the surplus companies.

o Provides for sales and purchases of energy among the member companies at cost

through primary and economy transactions.

o Each member makes its transmission facilities available to all members for the
delivery and receipt of power; as members of PJM, each AEP East operating
company takes transmission service under the FERC-approved OATT (Open

Access Transmission Tariff).

° American Electric Power Service Corporation, as agent for the operating
companies, buys and sells into the wholesale market for reliability and economic

purposes [off-system purchases and off-system sales (OSS)].

o Provides for sharing of OSS margins among members based on MLR.

Also, there are other agreements among the members of the East operating companies, most

notably the Interim Allowance Agreement (IAA) that operates in conjunction with the IA.

5. OVERVIEW OF PJM RTO

AEP (and I&M) integrated its operation with PIM in October 2004. The following is a

summary of the PJM RTO with excerpts taken from PJM’s website (hitp://www.pjm.com.)
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PJM is an RTO that coordinates the movement of wholesale electricity in all or parts of
Delaware, Illinois, Indiana, Kentucky, Maryland, Michigan, New Jersey, North Carolina, Ohio,

Pennsylvania, Tennessee, Virginia, West Virginia and the District of Columbia.

° Acting as a neutral, independent party, PJM operates a competitive wholesale
electricity market and manages the high-voltage electricity grid to ensure

reliability for more than 51 million people.

o PJM’s long-term regional planning process provides a broad, interstate
perspective that identifies the most effective and cost-efficient improvements to

the grid to ensure reliability and economic benefits on a system wide basis.

° An independent Board oversees PJM’s activities and provides governance and a

collaborative stakeholder process.

PIM’s Operations

PJM’s staff monitors the high-voltage transmission grid 24 hours a day, seven days a
week. PIM keeps the electricity supply and demand in balance by telling power producers how

much energy should be generated and by adjusting import and export transactions.

° In managing the grid, PIM dispatches about 163,500 megawatts (MW) of

generating capacity over 56,350 miles of transmission lines.

° PJM exercises a broader reliability role than that of a local electric utility. PJM
system operators conduct dispatch operations and monitor the status of the grid
over a wide area, using telemetered data from nearly 74,000 points on the grid.

This gives PJM a big-picture view of regional conditions and reliability issues,
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including those in neighboring systems.

PIM’s Market

PJM coordinates the continuous buying, selling and delivery of wholesale electricity
through robust, open and competitive spot markets. In operating the markets, PJM balances the
needs of suppliers, wholesale customers and other market participants and continuously monitors

market behavior.

o PIM’s wholesale electricity market is similar to a stock exchange. [t establishes a
market price for electricity by matching supply with demand. Online eTools
make trading easy for members/customers by enabling them to submit bids and

offers and providing them with continuous real-time data.

° Market participants can follow market fluctuations as they happen and make
informed decisions rapidly, responding to high prices and bringing supply
resources to the region that were previously determined to be uneconomic, when

demand is high.

6. MAJOR REASONS FOR AEP TO JOIN AN RTO

In Order No. 2000, FERC established a goal of having all transmission-owning entities in
the nation place their transmission facilities under the control of appropriate RTOs in a timely
manner. In that order and various ensuing orders, FERC employed a number of directives and
incentives for accomplishing its goal of universal RTO participation. In fact, FERC had begun
employing such directives and incentives even before issuance of Order No. 2000, which merely
codified an already-existing policy of strongly encouraging RTO formation. In 1998 AEP and

the former Central and South West System (CSW) filed with the FERC an application seeking
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approval of a proposed merger between the two systems. It was clear at the time of the filing
that FERC would condition any such approval on the applicants’ agreement to join one or more
RTOs in order to mitigate what FERC called “transmission market power”. During the
proceeding, AEP stipulated that it would join RTOs, and as expected, in its order approving the
merger issued in 2000, FERC required, as a condition of its approval, AEP to join, and cede
functional control of all of its transmission facilities to, one or more RTOs. AEP has complied
with this order by ceding functional control of its east zone (i.e., historic AEP) transmission
facilities to PJIM and its west zone (i.e., former CSW) facilities to the Southwest Power Pool

(SPP) and the Electric Reliability Council of Texas (ERCOT).

Many states also required or encouraged RTO participation. For example, Ohio enacted
S.B.3 in 1999, which required all transmission-owning utilities in the state to transfer control of
their facilities to “qualifying transmission entities” approved by FERC and having the
characteristics of RTOs. Similar legislation was enacted in Virginia and Michigan. In 2003, the
IURC reviewed and approved, with conditions, I&M’s decision to join PIM. See September 10,

2003 Order in Cause Nos. 42350 and 42352,

As a practical matter, AEP had very little, if any, choice regarding joining an RTO. The
federal policies in favor of increased regionalization of grid management and electricity markets
that led to the Companies’ participation are still in place and unlikely to change anytime soon.
Regionalization greatly broadens the base of stakeholders interested in any utility’s participation
far beyond the utility’s retail service area. Federal jurisdiction over RTOs is both a reality and in
some respects, a practical necessity. Finally, even if the structure of the Company’s participation
in regional institutions were to change, it is unlikely that many of the core elements of such

participation including independent regional grid operation and tariff administration, non-

10



KPSC Case No. 2011-00401
Commission Staff's Second Set of Data Requests
Order Dated February 8, 2012

AEP INTERCONNECTION AGREEMENT STUDY- CAUSE NO. 43306

pancaked transmission rates, and regional transmission planning would be undone.

AEP integrated its east zone facilities into PJIM in October 2004. Specifically, AEP
joined PJM, an established RTO with known costs and geographically aligned with the AEP
system, for a number of reasons. PJM provided what other RTO/ISO’s either could not or were
still in the nascent stages of developing, including (1) enhanced reliability of the AEP
transmission system through the ability to participate in the regional transmission planning
process, (2) a market model that matched the FERC standard Market Design, (3) a fully
functioning energy and ancillary service markets consistent with states with customer choice,
and (4) approved procedures for congestion management, reserve margins, market mitigation,

and market monitoring.

a. Changes to AEP Operations as a Member of PJM

Joining PJM has brought changes to the manner in which AEP operates. Essentially,
AEP is performing similar functions (although some to a lesser degree) as it did prior to joining
an RTO. However, with the requirements of integrating with PJM, some additional

responsibilities have been added, while others have been eliminated or modified.

For example, from a Transmission perspective, compliance with FERC and NERC
reliability standards would be required whether AEP joined PIM or not. More compliance
monitoring and reporting is now in existence by RTOs and transmission providers to ensure
reliability problems are avoided. PJM has assumed some of the compliance responsibilities that
would otherwise be assigned to AEP —~ in some cases, PJM has delegated some of those

compliance responsibilities back to AEP.

11
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In addition, PIM plans all transmission expansion activities involving the AEP footprint
at or above 138 kV. PIM works with AEP to ensure that the AEP transmission system meets all
applicable NERC Reliability Standards, PJM planning criteria, and AEP planning criteria.
Although the end result is a more efficient and comprehensive transmission plan, the process is
more complex and with less control being exercised by AEP. Likewise, Transmission operation
and maintenance activities must be coordinated through PJM which improves the overall
reliability of the interconnected systems, but at the same time complicates the scheduling of the

AEP resources required to effectively perform those transmission maintenance activities.

Finally, FERC Order 890, passed in 2007, requires that transmission providers make their
transmission planning processes transparent to all transmission customers and stakeholders
through the posting of study models, assumptions, and results, including the vetting with
stakeholders of all projects that comprise the regional and local transmission expansion plans.

PIM provides the vehicle for AEP to comply with the requirements of this Order.

AEP no longer has primary responsibility for the Balancing Area functions and reliability
coordinator role, which has been transferred to PJM. AEP must now interact extensively with
PJM with regards to our generating unit operation, load responsibilities and the financial impacts

of decisions made on a daily basis and those related to longer-term market design issues.

In addition, AEP must now provide new analytical resources to effectively participate
and manage its load and resources in the PIM market. [t was necessary for AEP to develop
congestion management models and tools to manage the Financial Transmission Right (FTR)
allocation and trading impacts that evolved from the more limited Transmission Loading Relief

mechanism previously employed prior to joining PJM.
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AEP now performs extensive financial analysis to understand the impact of decisions
within PJM including PJM dispatch decisions, analysis of PJM market design changes and the
PJM invoice. AEP needed to add resources and systems in conjunction with accounting
settlement functions to review, analyze and process the invoices from PJIM. IT systems were
also required to be added and/or enhanced to incorporate RTO market protocols, PJIM

charges/credits, to track load and generation-related data and to communicate with PIM systems.

Due to the daily requirement to bid/offer our load and generation resources into PIM, a
group was formed to have primary responsibility to fulfill this requirement. AEP must bid its
load and offer energy and ancillary services. The group provides the generating unit limits and
current status of each generating unit which requires extensive coordination with PJM to ensure
these values are correct to optimize the dispatch of AEP’s resources. This team not only
oversees our daily bid/offers to PJM, but also coordinates the development of systems to assist in
the bid process and cost tracking. The following table shows that the capacity factor for AEP’s

coal units has been increasing since the time it joined PJM in 2004,

Capacity Factor For Coal Units (2002-2008)

75 00%

70 00% , /°\ /"\é//s

65 00%

60 00%

55 00%

50 00%

45 00% T 7 T T T T
2002 2003 2004 2005 20086 2007 2008
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Based on a 2010 forecast filed in Cause No. 43774 (PJM Cost Rider Adjustment filed
September 2, 2009), it is estimated that AEP, on behalf of the east operating companies, will pay
PJM approximately $34.1 million in administrative fees in 2010 for the services provided to AEP
for its internal load customers. Indiana’s retail jurisdictional share of those fees is $6.2 million.

The following table compares the major services provided by PIM with how these services were

provided before joining PJM.

Operating Pre-PJM vs. PIM

Pre-PIM

PIM

Transmission Planning

Plan entire transmission
system

PJM in coordination with AEP
plans transmission for 138 kV
and above while AEP plans
for below 138 kV.

Transmission Operations

Operate entire transmission
grid

PJM in coordination with AEP
operates AEP’s transmission
system

OASIS and Transmission
Access

Contracted with SPP

Provided by PJM

Economic Dispatch

Security constrained economic
dispatch of system based on
monthly variable production
costs

PJM performs Security
constrained economic dispatch
based on bids supplied by
AEP and other generators

Ancillary Services

Self-supply regardless of
economics

Optimize between self-supply
and market supply

OSS Billing Bill counterparties for Still bill counterparty for
monthly transaction direct transaction
Develop and run a shadow
settlement system to validate
PJM invoice
Market Monitor Contracted with Charles River | Provided by PJM

Associates

14
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b. PJM and AEP Power Pool Similarities and Distinctions

Even with participation in PIM, AEP’s cost and revenue allocation principles remain the
same. Energy settlements among the Member Companies are still performed the same as “pre-
PIM”. Since the inception of the AEP East IA, the following processes have remained the same

even after joining PIM:

o Energy Costing & Reporting (ECR) is used to determine the allocation of energy

and costs to OSS and internal load

o Member companies generation and power purchases are assigned after the fact

with highest cost resources being assigned to OSS

° Member companies with resources greater than their internal load provide

primary energy to energy deficit companies

) 0SS Margins (which now includes PJM Spot Market Energy) are allocated based

on MLR.

There are similarities and distinct differences in the potential cost of services and how
those costs are determined — depending on whether the member companies are part of the AEP
East Pool or are operating as stand-alone members of PJM. Since joining, the AEP Pool member
companies have participated on an integrated basis within PJM. This effectively means, in
simplest terms, that the AEP Pool companies operate as one large company, utilizing the
strengths of diversity to offset inherent risks associated with operating as smaller individual

companies in PJM. Some examples are discussed below.

15
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With regard to a company meeting its capacity requirement, PJM has implemented a
capacity auction (Reliability Pricing Model or RPM) along with the option of a FRR. The FRR
option allows a company to meet its reserve margin requirement by self-supplying its own
capacity resources, while the RPM provides a company the ability to purchase its capacity from a
central market at market rates. PJM plans it capacity resources to meet the needs of the footprint
as opposed to a single company or smaller region. The capacity market provides market
participants with forward price signals and allows FRR members the ability to self-supply their
capacity needs if the option has greater benefit than purchasing from a market solution. As each
member’s situation is different, PJM rules allow for flexibility in meeting its capacity and

reserve reql,lirement.

AEP has selected the FRR option for fulfilling its capacity reserve requirement. AEP is
able to utilize the length in the AEP Pool to mitigate financial penalties associated with any
deteriorating generating unit performance during peak periods, referred to as EFORp
performance. This penalty results in a charge to the resource owner for a unit not performing

during the approximate 500 hour peak period as well as it did in the five previous planning years.

In addition, AEP is able to utilize length in the AEP Pool to mitigate financial penalties
or avoid replacement costs for major outages (e.g., the D.C. Cook Plant) referred to as EFORd
performance. Based on a unit’s performance in the current year, its capacity value can be

lowered in the following planning year.

For example, in the current situation of the unplanned outage at the Cook plant, 1&M
would be penalized (EFORp charge received) for the current planning year and it would not be

able to claim the capacity value of the unit in its FRR plan for the following year (EFORd
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penalty). Effectively, there is a current and lag penalty associated with the sub-performance of a

unit.

As stated earlier, in the current capacity construct within PJM, the AEP Pool member
companies collectively participate in the FRR option to supply capacity. This allows AEP to
fulfill is reserve margin requirement with capacity resources from East Pool operating
companies. Some of the benefits of FRR include (1) the reserve margin requirement is known in
advance and has, for the entire history of RPM, been lower than the cleared reserve requirement,
(2) the FRR approach aligns closely with the traditional approach to capacity planning as it
relates to Integrated Resource Planning, and (3) FRR avoids exposure to the volatility of a

structured capacity market.

From an operating company stand-alone basis, the approach for fulfilling the reserve
requirement would depend on the position of capacity length. Certain long operating companies
would be in a position to select either FRR or participation in the RPM market, however short
operating companies would be required to participate in the RPM auction to satisfy their reserve
margin requirement. In the RPM auction, the cost of capacity is determined by an
administratively-defined demand curve and the corresponding cost of supply. The results of the
capacity auction have swung widely in the three most recent auctions for the AEP control area.
The impacts of a forced outage were highlighted previously and are exacerbated for a company

participating on a stand-alone basis.

Due to AEP’s election to participate in FRR and as a result of the pool construct, the cost
to purchase capacity from other Pool members is based on the embedded cost of installed

capacity. From a cost of energy perspective, the Pool member companies sell or buy surplus
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energy to/from other members at a cost-based primary energy rate in addition to purchasing from
the market at the Locational Marginal Price (LMP). Based on the IA, the lowest cost resource
(generation or purchase) is assigned to the native load, while higher cost resources are assigned
to OSS. As a stand-alone entity, a company in need of energy would purchase from the PJM
market at the LMP. During periods of high LMPs, a stand-alone energy-long company could
sell into the market and receive a potentially higher payment than it would have received from
other Pool members. However, a company short of energy during these periods would be

subject to paying those higher market prices.

With respect to the congestion costs and marginal loss components of the LMP, the
primary difference between an AEP Pool member company and a stand-alone company is the
costs would be assigned on an MLR basis or billed directly by PJM, respectively. This treatment
would also be consistent with FTR revenues and marginal loss credits. Depending on the
location of the company in PJM and the accompanying energy flows, these costs/credits could go
up or down. PJM has provided FTRs as a mechanism to hedge congestion costs. Historically,
the revenue from the FTRs has been in excess of the cost of congestion but at a decreasing rate.

Transmission enhancements would continue to drive this difference lower.

Currently, ancillary service costs are assigned to each of the AEP Pool member
companies based on the MLR. The cost of supplying this service, in addition to any fuel-related
cost, is embedded in the company’s cost. This would be similar for a stand-alone company that
has the capability of providing those services. Excluding the costs of reactive and black start
services which are not determined by market offers, but administratively by FERC, AEP
currently offers into the market enough ancillary services to cover its load. If the market

provides a less expensive alternative, AEP benefits from that lower price. A stand-alone
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company could use a similar approach, providing it has the capability to supply these services.
Similar to the outcome of FTR revenue and marginal loss credits, dependent on the situation of
the specific company, the total cost of these services could go up or down. The diversity of the
AEP Pool acts as buffer, allowing AEP to fulfill its requirements from a range of sources
(including the market). This has a limiting effect on risk for any operational situations

encountered.

The PJM market provides both challenges and opportunities which are described above.
The AEP Pool has a stabilizing effect, one that is able to straddle the market environment while
maintaining more traditional cost allocations. If AEP were to withdraw from PJM it would need
to perform control area responsibilities and would be required to employ independent third
parties to administer its OATT, to perform market monitor functions related to AEP’s wholesale
activities and to serve as its reliability coordinator. In addition, AEP would be required to
contact numerous counterparties in its search to sell and purchase power as opposed to utilizing
PJM to make spot sales and purchases. PJM provides the market benefits of a day-ahead and
real-time energy market and ancillary services market that cannot be effectively duplicated with
bilateral arrangements and phone calls to other market participants, especially now, with so
many potential counterparties rendered unavailable or uninterested since they too are
participating in these same RTO markets. The benefits of these markets, which provide AEP
with the lowest purchase price and cost for ancillary services, are optimized in an RTO

environment.
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7. THE PRIMARY STUDY - I&M AS MEMBER OF AEP POOL VERSUS [I&M
OPERATING AS A STAND-ALONE ENTITY IN PJM

To address the issues raised by the Commission’s Order, the Company, with the input of
the parties, has included a cost analysis of the Pool members on a Standalone basis operating in
the PJM RTO. The cost of operating on a Standalone basis in PJM is compared to the cost of the
member companies operating under the Pool agreement. This cost comparison was done for
three scenarios. Two of the scenarios use different market prices, a high market price and a low
market price. Another scenario was done using the high market prices with both Cook nuclear

units out of service for the years 2010 and 2011.

For the Standalone cases, the IAA was also considered to be terminated. That is, the Pool
member companies operate independently in managing sulfur dioxide (“SO,”) emission

allowances.

a. Study Methodologv/General Assumptions

Period of Study

For the market price scenarios, the Study looks at two distinct periods: A near term view
using 2010 and 2011, and a longer term view using 2017 and 2018. To summarize the data an
average has been calculated for the four year study period. The individual years are also

presented. For the Cook outage scenario only 2010 and 2011 were modeled.

Dispatch and IRP Assumptions

For purposes of the Study, the dispatch of AEP’s and I&M’s generating units are the
same for the Standalone and Pool cost comparisons. This assumption reflects the fact that AEP
bids its units into PJM and PJM determines, based on all the generation bids it receives, which

units are dispatched. Whether or not a unit is still in the AEP Pool would not be expected to alter
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the dispatch. If different groups within AEP became responsible for bidding the units into PIM
as a result of code of conduct concerns, there may be some affect on unit dispatch, but it would

not be possible to model this in any meaningful way.

Also, for purposes of the Study, the Integrated Resource Plan (IRP) is considered the
same under the Standalone and Pool comparisons. AEP establishes its IRP on an integrated AEP
basis. In the long term, the Standalone approach, may result in an IRP for an individual
operating company that differs from an IRP developed for that company as a member of the
Pool. Based on input of the parties to this case, certain assumptions differ from the Company’s
current IRP. One significant difference between the Study and the IRP filed with the Indiana
Commission on October 30, 2009 is that this Study includes an Integrated Gasification
Combined Cycle (IGCC) power plant in place of four combustion turbine gas units that are
included in the IRP. The Company included the IGCC in the Study as requested by the parties to

this proceeding.

Other General Assumptions

For the Standalone model, energy is purchased or sold in the PJM market on hourly basis,
based on the needs of the individual operating company. Capacity has been bought and sold in
the PIM RPM market. Long-term contracts, or bilateral deals have not been reflected. The
operating companies are modeled as price takers in the market. As previously mentioned, in the
Standalone model, the IAA and therefore, affiliate transactions for SO, emission allowances,
have been eliminated and the operating companies are interacting directly with the SO,
allowance markets. No costs for AEP structural and operational changes that may be required to
achieve a Standalone operation have been included. For example, commercial operations might

need to be reorganized to comply with codes of conduct if the AEP power pool is terminated.
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Presented in the tables below are other significant assumptions common to all three scenarios.

Cook Capacity Up-Rates

Cook Unit 1 up-grade 237-MW in Service by 1/2018
Cook Unit 2 up-grade 195-MW in Service by 1/2018

Fossil Fuel Plant Additions

Units Company___ Winter/Summer In-Service Date

Dresden APCo 625MW / 540MW  4/2013

Muskingum 1 (Stoker)OPCo 130MW / 121IMW  1/2018

IGCC 1 APCo 637TMW / 624MW  1/2018
Wind Additions

MW
Facility Year APCo CSP &M KPCo OPCo Total  Cumulative

Camp Grove 2009 75 75 75
Fowler Ridge | 2009 100 100 200 275
Fowler Ridge 1l 2009 50 50 50 150 425
Grand Ridge 2009 100 100 525
Beech Ridge 2010 100 100 625
Generic 2010 175 100 150 50 125 600 1,225
Generic 2011 200 125 100 50 225 700 1,825
Generic 2012 100 150 100 150 500 2,425
Generic 2015 40 60 100 2,525

Unit Retirements

The following table shows units assumed to retire in the study period. Actual retirement
dates may depend on the unit’s physical conditions, overall cost of operation and compliance

with environmental regulations.

Winter  Assumed
Capacity Retirement

Unit Qwner MW Year
Spomn 5 OPCo 450 2010
Conesville 3 CSP 165 2012
Muskingum 1-4 OPCo 840 2015
Glenlyn5&6 APCo 335 2015
Picway 5 cspP 100 2015
Kammer 1-3 OPCo 630 2017
Sporn1&3 APCo 300 2018
Sporn 2 & 4 OPCo 300 2018
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More detailed assumptions, detailed work papers, and data used in the Study are being provided

separately to the Parties as electronic files.

The Scenarios Modeled

Three scenarios were performed. Each of the scenarios compares production costs for the
five operating companies on a Standalone basis to membership in the Pool. The Study period for
scenarios 1 and 2 is the years 2010, 2011, 2017 and 2018. Two of the scenarios are intended to
show the effects of different market price assumptions on the Standalone to Pool comparison.
The market prices used can be characterized as a low market price scenario and a high market
price scenario. The third scenario presents the comparison between the Standalone and Pool
analysis for 2010 and 2011 assuming that both Cook nuclear units are out of service. It uses the
high market price data. The scenarios described above are the primary ones for this Report,

however, certain other studies were performed as described later in this Report.

b. The Results of the Study

Comparison of the Three Scenarios

The following table presents the results of the three scenarios in summary fashion. In the
table below, total 2008 retail and requirement sales (RQ) wholesale revenue are used to gauge
the relative change among Companies under Standalone and Pool cases and among the various
scenarios. The percent shown is the ratio of the change in production cost over the 2008
revenues. The change in production cost is the Pool production cost less the Standalone
production cost, therefore a credit or negative number is favorable to the Company and its
customers. The production cost presented in this study excludes the capital costs, such as
depreciation and cost of capital, associated with serving the company’s own firim customers (i.e.,

retail and RQ). It deals only with the surplus or deficit energy (affiliate transactions) which is
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accounted for in the Pool.

TOTAL OF NET PRODUCTION, POOL. CAPACITY AND IAA ($000)
$Millions
AR Average for Years Modeled .
Scenario A ¢ : - Scenario B Scenario C
LOW MARKET - HIGH MARKET COOK OUTAGE -
APCO 3 241)] § (19 8 (168)
CSP $ 9618 220 { § 78
1&M $ 281 % (113)] 8 191
KPCO $ 62)] $ 37} % (62)
OPCO 3 18818 (42)] 8 (30)
Percent Of 2008 RetailWholesale Revenue
: LOW MARKET HIGH MARKET COOK OUTAGE

APCO -11.3% -0.9% -7.9%
csP 5.4% 12.4% 4.4%
1&M ) 2.0% -8.1% 13.7%
KPCO -13.0% -7.6% -12.8%
OPCO 10.5% -2.4% -1.7%

Negative Number Represents Decrease in Cost of Service

Study Documents

Provided as part of this Report are tables supporting the summary results presented above
for each of the three scenarios by year. The tables show production costs per the Pool, the

production costs on a Standalone basis and the difference in those production costs.

Major Components

For purposes of the Study and to aid in understanding of the results, Standalone to Pool
comparisons are presented for net production costs (energy), capacity and environmental (SOz)

and total.

o NET PRODUCTION COSTS: In the Standalone cases, energy transactions
reflect the buying or selling of kWh in PJM at market prices, with no energy
transactions among the members of the Pool. In the Pool case, energy is
exchanged among member companies and traditional sales and purchases in PJIM

are modeled in accordance with the IA. In both the Standalone and Pool cases
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any opportunity sales are credited against costs to calculate Net Production Cost.
Net Production Cost is used to gauge whether a Company is better off in the
Standalone or Pool case from an energy perspective. Lower Net Production Cost

represents a benefit to the Company and customer.

o CAPACITY: In the Standalone case, capacity is bought and sold into the PJM
RPM market at an assumed capacity price with each individual member. In the
Pool cases, capacity payments and sales to affiliates are based on the IA and any
excess Pool capacity is sold into PJM at the assumed capacity price and assigned
to the members by MLR. In the scenario in which the Cook nuclear units are out
of service and when the AEP system is short of capacity, capacity purchases are

likewise assigned to the Pool members based on MLR.

° ENVIRONMENTAL — TAA: In the Standalone cases the IAA and the resulting
affiliate allowance transactions have been eliminated and replaced by individual
operating company tl‘&nS&lCﬁons in the SO, market. In the Pool cases the TAA
governs the treatment of SO, allowances among the Pool members. Any

purchases or sales in the SO, market are assigned by MLR.

c. Seenario A — Low Market Price

Summary of Scenario A

The following table presents a summary of the results for Scenario A which is based on
low market prices prevailing during the study period. PJM market prices utilized are those at the
lower portion of the market price range that might be expected during the four-year study period.

The production cost numbers presented below are the nominal average for the four-year study
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period. The summary table shows the difference between the Pool and the PJM Standalone cases
for Net Production Cost, Capacity and the IAA. Decreases indicate that the Standalone case is

more favorable for a particular Pool member.

Summary Table — Scenario A (Average for Study Period)

$Millions Net Production Capacity © = '1AA Elimination Total
APCO $ 123 % B s (241)
CSP $ 1001 % 213 5); $ 96
1&M $ (150)| $ 1613 1713 28
KPCO $ 1118 (78] $ 1]s (62)
OPCO $ (84) 2751 % IR 188
Additional Specific Assumptions For Scenario A
® Pool affiliate transactions are eliminated in the Standalone view
° All short or excess energy is bought and sold in the PIM spot market — no

bilateral contracts- in the Standalone view

° PJM Capacity is priced at $50 MW-Day for 2010 and 2011, and $160 for 2017

and 2018

° AEP is able to sell a relatively small amount of its available excess energy in the

market because of the low market prices used in the scenario
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Additional Detail For Scenario A

The following tables present more detailed data for Scenario A.

Table 1 shows the Net Production cost for the Pool and Standalone cases for each year of the
study.

Table 1 — Scenario A

2010 2011 2017 2018 Average
NET PRODUCTION COST ($000)
Pool in Place
APCO $ 1,083,654 $ 1,217,371 % 1,745,147 & 1,703,629 3 1,437,450
cSspP $ 567,919 $ 671,748 $ 1,041,385 % 1,038,830 % 829,996
&M $ 625510 % 661,591 % 922642 $ 902,661 $ 778,101
KPCO $ 216,684 § 242132 $ 380,643 $ 375915 § 303,843
OPCO $ 981,182 $ 1,120,020 $ 1616341 § 1,688,846 § 1,351,597
Total $ 3474950 $ 3912862 $ 5706,158 $ 5,709,981 % 4,700,987
PJM Standalone
APCO $ 1,113,480 § 1,242,414 § 1,978,318 § 1,905,920 $ 1,660,036
CSP $ 582,812 % 674,005 $ 1,185,843 $ 1,266,301 $ 929,765
1&M $ 580,085 $ 631,959 % 721,284 % 580,644 $ 628,493
KPCO $ 213844 $ 239610 $ 394,084 $ 412,227 % 314,941
OPCO $ 984,785 $ 1,124,776 $ 1,416,473 § 1,544,787 $ 1,267,705
Total $ 3,475,016 $ 3,012,764 % 5,708,102 $ 5,709,879 § 4,700,940
Change

APCO $ 29,836 % 25043 % 233,170 % 202,292 $ 122,585
CSP $ 14893 $ 2,257 % 154,558 % 227,370 $ 99,770
[&M $ (45,425) $ (29,632) $ (201,358) $ (322,017) % (149,608)
KPCO $ (2,840) $ (2,522) 3% 13,441 $ 36,312 $ 11,008
OPCO 3 3603 $ 4756 3 (199,868) $ (144,058) 3 (83,892)
Total $ 66 § (98) $ (56) $ (102) $ (47)
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2010 2011 2017 2018 Average
CAPACITY ($000)
Pool in Place (Pool Capacity Payments/Receipts + PJM Capacity Surplus Sale)
APCO 3 373,166 % 391,440 $ 420,958 $ 361,423 $ 386,747
CSP $ 9,672 $ (13,790) $ 24776 % 57,757 $ 19,604
1&M $ (71,554) $ (88,928) $ (233,827) $ (342,519) $ (184,207)
KPCO $ 67,155 § 61411 % 81,761 $ 99,957 $ 77,571
OPCO 3 (369,680) $ (364,203) $ (333,263) $ (242,785) $ (327,483)
Total $ 8760 $ (14,071) $ (39,595) $ (66,167) $ (27,768)
PJM Standalone(Capacity Based on PJM Narket)
APCO 3 20,659 $ 18,049 $ 34,222 % 18,396 $ 22,832
CSP $ 10,877 % 9,764 § 31,711 § 33,989 $ 21,585
1&M $ 11224 § (6,661) $ (39,946) $ (58,342) $ (23,431)
KPCO $ 4271 % 1,971 % 2978 $ 3,738 & 3,239
OPCO 3 (38,270) $ (37,194) § (68,562) $ (63,948) % (51,993)
Total 3 8,760 $ (14,071) $ (39,595) $ (66,167) $ (27,768)
Change

APCO $ (352,507) $ (373,391) $ (386,736) & (343,027) % (363,915)
CSP $ 1,205 % 23,554 % 6,935 % (23,768) $ 1,981
1&M $ 82,777 $ 82,267 $ 193,881 § 284,178 % 160,776
KPCO $ (62,885) $ (59,440) $ (78,782) % (96,220) % (74,332)
OPCO $ 331,410 § 327,010 $ 264,702 $ 178,837 & 275,490
Total $ - 8 - 8 - 3% - 8 -

Table 3 shows the SO2 Cost for the Pool and Standalone cases for each year of the study.

Table 3 — Scenario A

2010 2011 2017 2018 Average
ELIMINATION OF IAA - Net SO2 Cost ($000)
Pool in Place
APCO $ (20,187} § (9,680) % (21,065) % (4,860) $ (13,948)
csP $ (3,722) $ (5,627) $ (5,681) $ (2,869) $ (4,475)
1&M $ 5258 § 4611 § 23,8905 $ 22,167 % 13,985
KPCO $ 4694 $ 6,996 $ (1,653) % (1,798) $ 2,060
OPCO $ 13,470 $ 26002 % 7632 § (17,659) $ 7,361
Total $ (487) $ 22,302 4§ 3,139 § (5019) $ 4,984
PJM Standalone
APCO $ 2,370 § 3,699 $ (39,129) % (20,540) $ (13,400)
CSP $ 4218 % 3,626 $ (17,953) $ (29,067) $ (9,794)
1&M $ 4567 % 4380 $ 60,476 $ 53000 % 30,606
KPCO 3 4690 % 3,346 3% 3,346 $ 358 % 2,935
OPCO $ 5793 § 5592 $ 1684 % 164 § 3,308
Total 3 21638 § 20,643 % 8,424 $ 3,916 % 13,655
Change

APCO $ 22557 § 13,379 § (18,064) $ (15,679) % 548
cspP $ 7939 % 9,253 $ (12.272) % (26,198) $ (5,320)
&M $ 691) $ (231) $ 36,571 % 30,833 % 16,621
KPCO $ 4 % (3,650) $ 5000 $ 2,156 $ 875
OPCO $ (7,677) § (20,410) $ (5,949) $ 17,823 § (4,053)
Total $ 22,125 & (1,659) % 5285 $ 8,935 $ 8,671
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Table 4 shows the summary of the Net Production component, the Capacity component and IAA
component for the Pool and Standalone cases for each year of the study.

Table 4 — Scenario A

TOTAL OF NET PRODUCTION, POOL CAPACITY AND IAA ($000)
2010 2011 2017 2018 Average
Pool in Place
APCO $ 1,436,632 § 1,599,131 % 2,145040 $ 2,060,181 3 1,810,249
CSP $ 573,870 § 652,331 § 1,060,480 $ 1,093,819 § 845,125
1&M 3 559215 § 577,274 % 712,720 % 582,309 % 607,879
KPCO $ 288,533 § 310,540 $ 460,750 $ 474074 § 383,474
QOPCO $ 624972 § 781,818 1,290,710 & 1,428,402 $ 1,031,476
Total $ 3,483,223 § 3,921,003 3 5,669,701 3 5,638,794 $ 4,678,203
PJM Standalone
APCO 3 1,136,519 $ 1,264,162 % 1,973411 & 1,903,777 $ 1,569,467
CSP $ 597,906 % 687,395 & 1,209,701 $ 1,271,223 $ 941,556
&M $ 595876 $ 620,678 % 741,814 % 575303 & 635,668
KPCO $ 222805 $ 244927 % 400,409 $ 416,322 $ 321,116
OPCO 3 952,308 $ 1,083,175 $ 1,349595 $§ 1,481,003 $ 1,219,020
Total $ 3505414 § 3,019,336 $ 5674931 $ 5647627 § 4,686,827
Change
APCO $ (300,114) $ (334,969) $ (171,629) % (156,415) $ (240,782)
CSP $ 24036 $ 35064 $ 149,221 § 177,404 % 96,431
1&M $ 36,661 $ 52,404 $ 20,084 $ (7,0086) $ 27,788
KPCO $ (65,729) $ (65,613) % (60,342) $ (57,752) $ (62,359)
OPCO $ 327,335 $§ 311,356 & 58,885 § 52,602 $ 187,545
Total $ 22191 § (1,757) $ 5230 % 8,833 $ 8,624
d. Secenario B — Hish Market Price

Summary of Scenario B

The following table presents a summary of the results for Scenario B which is based on a
high view of market prices. PJM market prices utilized are those at the top of the market price
range that might be expected during the four-year study period. The production cost numbers
presented below are the average for the four-year study period. The summary table shows the
difference between the Pool and the PJM Standalone case for Net Production Cost, Capacity and
the JAA. Decreases indicate that the Standalone case is more favorable for a particular pool

member.
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Summary Table — Scenario B (Average for Study Period)

- $Millions - Net Production Capacity - 1AA Elimination . Total
APCO $ 2951 ¢ (314)} $ 0)] % (19)
cspP 3 183 1% 4119 3) % 220
(&M $ (268)| $ 1391% 1413 (113)
KPCO 3 2018 (66)] $ 1183 (37)
OPCO 3 (240)] $ 201195 (3)] 3 (42)

Additional Specific Assumptions For Scenario B

® Pool affiliate transactions are eliminated in the Standalone view

o All short or excess energy is bought and sold in the PJIM spot market — no

bilateral contracts- in the Standalone view

° PIM Capacity is priced at $160 MW-Day for 2010 and 2011, and $360 MW-Day

for 2017 and 2018

o AEP is able to sell a relatively high amount of its available excess energy in the

market
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Additional Detail For Scenario B

The following tables present more detailed data for Scenario B, using high market prices.

Table 1 shows the Net Production cost for the Pool and Standalone cases for each year of the

study.

Table 1 - Scenario B

2010 2011 2017 2018 Average
NET PRODUCTION COST ($000)
Pool in Place
APCO $ 1,085,570 $ 1,349,487 % 2211114 % 2230699 $ 1,719,218
CSP $ 599,752 % 757,667 $ 1,260,440 % 1,247,303 § 966,290
&M $ 617,706 3% 708,757 % 1,058,200 $ 1,045302 $ 857,491
KPCO $ 232,095 % 287648 % 499,265 § 498,250 § 379,314
OPCO $ 1,000,534 § 1,294,400 $ 2,189,168 $ 2227102 % 1,677,801
Total $ 3,535,657 § 4,397,958 % 7,218,188 § 7,248,655 & 5,600,115
PJM Standalone
APCO $ 1,400,917 % 1,604,007 % 2,523,020 $ 2528832 % 2,014,219
CSsP $ 753606 $ 913,273 $ 1,420,014 $ 1,508,269 $ 1,148,790
1&M $ 393,006 $ 488,005 % 839,872 % 643,570 $ 591,113
KPCO $ 246275 $ 301,151 % 526,997 § 556,883 $ 407,826
OPCO g 741772 % 1,001,531 3 1,008,081 % 2010868 § 1,438,063
Total 5 3,535,577 § 4,397,967 % 7217984 § 7,248 521 $ 5,600,012
) Change

APCO $ 315,347 % 254520 $§ 311,906 §$ 208232 $ 295,001
CSspP $ 153,854 $ 155,606 $ 159,574 § 260,866 $ 182,500
1&N $ (224,699) $ (220,752) $ (218,328) $ (401,732) $ (266,378)
KPCO $ 14,180 % 13,503 % 27,732 % 58,634 §& 28,512
OPCO $ (258,762) § (202,869) (281,088) $ (216,234) % (239,738)
Total $ (80) ¢ 9 (204) $ (134) $ (102)
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Table 2 shows the Capacity Cost for the Pool and Standalone cases for each year of the study.

Table 2 — Scenario B

2010 2011 2017 2018 Average
CAPACITY (5000)
Pool in Place (Pool Capacity Payments/Receipis + PJM Capacity Surplus Sale)
APCO 3 379,445 $ 381,246 3 404,563 $ 334,038 % 374,823
CsP 3 13,180 $ (19,580) $ 15,365 $ 41992 § 12,739
1&M $ (67,804) $ (94,722) $ (243,071} & (357,987) $ (190,896)
KPCO 3 68,534 § 59275 $ 78,345 $ 94,253 $ 75,102
OPCO 3 (365,322) $ (371,246) $ (344,291) § (261,172) & (335,508)
Total $ 28,032 $ (45,026) $ (89,089) $ (148,876) $ (63,740)
PJM Standalone(Capacity Based on PJM Market)
APCO $ 66,109 $ 57,758 § 77,000 % 41,391 $ 60,564
CSsP 3 34806 $ 31,244 % 71,350 $ 76475 % 53,469
I&M $ 35916 $ (21,316) $ (89,878) $ (131,269) $ (51,637)
KPCO $ 13,666 $ 6,307 $ 6,701 & 8410 § 8,771
OPCO $ (122,465) 3 (119,019) $ (154,264) $ (143,883} $ (134,908)
Total $ 28032 % (45,026) $ (89,089) $ (148,876) $ (63,740)
Change

APCO $ (313,336) $ (323,489) $ (327,563) $ (292,647) $ (314,259)
CSsP $ 21,627 $ 50,824 % 55,986 $ 34483 % 40,730
&M 3 103,720 $ 73,406 % 153,193 % 226,718 $ 139,259
KPCO $ (54,868) % (52,968) 3 (71,644) $ (85,843) $ (66,331)
OPCO $ 242,857 % 252,227 § 190,027 $ 117,289 8 200,800
Total $ - % 0 $ - s -5 (©)

Table 3 shows the SO2 Cost for the Pool and Standalone cases for each year of the study.

Table 3 — Scenario B

2010 2011 2017 2018 Average
ELIMINATION OF 1AA - Net 802 Cost ($000)
Pool in Place
APCO 3 (17,765) $ (4,313) $ (20,435) $ (4,816) $ (11,832)
CSP $ (5.416) $ (7,359) $ (5,770) $ (1,908) $ (5,113)
1&M $ 6,121 % 8,736 % 21254 % 19,680 $ 13,948
KPCO $ 4540 $ 7579 § (1517) $ (1,808) $ 2,199
OPCO 5 11,969 % 20,551 § 8,416 § (15613) $ 6,331
Total 3 (552) $ 25,194 % 1,948 § (4,464) $ 5,632
PJM Standalone
APCO $ 2598 % 4,080 $ (36,207) $ (18,632) $ (12,040)
CSP $ 3904 % 2275 % (15,142) % (24,414) % (8,344)
1&M $ 5227 $ 4750 $ 54967 $ 46,284 $ 27,807
KPCO $ 5130 $ 4670 $ 3,365 3% 378 % 3,386
OPCO 3 5497 % 5094 $ 1,701 % 156 $ 3,112
Total $ 22357 % 20,869 § 8,683 3 3,772 $ 13,920
Change

APCO 3 20364 % 8,393 § (15,772} $ (13,816) $ (208)
CSP $ 9,320 % 9,634 § (9,372) $ (22,506) $ (3,231)
1&M $ (894) % (3,986) $ 33712 % 26604 % 13,859
KPCO $ 580 $ (2,909) % 4882 % 2185 $ 1,187
OPCO $ (6,472) $ (15,457) $ 6,715) & 15769 $ (3,219)
Total $ 22909 $ (4,325) & 6,735 & 8,236 % 8,388
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Table 4 is the sum of the Net Production component, the Capacity component and IAA
component for the Pool and Standalone cases for each year of the study.

Table 4 — Scenario B

TOTAL OF NET PRODUCTION, POOL CAPACITY AND IAA (5000)
2010 2011 2017 2018 Average
Pool in Place
APCO $ 1,447,250 % 1,726,420 % 2595242 % 2,559,922 % 2,082,208
CSP $ 607,515 % 730,728 % 1,270,035 % 1,287,387 § 973,916
1&M $ 556,022 $ 622771 $ 836,384 $ 706,995 § 680,543
KPCO $ 305,169 $ 354,502 $ 576,003 % 590,695 $ 456,615
OPCO g 647,181 $ 943705 $ 1,853,293 § 1,950,317 ¢ 1,348,624
Total § 3,863,137 $ 4378,126 ¢ 7,131,047 § 7,085315 § 5,541,906
PJM Standalone
APCO 3 1,469,625 $ 1,665,844 % 2,563,813 $ 2,551,691 $ 2,062,743
cspP $ 792317 % 946,792 $ 1,476,222 $ 1,560,330 $ 1,193,915
1&M $ 434,149 % 471,439 $ 804,961 $ 558,585 % 567,284
KPCO 3 265071 % 312,128 $ 537,063 3% 565,670 % 419,983
OPCO $ 624,804 $ 977,606 $ 1,755,518 § 1,867,141 § 1,306,267
Total $ 3585966 $ 4373800 $ 7137578 $ 7103417 $ 5,550,192
Change
APCO $ 22375 % (60,575 $ (31,429) $ (8,231) $ (19,465)
cspP $ 184,801 $ 216,064 $ 206,187 § 272,942 $ 219,999
1&M $ (121,873) $ (151,332) $ (31,422) $ (148,410) $ (113,259)
KPCO $ (40,008) $ (42,374) $ (39,030) $ (25,024) $ (36,632)
QPCO $ (22,377) $ 33901 § (97,775) $ (83,176) $ (42,357)
Total $ 22829 $ 4,317) $ 6,531 $ 8,102 § 8,286
e. Seenario C —Cook Units OQutage

Summary of Scenario C

The following table presents the summary results for Scenario C, which simulates the
impact on production costs based on an extended outage for both Cook nuclear units. This
scenario uses the same market prices as Scenario B (i.e., high market prices). The production
cost numbers presented below are the average for the 2010 and 2011. The suminary table shows
the difference between the Pool and the PJM Standalone cases for Net Production Cost, Capacity
and the JAA. Decreases indicate that the Standalone case is more favorable for a particular pool

member.
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Summary Table — Scenario C (Average for 2010 and 2011)

- $Millions Net Production Capacity IAA Elimination - Total
APCO $ 152 | $ (332)] $ 1213 (168)
CcsP $ 401 % 2819 10193 78
&M $ 711$ 1231 % Gis 191
KPCO $ (3% (57)1 % 2] % (62)
OPCO $ 61| $ 238 | $ @) 3 (30)

Additional Specific Assumptions For Scenario C

° Both Cook units are out of service throughout 2010 and 2011

° Pool affiliate transactions are eliminated in the Standalone view

° All short or excess energy is bought and sold in the PIM spot market — no

bilateral contracts- in the Standalone view

o PIM Capacity is priced at $160 MW-Day for 2010 and 2011
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Additional Detail For Scenario C

The following tables present more detailed data for Scenario C.

Table 1 shows the Net Production cost for the Pool and Standalone cases for each year of the

study.

Table 1 — Scenario C

2010 2011 2017 2018 Average
NET PRODUCTION COST ($000)
Pool in Place
APCO $ 1,250,877 $ 1,599,828 $ 1,425,353
CSP $ 690,001 $ 880,205 $ 785,103
&M 3 877,822 3% 1,045,066 $ 961,444
KPCO $ 275358 $ 345,777 $ 310,567
OPCO $ 1,153,863 $ 1,426,606 $ 1,290,235
Total 3 4247920 $ 5,207,482 3 4,772,701
PJM Siandalone
APCO S 1451800 % 1,702,930 $ 1,677,365
CSP $ 740812 $ 908,567 $ 824,690
1&M $ 956,466 $ 1,109,320 $ 1,032,893
KPCO $ 273692 $ 342,016 $ 307,854
OPCO 3 825072 % 1,234,327 5 1,029,700
Total 3 4247842 % 5,297,161 $ 4,772,501
Change

APCO $ 200923 $ 103,102 $ 152,013
CSP 3 50,811 % 28,363 $ 39,587
| &M 3 78644 & 64,253 $ 71,449
KPCO $ (1,665) $ (3,760) $ (2,713)
OPCO $ (328,791) $ (192,279) $ (260,535)
Total 3 (78) $ (321) $ (200)
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Table 2 shows the Capacity Cost for the Pool and Standalone cases for each year of the study.

Table 2 — Seenario C

2010 2011 2017 2018 Average
CAPACITY ($000)
Pool in Place (Pool Capacity Payments/Receipts + PJM Capacity Surpius Sale)
APCO $ 379,445 § 410,574 $ 395,009
CSP $ 13,180 § (2,923) $ 5,128
(&M $ (67,804) S (78,053) $ (72,928)
KPCO % 68,534 % 65,421 $ 66,977
OPCO g (365,322) $ (350,985) g (358,153)
Total § 28,032 % 44,034 $ 36,033
PJM Standalone(Capacity Based on PJM Market)
APCO $ 66,109 $ 59,334 $ 62,722
CSP $ 34,806 % 32,062 $ 33,434
1&M $ 35916 &% 64,006 $ 49,961
KPCO $ 13,666 % 6,599 $ 10,132
OPCO 3 (122,465) % (117,968) $ (120,216)
Total 3 28,032 3 44,034 $ 36,033
Change

APCO $ (313.336) $ (351,239) $ (332,288)
CSP 5 21,627 $ 34,985 3 28,306
&M $ 103,720 $ 142,080 $ 122,890
KPCO $ (54,868) $ (568,822) $ (56,845)
OPCO 3 242,857 % 233,017 $ 237,937
Total 3 - $ - $ -

Table 3 shows the SO2 Cost for the Pool and Standalone cases for each year of the study.

Table 3 — Scenario C

2010 2011 2017 2018 Average
ELIMINATION OF IAA - Net SO2 Cost ($000)
Pool in Place
APCO $ (14,904) % (3.190) $ (9,047)
CsP $ (6,079) $ (7,669) $ (6,874)
1&M $ 6,010 % 9,037 3 7,974
KPCO 3 5443 $ 9,051 $ 7,247
OPCO 3 10,200 $ 15,514 3 12,857
Total $ 671§ 23,643 b 12,157
PJM Standalone
APCO $ 2714 % 4,153 $ 3,434
CSP $ 3,725 & 2,223 $ 2,974
1&M $ 5386 $ 4,814 $ 5,100
KPCO $ 5132 % 4,800 $ 4,966
OPCO 3 5317 % 5,000 3 5,159
Total 3 22273 & 20,991 $ 21,632
Change

APCO 3 17,617 8 7,343 $ 12,480
csP $ 9,803 % 9,893 $ 9,848
1&M $ (625) $ (5,123) 3 (2,874)
KPCO $ 311) $ (4,251) $ (2,281)
QPCO $ (4,883) $ (10,514) $ (7,699)
Total $ 21602 § (2,652) $ 9,475




Table 4 shows the summary of the Net Production component, the Capacity component and IAA

component for the Pool and Standalone cases for each year of the study.

8.

the operating companies if primary energy deliveries to other Pool members are priced at
incremental cost of production rather than the average cost of production as is prescribed by the

IA.

Table 4 — Scenario C

KPSC Case No. 2011-00401
Commission Staff's Second Set of Data Requests
Order Dated February 8, 2012

AEP INTERCONNECTION AGREEMENT STUDY— CAUSE NO. 43306

TOTAL OF NET PRODUCTION, POOL CAPACITY AND IAA ($000)

2010 2011 2017 2018 Average
Pool in Place
APCO $ 1615418 §$ 2,007,212 $ 1,811,315
csP $ 697,102 § 869,612 $ 783,357
1&M $ 816,028 $ 976,950 $ 896,489
KPCO $ 349,334 § 420,248 $ 384,791
oPCO $ 798,741 $ 1,091,136 $ 944,938
Total $ 4276623 $ 5365158 $ 4,820,890
PJM Standalone
APCO $ 1520622 $ 1,766,418 $ 1,643,520
csp $ 779,343 942,852 $ 861,098
(&M $ 997,767 $ 1,178,140 % 1,087,954
KPCO $ 292,490 § 353,415 $ 322,953
OPCO $ 707,924 $ 1,121,359 $ 914,642
Total $ 4298147 $ 5,362,185 $ 4,830,166
Change
APCO $ (94,796) $ (240,794) $ (167,795)
CcsP $ 82,241 $ 73,240 $ 77,741
1&M $ 181,739 § 201,190 $ 191,465
KPCO $ (56,844) $ (66,833) $ (61,839)
OPCO $ (90,816) $ 30,223 $ (30,297)
Total g 21524 % (2,973) $ 9,276
OTHER ANALYSES
a. Primary Energy Deliveries Priced Incrementally

At the request of stakeholders, the Company performed an analysis to show the effect on

ltem No. 1
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2010 2011 Average

INET PRODUCTION COST ($000)
Pool in Place - Avg.
APCO $ 1,085,570 § 1,349,487 % 1,217,529
C3P $ 589,752 $ 757,667 $ 678,709
1&M $ 617,706 $ 708,757 $ 663,231
KPCO $ 232,095 $ 287,648 % 259,871
OPCO $ 1,000,534 $ 1,294,400 $ 1,147 467
Total $ 3,635,657 3 4,397,958 $ 3,966,808
Pool in Place - Incremental

APCO $ 1,085,761 $ 1,346,314 $ 1,216,038
CSP $ 599,371 § 755,400 $ 677,386
1&M $ 610,753 $ 703,962 $ 657,358
KPCO $ 232,458 $ 287,519 § 259,988
OPCO $ 1,007,314 § 1,304,763 3 1,156,038
Total $ 3,535,657 $ 4,397,958 $ 3,966,808

Change
APCO $ 191 3 (3,173) (1,491)
CSsSP % (381) % (2,266) $ (1,324)
1&M $ (6,952) $ (4,795) $ (5,873)
KPCO 3 363 % (129) $ 117
OPCO $ 6,780 $ 10,362 $ 8,571
Total $ 0% 0% 0
b. Modification of the MLR

As described earlier, the 1A defines MLR as the ratio of a member’s highest NCP in

relationship to the total of all members’ highest NCP demand for the preceding twelve months.

At the request of the parties, an analysis was performed to determine the effects on I&M’s Pool

components if the FERC approved a change in the definition of the MLR to utilize to a Peak

Load Contribution (PLC) method based on the PJM tariff. The PLC method uses the coincident

peak for each member company at the time of the PJM system’s five highest daily peaks. For

PJM the five highest peaks occur in the summer. The year 2010 was evaluated assuming high

market prices.

J
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The table below compares the MLR ratios for 2010 to the PLC ratios.

Allocation Methods

Operating  Average Average
Company MLR PLC Delta
. () @ (3=)-(1)

APCO 0.32755 0.29748 (0.03007)
CSP 0.18587 0.20271 0.01684
I&M 0.19023 0.19669 0.00646
KPCO 0.07083 0.05806 (0.01277)
OPCO 0.22552 0.24506 0.01954
Total 1.00000 1.00000 0.00000

Applying PLC instead of MLR to the most significant of the items that are affected by the MLR

produces the following results for the Pool members.

2010 Treatment of Pool Payments under Member Load Ratio (MLR) and Peak Load Contribution (PLC)
All Amounts in $000
: Member Load Ratio Peak Load Contribution Deltas

Operating Pool 0SS Pool 0SS Pool 08s

Company ; Capacity Margins Total Capacity Margins Total Capacity Margins Total
e @) @=@HE) 0 @ @=0He) (0 () (12)= (0511
APCO ¢ $370,803 (520,041)  3350,762 - $240,165 ($18,125)  $222,039 (8130,638) $1,916 ($128,722)
csP $8,035 :  ($11,534)  ($3,409) $80,603 ; ($12423)  $68,180 $72,568 (5889) $71,679
&M ($73,794)°  (S11,780)  (385,573) . (544,905) ($12427)  (857,332) $28,889 ($648) $28,242
KPCO $66,617 (84,379) $62,238 $11,065 | ($3,616) $7,449 ($55,552) $763 ($54,789)
OPCO . ($371,661).  ($13,886) ($385,546) - (5206,928).  (515,028) ($301,956) $84,733 (51,142) 583,590
Total $0 (561.619)  (561,619) $0 (361,619)  (561,619) $0 $0 $0

Negative represents a decrease in cost of service

Note: Peak Load Contribution based on average of individual Operating Company peaks at the times of the 5 daily PJM peaks during the

12 months ended October 2008 (applicable to PJM Planning Year 09/10 for Jan - May 2010) and the 12 months ended October 2009
(applicable to PJM Planning Year 10/11 for Jun - Dec 2010)

e. Plant Retirement Analysis

At the request of the other parties to this proceeding the Company prepared an analysis

summarized in the table below which shows how planned retirements affect the relative capacity

positions in the AEP Pool between 2010 and 2018. Also shown are the MLRs for these years.
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CAPACITY SUNMMARY: 2010 AND 2018

Dec. 2010 Rerates and Dec. 2018
Dec. 2010 Percent of Retirements Additions Dec. 2018 Percent of
Capacity MW Capacity Through 2018 Through 2018 Capacity MW Capacity
APCO 6,449 24% (635) 1,281 7,095 27%
Csp 4,892 19% {265) 112 4,739 18%
&M 5,511 21% 0 519 6,030 23%
KPCO 1,481 6% 0 (48) 1,433 5%
OPCO 8,068 31% (2,220) 713 6,561 25%
Total 26,401 (3,120) 2,578 25,858
Member Load Ratio (MLR): 2010 AND 2018 ,
Dec. 2010 Dec. 2018
MLR MLR
APCO 32.6% 33.2%
csp 18.2% 18.9%
&M 19.5% 18.7%
KPCO 7.2% 6.9%
OPCO 22.6% 22.3%
Total 100.0% 100.0%

40
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CERTIFICATE OF SERVICE

The undersigned certifies that on December 11, 2009 a copy of the

foregoing was served by email transmission upon the following:

Leja D. Courter

Jeffrey M. Reed

Randall C. Helmen

Office of Utility Consumer Counselor
Suite 1500 South

115 W. Washington Sireet
Indianapolis, Indiana 46204
lcourter@oucc.in.gov
jreed@oucc.in.gov
rhelmen@oucc.in.gov

Randolph L. Seger

Bingham McHale LLP

2700 Market Tower

10 West Market Street
Indianapolis, Indiana 46204
rseger@binghammchale.com

Jerome E. Polk

Polk & Associates, LLC

101 W. Ohio Street, Suite 2000
Indianapalis, Indiana 46204
jpotk@polk-law.com

Shaw R. Friedman

Friedman & Associates, P.C.

705 Lincolnway

LaPorte, Indiana 46350
Sfriedman.associates@verizon.net

INDSO1 1168240v1

John F. Wickes, Jr.

Bette J. Dodd

Timothy L. Stewart

Lewis & Kappes, P.C.

One American Square, Suite 2500
Indianapolis, Indiana 46282
jwickes@lewis-kappes.com
bdodd@lewis-kappes.com
tstewart@lewis-kappes.com

Robert W. Wright

Dean, Webster & Wright, LLP
50 S. Meridian Street

Suite 500

Indianapolis, IN 46204
wright@dwwklaw.com

Mr. Grant Smith

Citizens Action Coalition

603 E. Washington Street, Suite 502
Indianapolis, Indiana 46204
gsmith@citact.com .

Michael B. Cracraft

Steven W. Krohne

Hackman Hulett & Cracraft, LLP

111 Monument Circle Drive, Suite
3500

Indianapolis, Indiana 46204
mcracraft@hhclaw.com
skrohne@hhclaw.com

Teresa E. Morton
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Commission Staff’s Second Set of Data Requests
Dated February 8, 2012

Item No. 2

Page 1 of 1

Kentucky Power Company

REQUEST

Refer to Kentucky Power’s response to Staff's First Request, Item 1. Article 8 of the AEP
System Interim Allowance Agreement states, “[t]his Agreement shall continue in effect
from the effective date until the effective date of any subsequent agreement.” Have either
Kentucky Power or AEP contemplated a subsequent Interim Allowance Agreement and,
if so, what form will it take.

RESPONSE
Neither Kentucky Power nor AEP are presently contemplating any subsequent allowance

agreement and no such agreement has been filed with FERC given the provisions of the
proposed Power Cost Sharing Agreement.

WITNESS: Ranie K Wohnhas
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Kentucky Power Company

REQUEST

Refer to Kentucky Power’s response to Staffs First Request, Item 4, which states that
“[t]he overall scope and cost of the [Big Sandy Unit 1] environmental retrofit was
deemed uneconomic due to the high cost and small capacity of the unit.” Provide the type
of environmental retrofit technology that Kentucky Power considered for Big Sandy Unit
1 and the estimated cost of that environmental retrofit on a total basis and on a per kW
basis.

RESPONSE
Kentucky Power considered Dry FGD NID technology coupled with an SCR. The

estimated cost was $198,531,800 or approximately $720 per kW. The retrofitted unit
would have required 1.7 Ib SO2/MMbtu coal.

WITNESS: Ranie K Wohnhas
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Kentucky Power Company

REQUEST

Refer to Kentucky Power’s response to Staff's First Request, Item 7. Explain how
Kentucky Power’s 2011 Environmental Compliance Plan would differ if Kentucky Power
had begun the installation of a scrubber at Big Sandy Unit 2 in 2004 or 2005 and whether
the scrubber technology at that time would have allowed Kentucky Power to meet the
then newly established Clean Air Interstate Rule and/or Clean Air Mercury Rule
requirements.

RESPONSE

Had the Company begun the installation of a scrubber at Big Sandy Unit 2 in 2004 or
2005, a wet flue gas desulfurization (WFGD) system would have been installed. The
WFGD would have required a waste water treatment (WWT) facility for a chloride purge
stream, an extensive dewatering system, and a dry sorbent injection (DSI) system to
mitigate SO3. These systems are not required for the currently proposed dry flue gas
desulfurization (DFGD) system.

To the Company's knowledge, the WFGD and its associated technologies would have
allowed Kentucky Power to meet the then newly established Clean Air Interstate Rule
and the Clean Air Mercury Rule requirements.

WITNESS: John M McManus and Robert Walton
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Kentucky Power Company

REQUEST

Refer to Kentucky Power’s response to Staff’s First Request, Item 15. Provide the
estimated annual cost of the four environmental projects at other AEP facilities that

are expected to be incorporated into Kentucky Power’s environmental compliance
recovery mechanism along with the Capital Improvement Requisitions (“CI”) approved
by the respective AEP Subcompany Board for each of the four environmental projects.

RESPONSE

The estimated annual cost of the four environmental projects at other AEP facilities that
are expected to be incorporated into KPCo's envirommental compliance recovery
mechanism is estimated to be $306,612, which includes an amount for the capacity
investment as well as operations expenses and 50% of maintenance expenses, per the
pool agreement. Please see Attachment 1 of the Company's response to KPSC 2-23 for
support.

The Capital Improvement Requisitions approved by the respective AEP Subcompany
Board for each of the four environmental projects that are already in service are attached
as pages 2 through 21 to this response.

WITNESS: Lila P Munsey
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CAPITAL PROJECGT APPROVAL REQUISITION

Company:

Authorization Type:

Ohio Power

Capital Improvement

Project Number: ANIPOO1153

Version Number; 4

Business Line:
Location:

Project Title:

Business Reason:

Brief Description:

Regulatory Cost

Generation

Amos Plant Unit-3 Ash Pond
Amos-3 Ash Disposal Project
Environmental Regulations

The approval of this reguisition will enable completion of engineering, material
acquisition, construction, and commissioning activities for the project to provide
adequate fly ash disposal means for Amos Unit-3. A conversion to a totally dry ash
handing system is being installed to allow for the closure of the AM-3 fly ash pond
outlet -001 by the end of 2010, The total estimated cost of this project is $75.3M.

OPCo is permitted to seek a return on incremental environmental expenses through

Recovery: 2011 under the 2009 Ohio ESP order.
Proiect Start: Completion: In-Service:
rojec 8/1/2007 3/31/2011 12/31/2010
Dates:
Expenditure to be Authorized (fully loaded)
Capital ($) Removal ($) Total ($)
Previously Approved Amount 25,911,334 0 25,911,334
This Submission 24,452,054 0 24,452,064
Total ($) 50,363,388 0 50,363,388
Required Signatures
Authorization Title Approver Signature Date
Limits
amt < $ 10m Senlor Vice President or McCullough, M.
Operating Company President
$10ms< amt<§ President AEP Transmission or Akins, N.
20m President AEP Utilities/COQ/EVP
amt > $20m Chairman, President & CEO Morris, M.
CP&B Review Senior Vice President Dieck, L.
2010 Direct Cost Budget Availability for this Authorization: $34.78M  InBudget § __ Offset

If offset, indicate source and amount:
Requested future year amounts are included in or offset within the Strategic Plan Capital Forecast.

Page 1 of 3
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CAPITAL PROJECT APPROVAL REQUISITION

Cash Flow (fully loaded)

Prior Future
Year Years 2010 2011 2012 Years Total ($)
Capital | 18,852,680 29,951,190 1,659,518 0 0 50,363,388
Removal 0
Total 1o be )
Authorized 18,852,680 29,951,190 1,659,518 0 0 50,363,388
Assoc. O & M 639,071 0 0 639,071

Note: Associated O & M is not approved with this requisition. Operating & Maintenance dollars are assumed to he in
budget or offset in the year spent.

Financial Analysis Summary

This option for ash disposal was determined to be the lowest capital cost among the 11 options
considered based on economic analysis and risk impact evaluation.

Reason for Revision

Approximately 80% of the engineering and material procurement activities are complete, while more than
70% of the construction is still required to be finished for the project. This Cl revision is required to
secure funds to complete material procurement and construction activities for the new dry fly ash system.
Additional construction resources could not be secured under the currently approved Cl funding which
was primarily for engineering and long lead time equipment only. It is anticipated that the project can be
completed for this amount and no additional Cl revision request will be required.

Project Justification

1) Fly Ash disposal for Amos 3 will reach the fly ash pond design life capacity by 2012

2) The current environmental concern involves the 8.6 MGD discharge to Little Scary Creek (outlet -001)
meeting the selenium and whole effluent toxicity levels as set by the West Virginia Department of
Environmental Protection (WVDEP), Treatment for this volume of effluent has been estimated as
high as $197M.

3) Conversion {o a totally dry ash handiing system eliminates risks associated with additional capital
investment to continue with use of the existing fly ash pond system for ash disposal.

4) These improvements were determined by a multi-discipline team to be the least total cost compared
to all other alternatives, including consideration of risks and opportunity.

Other Alternatives Considered

A study was conducted from April fo July, 2007 to evaluate all options available for the transport and
disposal of Amos-3 fly ash. A multi-discipline and multi-organizational team originally recommended a
semi-dry pumping system as a replacement for the existing dilute-solution sluicing system. The semi-dry
system would utilize the existing fly ash pond for ash disposal and allow for the elimination of outlet -001
and hence allow conformance with environmental NPDES limitations at outlet -001.

The semi-dry project was presented to the PMRG on January 20, 2009 to seek approval to begin detailed
engineering/design. Recalling the failure of the ash impoundment dam at the TVA Kingston facility in
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December 2008, the PMRG requested that the team further explore the dry disposal option. On February
19, 2009 the dry alternative was recommended to the PMRG and approved.

Conclusion

The recommended dry fly ash alternative is the least capital cost option, as compared to the other
alternatives. Construction began in March 2009 and the ash storage silo installation work is complete.
These funds are required to complete construction of the new dry ash handling system, construction of
the fly ash pond reclaim water system and closure of the -001 outfall.

Associated | Future Projects

Future projects to be funded under separate Capital Improvement requests or other funding means
include: 1) Completion of a new haul road to the existing FGD landfill for ash disposal; 2) Permanent
closure of the fly ash pond.

Project Contacts
Contact MName Telephone
Project Manager Karl Adams 200-2084
Requisition Detail Provider Karl Adams 200-2084

Page 3 of 3



KPSC Case No. 2011-00401

Commission Staff's Second Set of Data Requests
Order Dated February 8, 2012

ltem No. 5

Page 5 of 21

CAPITAL PROGRAM APPROVAL REQUISITION

e
Company: AEP System Program Number:  WWT4HGRED
Authorization Type: Capital Program Version Number: 2 Rev 2d

Business Line: Generation

Location: Various Generating Plant Locations

Project Title: Mercury Reduction in the FGD Chloride Purge Stream — Phase 2

Business Reason: Regulatory and Other Compliance

Brief Description: This Program Improvement Requisition requests funding for Phase 2 (final) of the

project which includes the engineering, design, procurement and installation of
WWT CPS mercury reduction systems at the Cardinal, Conesville, Amos and
Mountaineer plants.

Funding for permanent in-pond mercury reduction systems at the Mitchell, Amos
and Mountaineer plants is also requested as the pilof testing at Mitchell was
successful in further reducing mercury concentrations.

Permit In-service dates::

Mitchell — 5/4/2010

Cardinal — 12/1/2010

Conesville —~ 12/13/2010

Amos — 3/9/2011

Mountaineer — 7/10/2011

Regulatory Cost See the Regulatory Cost Recovery Section.
Recovery:
Project Start: Completion: In-Service:
Dates: 8/1/2009 Various (See Above) Various (See Above)
Expenditure to be Authorized (fully loaded)
Capital ($) Removal ($) Total ($)
Previously Approved Amount 4,939,039 0 4,939,039
This Submission 12,971,484 0 12,971,484
Total (§) 17,910,523 0 17,910,523
Required Signatures
Authorization Title Approver Signature Date
Limits
amt<§$ 10m Senior Vice President or McCullough, M.
Operating Company President
$10m s ami<$ President AEP Transmission or Akins, N.
20m President AEP Utilitles/COO/EVP
ant > $ 20m Chalrman, President & CEO Morris, M.
CP&B Review Director Martin, J.
2010 Direct Cost Budget Availability for this Authorization: $9.1 InBudget  $2.6 Offset

if offset, indicate source and amount:  MT LBR Vertical Expansion
Requested future year amounts are included in or offset within the Strategic Plan Capital Forecast.
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Cash Flow {fully loaded)

Year YZ';?S" 2010 2011 F ure Total ($)

Capital | $323,757 | $11,802,440 | $5,784,326 0| $17,910,523

Removal 0 0 0 0 0

Totaltobe | ¢395 757 | §11,802,440 | $5,784,326 o| $17.910,523
Authorized ) e ' ! o

Assoc. O & M 0 0 0 0 0

Note: Associated O & M is not approved with this requisition. Operaling & Maintenance dollars are assumed fo be jn
budget or offset in the year spent.

Financial Analysis Summary

Parameter IRR NPV Payback Period DHSCBLS'ZERme
Resuit NA NA NA NA
Note: These resuiffs must match all background information.
Program Cl's

Cl Number Operating Previously Approved This Submission () Subtotal ($) Total ($)

Company Amount ($)

Capital Removal Capital Removal Capital Removal

000016400 | OPCo 4,003,000 0 (1,832,520) 0} 2,170,480 01 2,170,480

Cardinal Oper 0 0 0 0 0 0 0
000016401 | Co
000016402 | OPCo 90,825 0 754,905 0 845,730 0 845,730
000016403 | BPCo 181,676 0 1,486,004 0| 1,667,680 0| 1,667,680
000016404 | APCo 190,750 0 1,735,296 0] 1,926,046 0] 1,926,046
000016405 | OPCo 81,750 0 480,948 0 562,698 0 562,608
000016406 | APCo 272,500 0 2,219,531 0] 2,492,031 0] 2,492,031
000018350 | CPSCo 118,538 0 987,433 0| 1,105,971 0] 1,108,871
000019861 | OPCo 0 0 1,718,121 0] 1,718,121 0| 1,718,121
000019682 | APCo 0 0 2,706,753 0| 2,708,753 0| 2,706,753
000019683 | APCo g i} 2,100,270 0/ 2,100,270 0} 2,100,270
000019684 | OPCo 0 0 614,743 0 614,743 0 614,743
Subtotal ($) 4,939,039 1] 12,971,484 01 17,910,523 0 { 17,910,523

Tofal AEP

Portion ($)* 4,757,363 0 11,485,480 0| 16,242,843 0] 16,242,843

* Excludes the Buckeye Power portion of Cardinal Plant
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Version 2

Project Justification

The current NPDES permits for Mitchell, Mountaineer, Amos, Cardinal, and Conesville Plants contain
water quality effluent limitations for mercury that are required to be met during 2010 to 2011, At these
facilities, the mercury limits have been established at or below 12 ppt at their outfalls.

Pilot testing of mercury reduction technologies was conducted at Mountaineer Plant from July 2008 to
December 2008, The most significant finding of the pilot test was that the mercury being discharged from
the Chloride Purge Stream (CPS) in the Waste Water Treatment Plant (WWTP) could be significantly
decreased (~80-80% reduction) by injecting an organo-sulfide chemical with an optimized coagulant feed
upstream of the WWTP primary clarifiers. The increased mercury removal rate is primarily due to the
capture and settling of mercury bound to fine suspended solid particles in the CPS effluent. Using
Mitchell Plant as an example, the existing CPS WWTP discharge contains mercury concentrations in the
range of 1000 - 2000 ppt. With the chemical optimization in the CPS WWTP, it has been demonstrated
that mercury concentration in the effluent stream can be reduced to < 200 ppt, but could not achieve the
required <12 ppt.

As noted above, mercury reduction at the CPS WWTP alone was not sufficient to comply with NPDES
limits at pond outfalls. Mitchell, Mountaineer, and Amos will require mercury reduction in the other
streams that enter the pond system. The removal mechanism for mercury for in-pond treatment is similar
to the organo-sulfide and coagulant injection af the CPS WWTP where fine particles containing mercury
will settle out in the ponds and are retained in the sludge rather than being discharged to the permitted
outfall. In-pond freatment requires chemical injection systems, a recirculation system for coagulant
dilution, and potential modification of the ponds to improve chemical distribution and increase effective
retention to enhance settling of solids. A temporary in-pond treatment pilot test at the Mitchell Plant has
demonstrated reduction in mercury to the 12 ppt level. Based on these results, permanent in-pond
treatment systems at Mitchell, Mountaineer and Amos will be installed prior to the permit deadlines.

In-pond treatment at the Cardinal and Conesville Plants is not practical due fo differences in the plant
configuration. Due to the location of the outfalls, effluent is diluted and at this time it is expected permit
requirements will be met. If additional mercury reduction is required it will be addressed using different
technology or modifications.

Installation of the organo-sulfide and coagulant injection systems in the CPS WWTP and bottom ash
pond is in progress at the Mitchell Plant with a compliance operational date of 5/4/2010. The compliance
operational dates are 3/9/2011 for Amos Units 1-3, 12/1/2010 for Cardinal Units 1-3, 12/13/2010 for
Conesville U4, and 7/10/2011 for Mountaineer,

Program funding is being requested for the second phase of this program:
Phase II: $13.0M

a. Complete engineering, design, procurement and installation of crgane-sulfide and coagulant
chemical treatment of the CPS in the WWTP at the Mountaineer, Amos, Conesville, and Cardinal
Plants.

b. Complete engineering, design, procurement and installation of organo-sulfide and coagulant
chemical injection systems for in-pond treatment at the Mitchell, Mountaineer, and Amos Plants.
This includes potential pond configuration changes fo enhance chemical distribution and sclids
sedimentation.
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®

Other Alternatives Considered

Alternatives to Organo-Sulfide Chemical Treatment in CPS WWTP:

Pilot testing of mercury reduction technologies conducted at Mountaineer during 2008 included evaluation
of the following technologies: ultrafiltration; mercury selective ion-exchange resin; and bioreactors. The
direct equipment costs of these technologies range from $1.2 million to $5.45 million for a 350gpm
system. Installation costs, balance of plant upgrades and overheads would greatly increase these costs.
Additionally, each technology would require more footprint space than is currently available in the existing
CPS WWTP buildings. The success of these technologies to reliably reduce mercury in the CP8 WWTRP
to levels below 12 ppt was not demonstrated during the Mountaineer Pilot test. The ultrafiltration units
employed by two of the vendors would not remain in service for extended time periods. The test units
failed within two weeks of operation. While ion-exchange resin and bioreactor technologies showed
promise of being able o produce an effluent mercury concentration of less than 12 ppt, each technology
requires a fully operational ultrafiltration unit to remove suspended and colloidal mercury. Further pilot
testing is required to find a filtration technology that may provide reliable service in addition to removing
suspended and colloidal mercury from the effluent stream. The recommendation to install organc-sulfide
chemical treatment of the CPS WWTP is based upon observations that an 80-90% reduction of mercury
is reliably achieved with the application of this technology.

The primary O&M costs associated with the chemical treatment in the CPS WWTP are the organo-sulfide
and coagulant chemical costs. Annual costs are expected to range from $50,000 to $100,000 at each
site.

Alternatives to In-Pond Treatment:

Alternative technologies to in-pond treatment that were considered are identical to those listed for the
CPS WWTP. The most significant difference is that individual treatment of mercury containing streams
entering the pond complexes have combined flow rates in excess of 6 million gallons per day. Thisisa
flow rate approximately 12 times higher than the flow rate used for the cost basis of the alternative
technologies considered for the CPS WWTP. A large volume flow rate would require a new treatment
facility with a footprint much larger than any plant currently has available, In-pond chemical treatment has
shown significant promise in laboratory testing and given the space constraints of the alternatives it may
be the only viable option for Mitchell, Mountaineer and Amos Plants. The in-pond pilot test at Mitchell
confirmed laboratory testing and appears to be a cost effective means of further reducing mercury
concentrations at Mitchell, Mountaineer, and Amos pond outfalls.

Similarly, the primary O&M costs with the in-pond treatment at Mitchell, Amos and Mountaineer will be the
organe-sulfide and coagulant chemical costs. Costs will be dependant on the pond inflows, which can
range between 3 to 9 millions gallons per day. An average annual cost of $600,000 is expected at each
site.

No Actien Option:

The option of taking no action was considered. Taking no action would result in violations of effluent
limitations and other provisions of the facility's National Pollutant Discharge Efimination System (NPDES)
permit. These viofations are subject to enforcement action by the state permitting agency or U.S. EPA
which can include civil penalties allowed under the Clean Water Act of up to $32,500 per day per
violation. More significant penalties exist for knowing violations of the permit.

Conclusion
To meet the NPDES permit requirements, the aforementioned mercury reduction technologies must be
installed.

Associated / Future Projects

Page 4 of 5



KPSC Case No. 2011-00401

Commission Staff's Second Set of Data Requesis
Order Dated February 8, 2012

ltem No. 5

Page 9 of 21

CAPITAL PROGRAM APPROVAL REQUISITION

et

The latest Mountaineer NPDES permit identifies three primary issuies regarding effluent to the river —
mercury, selenium, and storm water metals concentration. The selenium issue is being addressed via the
installation of a bio-reactor technology. Storm water concerns continue to be evaluated but the source
and treatment of metal concentrations has not been fully identified. The development of a storm water
solution may potentially interact with the mercury and selenium reduction approaches.

Regulatory Cost Recovery:

Fleet Wide Mercury Reduction Program - $17.9M (in-service 5/4/10 through 7/10/11 depending on plant

site)

»  $4.15M (45%) APCo VA Base Case, TYE TBD; effective TBD. Recovery of deferred costs under

Environmental Rate Adjustment Clause (E-RAC), if filed.

$3.97M (43%) APCo WV Base Case, TYE TBD; effective TBD

$0.55M (6%) KgPCo Purchased Power Pass-Through from APCo under three year settlement

agreement phase-in of generation rates.

$0.55M (6%) FERC Annual Formula Rate Update, TYE 12/31/11; effective 6/1/12

$5.91M (100%) OPCo is permitted to seek a return on incremental environmental expenses through

2011 under the 2009 Ohio ESP order, Pursuant to this provision of the ESP, cost incurred through

12/31/10 will be included in an Environmental Investment Carry Cost Rider (EICCR) filing in early

2011. Recovery of these costs will commence on 7/1/11 if approved by the PUCO.

> $1.11M (100%) CSP is permitied to seek a return on incremental environmental expenses through
2011 under the 2008 Ohio ESP order. Pursuant to this provision of the ESP, cost incurred through
12/31/10 will be included in an Environmental Investment Carry Cost Rider (EICCR) filing in early
2011, Recovery of these costs will commence on 7/1/11 if approved by the PUCO.

>  $1.67M (5%) Buckeye - Costs recovered per Buckeye rates

v v

A

Project Contacts
Contact Name Telephone
Project Manager Edward V. Gilabert 200-1765
Requisition Detall Provider Ron Jacobs 200-3675
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Comgany: AEP System Program Number:  ACICANRO00
Autharization Type: Capital Program Version Number: 4

Business Line: Generation

Location: Multiple Generating Plant Locations

Project Title: Activated Carbon Injection Program

Business Reason: Environmental, Safety and Health

Brief Description: Complete the Activated Carbon Injection System (ACIS) Program for reduction of

mercury emissions at Rockport generation plant only. After the CAMR was vacated
by the DC Appeals Court on Feb. 8, 2008, the installation of ACIS islands at the
following seven plants have been suspended, pending new legislation:
Northeastern, Sporn, Clinch River, Kammer, Tanners Creel, Pirkey and Oklaunion.

Regulatory Cost See Page 3
Recovery:
Project Start: Completion: In-Service:
Dates: 12/01/2006 01/01/2010 01/01/2010
Expenditure to be Authorized (fully loaded)
Capital ($) Removal ($) Total ($)
Previously Approved Amount 170,000,000 0 170,000,000
This Submission -134,667,408 0 134,667,408
Total ($) $35,332,592 $0 $35,323,592
Required Signatures
Authorization Title Approver Signature Date
Limits
amt < $ 10m Senior Vice President or McCullough, M.
Operating Company President
$10m < amb<$20m  President AEP Transmission or Akins, N.
President AEP Ulilities/COO/EVP
amt = $20m Chairman, President & CEQ Marris, M.
CP&B Review Senior Vice President Dieck, L.
2009 Direct Cost Budget Availability for this Authorization: $16.2M In Forecast $ N/A Offset

if offset, indicate source and amount:
Requested future year amountis are included in or offset within the Strategic Plan Capital Forecast.

0
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Cash Flow (fully loaded)

Prioy Future .
Year Years 2009 2010 2011 Years Total ($)
Capital | 21,881,911 13,450,681 0 35,332,592
Removal
Total to be
Authorized 21,881,912 13,450,681 0 35,332,592
Assoc. O & M

Note: Associated O & M is not approved with this requisition. Operating & Maintenance dollars are assumed to be in
budget or offset in the year spent.

Financial Analysis Summary

The decision to install this technology was made in the context of an AEP system wide environmental
compliance analysis which identified that this project was a critical element in achieving the least cost
compliance plan to meet current and future emission regulations. The analysis was conducted using the
multi-emissions compliance optimization model (MECO), a unique mixed integer programming model
which solves for the least cost environmental compliance plan. The model considers power and emission
allowance markets, load demand forecast, emission allowance balances, emission control retrofit costs,
new unit costs, unit emission rates, and unit operating costs. This proprietary mode! is a sophisticated
analytic tool that allows the company to systematically weigh costs and risks of a wide variety of options
and allows simultaneous optimization across multi-emissions (502, NOx, mercury and CO2).

Program Cls

Cl Number Operating Previously Approved This Submission {§) Subtotal () Total Cost ($)
Company/Plant Amount ($
Capital Rem Capital Rem Capital Rem

RKOO1ACIA AEG — Rockport 12,297,644 0 1,446,146 0 13,743,790 0 13,743,790
RKOO1ACID 1&M — Rockport 12,297,644 0 1,446,146 8] 13,743,790 0 13,743,790
TCOO1ACID 1&M -Tanners Crk 35,392,076 0 -35,235,480 0 156,587 0 156,587
SPO01ACIA APCO -8porn 1,3 9,491,227 0 -9,330,363 0 180,864 0 160,864
SPOO1ACIO OPCO - Sporn 2,4 9,491,227 0 -9,330,363 0 160,864 0 160,864
CRO0O1ACIO APCO - Clinch River 19,054,784 0 -19,019,440 0 35,344 D 35,344
PRKG1ACIO SWEPCO - Pirkey 17,005,445 Q -12,259,438 0 4,706,007 0 4,708,007
NEQO3ACIO PS80 - Northeastern 18,924,694 0 -16,377,911 0 2,546,783 0 2,546,783
"OKLG1ACIO P30 - Okfaunion 3,750,178 0 3,745,404 0 4,774 0 4,774
OKND1ACID TNC - Oklaunion 13,206,085 4] -13,279,159 0 16,926 0 16,926
KMOO1ACIO OPCO - Kammer 18,998,996 0 -18,942,133 0 56,863 0 56,863
Total Cost(3) 170,000,000 30 -134,667,408 $0 35,332,592 $0 35,332,592

Yersion 4: Project Justification

Appraval of Version 4 of Cl ACICAMROO0 will authorize the reduction of $134,667,408 from the ACIS
Program funding. On Feb. 8, 2008, the District of Columbia Circuit Court of Appeals issued a decision
which vacated the EPA's Clean Air Mercury Rule (CAMR). The CAMR required that coal-fired power
plants regulate mercury emissions, The 2010 CAMR compliance deadline no longer applies. A new
deadline under the previous Maximum Achievable Control Technology (MACT) standaid now requires
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new rulemaking. AEP Management has decided to suspend and no longer fund the ACIS Program
activities at Pirkey, Sporn, Clinch River, Tanners Creek, Kammer, Northeastern, and Oklaunion. The
Program is continuing at Rockport. Activated carbon injection for mercury confrof is widely accepted in
the industry as a viable technology and it is likely to be a part of our future fleet compliance plan.
Continuing with this ACIESP project will demonstrate the capability of this technology on a long-term
basis and will result in data that will be of value both to AEP's future compliance planning effort and to
AEP as we work with EPA when new mercury rulemaking begins. Once new mercury regulations have
been approved, a determination will be made of the costs spent to date on the suspended projects and
they will either be completed or expensed.

Version 3 authorized the total required funding of $170,000,000 for implementation of the ACIS Program
consistent with the AEP Environmental Compliance Plan to meet Phase | of the Clean Air Mercury Rule
(CAMR) requirements

Versions 1 and 2 of this requisition authorized the Phase | feasibility studies and the Phase 1A conceptual
engineering/design phase of this project, respectively.

Other Alternatives Considersd

The MECO model was used to evaluate alternatives, such as the addition of a pulse-jet baghouses,
SCRM/FGD combinations, and AC| ESP for mercury capture. With the large capital investment required
for baghouse or SCR/WFGD installations, ACl ESP was selected as the least-cost option for mercury
removal at these plants. The program team continues to investigate the least cost implementation of the
overall ACIS Program. The areas of investigation that are considered by the team fo have a potential to
impact the total program scope include coal washing and/or possible coal/boiler additives at selected
units.  Further program adjustments may also result from comparing actual Hg monitoring data fo
baseline data to optimize the ACI program selection

Conclusion

The 2010 CAMR compliance deadline no longer applies. A new deadiine 