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KPSC Case No. 99-149 0 
Order Dated June 14,1999 

Item No. 3 
Page 1 o f  1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP shall designate an employee who will act as a contact for State Commissions 
and consumer advocates seeking data and information regarding affiliate 
transactions and personnel transfers. Such employee shall be responsible for 
providing data and information requested by a State Commission for any and all 
transactions between the jurisdictional operating company and its affiliates, 
regardless of which affiliate(s) subsidiary(ies) or  associate(s) of an AEP operating 
company from which the information is sought. [Reference: Merger Agt., 
Stipulation and Settlement, Pg. 11, Item Q] 

RESPONSE: 

Mr. Errol K. Wagner, AEP-Kentucky Regulatory Services Director, is the contact 
designee for the Kentucky Public Service Commissioners and Staff and the 
Kentucky Attorney General’s Office regarding affiliate transactions and personnel 
transfers. 

WITNESS: Errol K. Wagner 
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Order Dated June 14,1999 
Item No. 21 
Page 1of  1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

Please provide designated employee or agent within Kentucky who will act as a 
contact for retail customers regarding service and reliability concerns and provide a 
contact for retail consumers for information, questions and assistance. Such 
AEPKentucky Power representative shall be able to deal with billing, maintenance 
and service reliability issues. [Merger Agt., Stipulation and Settlement, Pg. 11, Item 
Rl 

RESPONSE: 

The Company w o u l ~  prefer customers to initially call the Customer Solution 
Centers, whose representatives are capable of answering questions concerning 
service, reliability concerns and billing issues. However, the AEP-Kentucky 
Regulatory Services Department, specifically the Regulatory Services Director, are 
also capable of dealing with billing, maintenance and service reliability issues. 

WITNESS: Errol K. Wagner 
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KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 22 
Page 1 of 1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP shall provide each signatory state a current list of employees or agents that are 
designated to work with each State Commission and consumer advocate concerning 
state regulatory matters, including, but not limited to, rate cases, consumer 
complaints, billing and retail competition issues. [Reference: Merger Agt., 
Stipulation and Settlement, Pg. 11, Item 5.1 

RESPONSE: 

Mr. Errol K. Wagner, AEP-Kentucky Regulatory Services Director, and the AEP- 
Kentucky Regulatory Services Department staff are the designated employees to 
work with Kentucky Public Service Commission and the Kentucky Attorney 
General’s Office concerning state regulatory matters, including, but not limited to 
rate cases, consumer complaints, billing and retail competition issues. 

WITNESS: Errol K. Wagner 
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Order Dated June 14,1999 
Item No. 2 
Page l o f  1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

The Company further commits to maintain in Kentucky a sufficient management 
team to ensure that safe, reliable and efficient electric service is provided and to 
respond to the needs and inquiries of its Kentucky customers. 
[Reference: Merger Agt., Attachment C, Pg. 2, Item 6a] 

RESPONSE: 

Please see the Company’s response to Item No. 23 filed with the Commission on 
May 16,2003. 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 24 
Page 1 of 1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP shall contract with an independent auditor who shall conduct biennial audits for ten 
years after merger consummation of affiliated transactions to determine compliance with 
the affiliate standards outlined in the Stipulation and Settlement Agreement. The results of 
such audits shall be filed with the State Commissions. Prior to the initial audit, AEP will 
conduct an informational meeting with State Commissions regarding how its affiliates and 
affiliate transactions will or have changed as a result of the proposed merger. 
[Reference: Stipulation and Settlement Agreement, Page 11, Section S(V)] 

RESPONSE: 

Please see the Company’s response to Item No. 24 filed with the Commission on May 16, 0 2003. 

WITNESS: Errol K. Wagner 



STITES & €€%BISON 
A T T O R N E Y S  

August 29,2002 

Thomas M. Dorman 
Executive Director 
Public Service Commission of Kentucky 
21 1 Sower Boulevard 
P.O. Box 615 
Frankfort, Kentucky 40602-0615 

421 West Main Streei 
Post Office BOX 634 
Frankfort, KY 40602-0634 

[502] 223-4124 Fax 
Lvwwsti tes. c om 

15021 223-3377 

Mark R. Overstreet 

RE: P.S. C. Case No.99-149 

Dear Mr. Dorman: 

Enclosed please find and accept for filing an original and ten copies of Kentucky Power 
Company d/b/a American Electric Power's revised Net Merger Savings Credit tariff and 
supporting calculations. The amount of the credit has been revised to reflect the calculation of a 
new balancing adjustment factor. The Company proposes to place the tariff in effect on 
September 27,2002. 

If you have any questions, please do not hesitate to 

*-. 

Enclosures 

cc: David F. Boehm 
Elizabeth E. Blackford 
William H. Jones, Jr. 

Atlanta, GA Frankfort, ICY Hyden. KY Jeffersonville, IN Lexington, KY Louisville, KY Washington, DC 
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KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 1 
Page 1of 1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

Furnish annual financial statements of AEP, including consolidating adjustments of AEP 
and its subsidiaries with a brief explanation of each adjustment and all periodic reports 
filed with the SEC. Including but not limited to the U5S and U-13-60 reports. All 
subsidiaries should prepare and have available monthly and annual financial information 
required to compile financial statements and to comply with other reporting requirements. 
The financial statements for any non-consolidated subsidiaries of AEP should be furnished 
to the Commission. [Reference: Merger Agt., Ky. PSC Order dated 6-14-99, pg 10 (Periodic 
Reports)] 

RESPONSE: 

Please see the Company’s response to Item No. 1 filed with the Commission on May 15, 
2002. 

0 WITNESS: Errol K. Wagner 
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REQUEST: 

KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 2 
Page LofJ 

Kentucky Power Company 
d/b/a 

American Electric Power 

On an annual basis file a general description of the nature of inter-company transactions 
with specific identification of major transactions and a description of the basis upon which 
cost allocations and transfer pricing have been established. This report should discuss the 
use of the cost or market standard for the sale or transfer of assets, the allocation factors 
used, and the procedures used to determine these factors if they are different from the 
procedures used in prior years. [Reference: Merger Agt., Ky. PSC Order dated 6-14-99, 
pg. 11, Item 11 

RESPONSE: 

Please see the Company’s response to Item No. 2 filed with the Commission on May 15, 
2002. e 

WITNESS: Errol K. Wagner e 
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KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 3 
Page lo f  1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

On an annual basis file a report that identifies professional personnel transferred from 
Kentucky Power to AEP or any of the non-utility subsidiaries and describes the duties 
performed by each employee while employed by Kentucky Power and to be performed 
subsequent to transfer. [Reference: Merger Agt., Ky. PSC Order dated 6/14/99, Reporting 
Requirements, Pg. 11, Item 2.1 

RESPONSE: 

Please see the Company’s response to Item No. 3 filed with the Commission on May 15, 
2002. 



KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 4 
Page I of 1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP should file on a quarterly basis a report detailing Kentucky Power’s proportionate 
share of AEP’s total operating revenues, operating and maintenance expenses, and number 
of employees. [Reference: Merger Agt., Ky. PSC Order dated 6/14/99, Reporting 
Requirements, Pg. 11, Item 21 

RESPONSE: 

2nd Quarter 2002 

Below is the information detailing Kentucky Power’s Proportionate Share of AEP’s total 
operating revenues, operating and maintenance expenses and the number of employees for 
the 2nd Quarter ending June 30,2002. 

Kentucky Power Company 
Report Proportionate Share of AEP 

(in millions, except number of employees) 

Three Months 
June 30,2002 

Year to Date 
June 30,2002 

I I KPCO I SHARE I AEP I KPCO I SHARE I I AEP 

Revenues 14,912 308 2.1 YO Revenues 27,942 653 2.3% 

OperatingIMaintenance 14,094 264 1.9% Operating/Maintenance 26,138 555 2.1% 
Expense Expense 

Number of Employees Number of Employees 
At 06/30102* 22.356 417 1.9% At 03/31/02* 22,356 417 1.9% 

* See Response to Item No. 6 

WITNESS: Errol K. Wagner 
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KPSC Case NO. 99-149 
Order Dated June 14,1999 

Item No. 5 
Page 1 of 1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP should file any contracts or other agreements concerning the transfer of such assets or 
the pricing of inter-company transactions with the Commission at  the time the transfer 
occurs. [Reference: Merger Agt., Ky. PSC Order dated 6/14/99, Reporting Requirements, 
Pg. 11 (Special Reports)] 

RESPONSE: 

2nd Quarter 2002: 

During the three month period ending June 30,2002 there were 15 different transactions in 
which AEPKentucky sold assets to its affiliates. The assets transferred were various 
meters and transformers. The total dollar value of the assets transferred was $48,585. The 
smallest dollar value transferred was one meter at a value of $6.00. The largest dollar 
value transferred was 733 meters at a value of $21,628. 

WITNESS: Errol K. Wagner 
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KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 6 
Page 1 of 2 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP should file a quarterly report of the number of employees of AEP and each subsidiary 
on the basis of payroll assignment. [Reference: Merger A@., Ky. PSC Order dated 6/14/99, 
Reporting Requirements, Pg. 11, Item 1 (Special Reports)] 

RESPONSE: 

Please see attached. 

WITNESS: Errol K. Wagner 



EMPLOYEE COUNT BY LEGAL ENTITY 
EFFECTIVE 6/30/2002 

E07 
E10 

KPSC CASE NO. 1999-149 
Order dated June 14, 1999 

Item No. 6 
Page 2 of 3 

Ohio Power Company 2248 
Columbus Southern Power Co 1160 

2nd Qtr 2002 

E3 9 
E48 River Transportation Div I&MP 

E59 AEP Energv Services 

Lig Liquids Company L.L.C. 

E54 Conesville Coal Prep Co 

I c o  1 Company I EmployeeCount I 

36 
361 
37 

280 

Kingsport Power Company 

E04 
E06 Wheeling Power ComDanv 

E36 ILouisiana Intrastate Gas Co I 731 



EMPLOYEE COUNT BY LEGAL ENTITY 

EO 1 
E02 

EFFECTIVE 03/31/2002 

Kingsport Power Company 57 
Appalachian Power Company 2614 

I co I 

E3 6 
E3 9 
E48 
E54 

Descr 

Louisiana Intrastate Gas Co 65 
Lig Liquids Company L.L.C. 36 
River Transportation Div I&MP 332 
Conesville Coal PreD Co 37 

I Count ID I 

EEE 
EEL 
E" 
EM0 

CSW Energy, Inc. 92 
AEP Elmwood LLC 137 

AEP MEMCO 327 
Enershop, Inc. 3 

Kentucky Power Company 
Indiana Michigan Power Company 

E10 Columbus Southern Power Co 1174 

Public Service Co. of OK 993 
Southwestern Electric Power Co 1208 
AEP T&D Services, LLC 1 ETD 

EWW West Texas Utilities 676 

,E 

IE59 IAEP Enerw Services I 2701 
(E6 1 IAEP Service Cornoration I 76 161 
lE69 IAEP Pro Serv I 751 
IECC (Central Power & Light I 13571 

I  TOTAL I 22,4441 

KPSC CASE NO. 1999-149 
Order dated June 14, 1999 

Item No. 6 
Page 3 of 3 

Revised 1st Qtr 2002 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 3 
Page 1of 1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP should file an annual report containing the years of service at  Kentucky Power 
and the salaries of professional employees transferred from Kentucky Power to 
AEP or its subsidiaries filed in conjunction with the annual transfer of employees 
report. [Reference: Merger Agt., Ky. PSC Order 6/14/99, Reporting Requirements, 
Pg. 12, Item 21 

RESPONSE: 

Please see the Company’s response to Item No. 7 filed with the Commission on May 
15,2002. 

WITNESS: Errol K. Wagner 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 8 
Page 1 of 1 I 

I 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP should file an annual report of cost allocation factors in use, supplemented upon 
significant change. [Reference: Merger Agt., Ky. PSC Order dated 6/14/99, Reporting 
Requirements, Pg. 12 Item 31 

RESPONSE: 

Please see the Company’s response to Item No. 8 filed with the Commission on May 15, 
2002. 

WITNESS: Errol K. Wagner 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 9 
Page I of 1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP should file summaries of any cost allocation studies when conducted and the basis for 
the methods used to determine the cost allocation in effect. [Reference: Merger A@., Ky. 
PSC Order dated 6/14/99, Reporting Requirements, Pg. 12, Item 41 

RESPONSE: 

2nd Quarter 2002: 

Kentucky Power Company did not perform any cost allocation studies during the quarter 
ended June 30,2002. The methods used by Kentucky Power Company for cost allocations 
are documented in the AEP Cost Allocation Manual. 

WITNESS: Errol K. Wagner 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. no 
Page 1o f  1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP should file an annual report of the methods used to update or revise the cost allocation 
factors in use supplemented upon significant change. [Reference: Merger Agt., Ky. PSC 
Order dated 6/14/99, Reporting Requirements, Pg. 12, Item 51 . 

RESPONSE: 

Please see the Company’s response to Item No. 10 filed with the Commission on May 15, 
2002. 

@ WITNESS: Errol K. Wagner 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. a 
Page Io f  1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP should file the current Articles of Incorporation and bylaws of affiliated companies in 
businesses related to the electric industry or that would be doing business with AEP. 
[Reference: Merger Agt., Ky. PSC Order dated 6/14/99, Reporting Requirements, Pg. 12, 
Item 61 

RESPONSE: 

Please see the Company’s response to Item 11 in the December 8,2000 filing. 

WITNESS: Errol K. Wagner a 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 12 
Page l o f l  

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP should file the current Articles of Incorporation of affiliated companies involved in 
non-related business. [Reference: Merger Agt., Ky. PSC Order dated 6/14/99, Reporting 
Requirements, Pg. 12, Item 71 

RESPONSE: 

See the Company’s response to Item 11 in the December 8,2000 filing. 

WITNESS: Errol K. Wagner e 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 13 
Page l o f 1  

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

To the extent that the merger is subject to conditions or changes not reviewed in this case, 
the Joint Applicants should amend their filing to allow the Commission and all parties an 
opportunity to review the revisions to ensure that Kentucky Power and its customers are 
not adversely affected and that any additional benefits flow through the favored nations 
clause. [Reference: Merger Agt., Ky. PSC Order dated 6/14/99, Reporting Requirements, 
Pgs. 12-13] 

RESPONSE: 

Please see the Company’s response to Item No. 13 filed with the Commission on May 15, 
2002. 

WITNESS: Errol K. Wagner e 





KPSC Case NO. 99-149 
Order Dated June 14,1999 

Item No. 14 
Page 1 of 1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

The Joint Applicants should submit copies of final approval received from the FERC, SEC, 
FTC, DOJ, and all state regulatory commissions to the extent that these documents have 
not been provided. With each submittal, the Joint Applicants shall further state whether 
Paragraph 10 of the Settlement Agreement requires changes to the regulatory plan 
approved herein. [Reference: Merger Agt., Ky. PSC Order dated 6/14/99, Pg. 14 Item 71 

RESPONSE: 

I See the Company’s response to Item 14 in the December 8,2000 filing. 

WITNESS: Errol K. Wagner 





KPSC Case No. 99-149 
Order Dated June 14,1999 
Item No. j!j 
Page !of 1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

Provide annual Service Reliability Report addressing the duration and frequency of 
customer disruptions (CAIDI and SAIFI), including storms for calendar 2001. 
[Reference: Merger Agt., Attachment C, Pg. 1 Item I] 

RESPONSE: 

Please see the Company’s response to Item No. 15 filed with the Commission on 
May 15,2002. 

WITNESS: Errol K. Wagner 



KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 16 
Page I o f 1  

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

Provide annual Call Center Performance Measures for those centers that handle 
Kentucky customer calls (Call Center Average Speed of Answer (ASA) 
Abandonment Rate, and Call Blockage), for calendar year 2000. [Reference: 
Merger Agt., Attachment C, Pg. 1, Item 21 

RESPONSE: 

Please see the Company’s response to Item No. 16 filed with the Commission on 
May 15,2002. 

WITNESS: Errol K. Wagner 



i 

! 



KPSC Case NO. 99-149 
Order Dated June 14,1999 
Item No. 12 
Page 1of  1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

Will continue to compAely inspect its Kentucky electric facilities every two years 
and perform tree trimming, lightning arrestor replacement, animal guarding and 
pole and cross arm replacements. Provide data for calendar year 2001. 
[Reference: Merger Agt., Case 99-149, Attachment C, Page 1, Item 31 

RESPONSE: 

Please see the Company’s response to Item No. 17 filed with the Commission on 
May 15,2002. 

WITNESS: Errol K. Wagner 





Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEPKentucky Power management will compile outage data detailing each circuit’s 
reliability performance. In addition, by monitoring repeated outages on a regular 
basis, the Company will identify and resolve reliability problems, which may go 
unnoticed by using CAIDI and SAIFI results. This data will be coupled with 
feedback from district field personnel and supervision and management concerning 
other locations and situations where the impacts of outages are quantified. This 
process will be used to develop a comprehensive work plan each year, which focuses 
efforts to improve service reliability. The Company will undertake all reasonable 
expenditures to achieve the goal of limiting customer outages. 
[Reference: Merger Agt., Attachment C, Pg. 1, Item 41 

RESPONSE: 

Please see the Company’s response to Item No. 18 filed with the Commission on 
May 15,2002. 

WITNESS: Errol K. Wagner 

KPSC Case NO. 99-149 
Order Dated June 14,1999 
Item No. 18 
Page i o f  1 

e 
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KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 19 
Page I of 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

Plans to continue to maintain a high quality workforce to meet customers’ needs. 
[Reference: Merger Agt, Attachment C, Pg. 2, Item 51 

RESPONSE: 

Please see the Company’s response to Item No. 19 filed with the Commission on 
May 15,2002. 

WITNESS: Errol K. Wagner 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 20 
Page 1 o f  1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP shall designate an employee who will act as a contact for State Commissions 
and consumer advocates seeking data and information regarding affiliate 
transactions and personnel transfers. Such employee shall be responsible for 
providing data and information requested by a State Commission for any and all 
transactions between the jurisdictional operating company and its affiliates, 
regardless of which affiliate(s) subsidiary(ies) or associate(s) of an AEP operating 
company from which the information is sought. [Reference: Merger A@., 
Stipulation and Settlement, Pg. 11, Item Q] 

RESPONSE: 

Mr. Errol K. Wagner, AEP-Kentucky Regulatory Services Director, is the contact 
designee for the Kentucky Public Service Commissioners and Staff and the 
Kentucky Attorney General’s Office regarding aMiliate transactions and personnel 
transfers. 

WITNESS: Errol K. Wagner 



' cz 



'. KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 21 
Page 1 o f  1 

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

Please provide designated employee or agent within Kentucky who will act as a 
contact for retail customers regarding service and reliability concerns and provide a 
contact for retail consumers for information, questions and assistance. Such 
AEPKentucky Power representative shall be able to deal with billing, maintenance 
and service reliability issues. [Merger Agt., Stipulation and Settlement, Pg. 11, Item 
Rl 

RESPONSE: 

a 
The Company would prefer customers to initially call the Customer Solution 
Centers, whose representatives are capable of answering questions concerning 
service, reliability concerns and billing issues. However, the AEP-Kentucky 
Regulatory Services Department, specifically the Regulatory Services Director, are  
also capable of dealing with billing, maintenance and service reliability issues. 

WITNESS: Errol K. Wagner 





KPSC Case No. 99-149 
Order Dated June 14,1999 

Item No. 22 
Page i o f l  

Kentucky Power Company 
d/b/a 

American Electric Power 

REQUEST: 

AEP shall provide each signatory state a current list of employees or agents that are 
designated to work with each State Commission and consumer advocate concerning 
state regulatory matters, including, but not limited to, rate cases, consumer 
complaints, billing and retail competition issues. [Reference: Merger Agt., 
Stipulation and Settlement, Pg. 11, Item 5.1 

RESPONSE: 

Mr. Errol K. Wagner, AEP-Kentucky Regulatory Services Director, and the AEP- 
Kentucky Regulatory Services Department staff are the designated employees to 
work with Kentucky Public Service Commission and the Kentucky Attorney 
General’s Office concerning state regulatory matters, including, but not limited to 
rate cases, consumer complaints, billing and retail Competition issues. 

WITNESS: Errol K. Wagner 



c .  

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

CERTIFICATE OF SERVICE 

RE: Case No. 99-149 
AMERICAN ELECTRIC POWER 

I, Stephanie Bell,. Secretary of the Public 
Service Commission, hereby certify that the enclosed attested 
copy of the Commission's Order in the above case was 
served upon the following by U.S. Mail on June 14, 1999. 

See attached parties of record. 

sle.pm- w 
Secretary of the Commission 

SB/hv - 
Enclosure 



c 

1 Errol K. Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 
Ashland, KY. 41105 1428 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH. 43215 2373 

Company, Inc. 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. BOX 634 
Frankfort, KY. 40602 0634 

Honorable Elizabeth E. Blackford 
Honorable G. Dennis Howard, I1 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort. KY. 40601 

Honorable Richard S. Taylor 
Attorney at Law 
315 High Street 
Frankfort, KY. 40601 

Honorable Peter Brickfield 
Honorable James W. Brew 
Brickfield, Burchette & Ritts,P.C. 
1025 Thomas Jefferson Street, NW 
Eighth Floor West Tower 
Washington, DC. 20007 

Honorable William H. Jones 
Vanantwerp, Monge, Sones & Edwards 
1544 Winchester Avenue 
Fifth Floor 
Ashland, KY. 41101 

Honorable David F. Boehm 
Honorable Michael L. Kurtz 
Boehm, Kurtz & Lowry 
2110 CBLD Center 
36 East Seventh Street 
Cincinnati, OH. 45202 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: L 

) 
JOINT APPLICATION OF KENTUCKY POWER ) 
COMPANY, AMERICAN ELECTRIC POWER ) CASE NO. 99-149 
COMPANY, INC. AND CENTRAL AND SOUTH WEST 
CORPORATION REGARDING A PROPOSED ) 
MERGER 1 

) 

O R D E R  

On April 15, 1999, Kentucky Power Company d/b/a American Electric Power 

(“Kentucky Power”), American Electric Power Company, Inc. (“AEP”), and Central and 

South West Corporation (‘CSW) (collectively, the “Joint Applicants”) applied to the 

Commission for an Order: (1) declaring that the merger of CSW and AEP, with AEP 

being the surviving entity, may be consummated without Commission approval or, 

alternatively, approving pursuant to KRS 278.020(4) and 278.020(5), the proposed 

regulatory plan and authorizing other steps necessary to implement the regulatory plan; 

(2) approving a tariff providing a net merger savings credit for Kentucky Power 

customers; and (3) making certain findings concerning the deferral of certain merger- 

related expenses in conformity with SFAS 71. 

On April 20, 1999, the Commission established a procedural schedule that 

provided for discovery, an evidentiary hearing, and an opportunity for parties to file 

briefs. The Commission granted full intervention to the following entities: Attorney 

General’s Office of Rate Intervention (“AG”), Kentucky Industrial Utility Customers 

(“KIUC”), and Kentucky Electric Steel Corporation (collectively, the “Intervenors”). 



A 
l 

I -  

I Following several conferences held under the Commission’s auspices, the parties 

resolved all disputed issues and executed a “Stipulation and Settlement Agreement” 

which they filed with the Commission on May 24, 1999. The Commission held a public 

hearing in this matter on May 28, 1999, at the Commission’s offices in Frankfort, 

Kentucky . 

OVERVIEW OF THE TRANSACTION 

Kentucky Power, a Kentucky corporation, owns and operates facilities engaged 

in the generation, transmission, distribution and sale of electricity. It serves 

approximately 170,000 customers in the eastern Kentucky counties of Boyd, Breathitt, 

Carter, Clay, Elliott, Floyd, Greenup, Johnson, Knott, Lawrence, Leslie, Letcher, Lewis, 

Magoffin, Martin, Morgan, Owsley, Perry, Pike, and Rowan. It also supplies electricity 

to public utilities and municipalities in Kentucky for resale. Kentucky Power is a utility 

subject to Commission jurisdiction. KRS 278.01 0(3)(a). 

AEP, a New York corporation, is a holding company registered under the Public 

Utility Holding Company Act of 1935.‘ It owns, directly or indirectly, all of the 

outstanding common stock of seven domestic electric utility operating subsidiaries: 

Appalachian Power Company, Columbus Southern Power company, Indiana Michigan 

Power Company, Kentucky Power, Kingsport Power Company, Ohio Power Company 

and Wheeling Power Company. its subsidiaries provide electricity to over 3 million 

customers in Kentucky, Indiana, Michigan, Ohio, Tennessee, Virginia, and West 

Virginia,. 

’ 15 U.S.C. $79 et seq. 
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CSW, a Delaware corporation, is a holding company registered under the Public 

Utility Holding Company Act of 1935. It owns all of the outstanding common stock of 

four domestic electric utility operating subsidiaries: Central Power and Light Company, 

Public Service Company of Oklahoma, Southwestern Electric Power Company and 

West Texas Utilities Company. These subsidiaries provide electricity to over 1.7 million 

customers in areas of Texas, Oklahoma, Arkansas and Louisiana. 

On December 21, 1997, AEP and CSW, with the approval of their respective 

Boards of Directors, executed a merger agreement. Under the terms of this agreement, 

shareholders of CSW will receive .6 of a share of AEP stock for each share of CSW 

common stock, resulting in CSW shareholders acquiring 40 percent of AEP’s common 

stock. The four CSW domestic utility subsidiaries will become AEP subsidiaries. AEP’s 

Board of Directors will be expanded from ‘12 to 15 members, with two AEP board 

members retiring. Five directors, formerly on the CSW Board of Directors, will be 

selected to serve upon AEP’s Board. 

The Joint Applicants estimate that the proposed merger will produce 

approximately $2.4 billion in non-fuel savings over a IO-year period. After considering 

the cost to achieve these savings and pre-merger initiatives, the proposed merger is 

estimated to produce net merger savings of $1.965 billion Of this amount, Kentucky 

I I 
Power will be allocated $73.8 million. These savings are expected to result from the 

elimination of duplicative functions and positions and greater economies of scale the 

merger is expected to produce. 

Because of the geographical area served by the Joint Applicants and their 

affiliates and the nature of their operations, the utility regulatory commissions of six 
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states,* the Federal Energy Regulatory Commission (“FERC’I), the Securities and 

Exchange Commission (“SEC”), the Federal Trade Commission (“FTC”), the United 

States Department of Justice (“DOJ1’), and the Nuclear Regulatory Commission (“NRC”) 

must approve the proposed merger. As of May 28, 1999, the NRC, Arkansas Public 

Service Commission, Indiana Utility Regulatory Commission, and Oklahoma 

Corporation Commission have granted their approval. 

STIPULATION AND SETTLEMENT AGREEMENT 

On May 24, 1999, the parties filed a “Stipulation and Settlement Agreement” 

(“Settlement Agreement”) with the Commission. The most significant features of the 

Settlement Agreement are described below. 

Meraer Savinas. The Settlement Agreement provides for the implementation of a 

Net Merger Savings Credit (“Merger Credit”) tariff that will reduce customers’ bills 

beginning in the first full billing month 30 days after the consummation of the merger. 

The Merger Credit will appear on each customer’s monthly bill and will be based upon 

kWh consumption. The Merger Credit reflects non-fuel related merger savings and the 

associated merger costs based on estimated values included in AEP’s merger filing with 

the FERC. Although the amounts are only estimates, the Joint Applicants have 

committed to guarantee their estimate of net merger savings. Associated merger costs 

* Arkansas, Louisiana, Oklahoma, Texas, Indiana, and Kentucky. ~ Joint 
Applicants’ Response to the Commission’s Order of April 28, 1999, Item 2. 

-4- 



have been classified by AEP as either “Cost to Achieve” or “Change in Control 

~ayments.”~ 

The Merger Credit will be in effect for an initial eight-year period, with all 

associated merger costs amortized over the same eight years. The Cost to Achieve the 

merger will be shared by both customers and shareholders of AEP, while the Change in 

Control Payments will be borne solely by AEP shareholders. At the completion of the 

initial eight years, customers will have received 55 percent, or $28.365 million, of the 

total net merger savings for the p e r i ~ d . ~  The Merger Credit will continue beyond the 

initial eight-year period, reflecting the gross merger savings estimated for the eighth 

year, and will be allocated between customers and shareholders in the same manner as 

was utilized during the initial eight-year period. This annual amount of customer 

savings will be $5.243 million and will continue until Kentucky Power’s next base rate 

case which will allocate total gross merger savings to customers. Should Kentucky 

Power file a base rate case during the initial eight-year period, the Merger Credit will 

remain in effect. Any legislatively mandated rates that are part of any legislation 

enacted to deregulate the electric industry in Kentucky will not diminish or offset, but will 

be in addition to, the bill reductions established in the Settlement Agreement. 

Rate Moratorium. The Settlement Agreement provides that Kentucky Power will 

not request a general increase in its existing base rates and charges that will be 

The Change in Control Payments relate to a special incentive plan adopted by 
CSW for 16 key employees in October 1996. See Joint Applicants’ Response to 
Commission Staffs Information Request (requested at the informal conference of April 
22, 1999), Item 4 at 61. 

- See Settlement Agreement, Attachment A. The annual Merger Credit amount 
ranges from $1.464 million to $4.626 million during the initial eight-year period. 
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. effective prior to January 1, 2003, or three years from the effective date of the merger, 

whichever is later. Kentucky Power’s fuel adjustment clause, environmental surcharge, 

demand side management adjustment clause and system sales tracker are not included 

in this rate moratorium. Kentucky Power, moreover, may seek a general rate 

adjustment during the moratorium period if, after a public evidentiary hearing, the 

Commission determines that events constituting a force majeure as defined in the 

Settlement Agreement have occurred. The Intervenors have agreed not to seek a 

reduction in base rates during the rate moratorium period. The Settlement Agreement 

does not preclude the Commission from initiating proceedings to investigate Kentucky 

Power’s rates should it find that circumstances warrant such proceedings. 

Fuel Savinss. The Settlement Agreement provides that all savings of fuel and 

purchase power expenses that result from the proposed merger will flow directly to 

Kentucky Power’s retail customers through its existing fuel adjustment clause 

mechanism. AEP further agrees to hold Kentucky Power’s native load customers 

harmless from higher replacement power costs 01 foregone revenues caused by current 

AEP operating companies supplying power to the service area of the CSW operating 

companies. 

Environmental Surcharge Litination. The Settlement Agreement seeks to resolve 

all outstanding matters involving Kentucky Power’s environmental surcharge 

I 
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mechanism. It requires the dismissal of all appealsI5 including the Commission’s, now 

before the Kentucky Court of Appeals involving the Commission’s Orders in Case No. 

96-489.6 All parties will dismiss their appeals without prejudice. The Settlement 

Agreement further provides that Kentucky Power may, beginning January 1 , 2000, 

recover through its environmental surcharge mechanism the costs associated with the 

low NOx burners for Big Sandy Generating Units No. 1 and No. 2. Kentucky Power will 

forego any recovery of costs eligible for recovery prior to January 1, 2000.7 The 

Settlement Agreement also provides that the Commission’s most recent review’ of 

Kentucky Power’s environmental surcharge be closed without further adjustment. 

Kentuckv Power Companv d/b/a American Electric Power v. Kentuckv Public 
Service Commission, et al., No. 1998-CA-001337 (fired July 25, 1998); Com. of Kv.. ex 
rel., A. B. Chandler, 111. Attornev General v. Kentuckv Public Service Commission, et al., 
No. 1998-CA-001344 (filed July 28, 1938); Kentuckv Industrial Utilitv Customers, Inc. v. 
Com. of Kv.. ex rel., A.B. Chandler, I l l ,  Attornev General, No. 1998-CA-001417 (filed 
July 25, 1998); Kentuckv Public Service Commission v. Com. of Kv., ex rel,, A.B. 
Chandler. 111. Attornev General, No. 1998-CA-001455 (filed July 27, 1998); Kentuckv 
Power ComDanv v. Kentuckv Public Service Commission. et al., 1998-CA-002476 (filed 
Oct. 1 , 1998). 

Case No. 96-489, Application of Kentucky Power Company d/b/a American 
Electric Power to Assess a Surcharge under KRS 278..183 to Recover Costs of 
Compliance with the Clear Air Act and Those Environmental Requirements Which Apply 
to Coal Combustion Waste and By-products. 

In Commonwealth of Kentuckv ex rel. Chandler v. Kentuckv Public Service 
Commission, Nos. 97-CI-01138, 97-CI-01144, 97-Cl-01319 (Ky. Franklin Cir. Ct. May 
14, 1998), the Franklin Circuit Court reversed in part the Commission’s Order of 
May 27, 1997 and directed the Commission to permit Kentucky Power’s recovery of low 
NOx bGrner costs incurred after May 19, 1997. 

Case No. 98-624, An Examination By The Public Service Commission of The 
Environmental Surcharge Mechanism of Kentucky Power Company d/b/a American 
Electric Power As Billed From January 1 , 1998 to June 30, 1998. 
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Affiliated Standards. The Settlement Agreement provides for affiliate standards 

and guidelines that will apply to transactions between AEP operating companies and 

their affiliates. These standards will take effect upon the consummation of the merger 

and remain in effect “until new affiliate standards imposed by either the Commission or 

by the General As~embly.”~ 

Qualitv of Service. The Settlement Agreement requires Kentucky Power and 

AEP to maintain service quality and reliability at existing levels. Kentucky Power and 

AEP agree to provide annually service reliability reports addressing the duration and 

frequency of customer disruptions and annual Call Center performance measures for 

those centers that handle Kentucky customer calls. They also commit to compile 

outage data detailing each circuit’s reliability performance to identify and resolve 

reliability problems. 

Most Favored Nations Provision. The . Joint Applicants agree that if, in 

connection with the proposed merger, any state or federal regulatory commission 

imposes conditions on AEP that would benefit ratepayers in one jurisdiction, equivalent 

net benefits and conditions will be extended to Kentucky retail customers. 

COMMISSION FINDINGS 

Having thoroughly reviewed the Settlement Agreement, the Commission finds 

that the Settlement Agreement represents a reasonable resolution to the issues 

surrounding the proposed merger and should be approved. The Settlement Agreement 

allows for a fair and equitable distribution of the merger benefits between ratepayers 

Settlement Agreement at 6. 
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and shareholders and protects Kentucky Power ratepayers from many of the potential 

risks posed by the merger. 

The Commission notes that the Settlement Agreement imposes new reporting 

requirements on Kentucky Power in the areas of service quality and reliability. While we 

recognize the difficulties presented by the terrain and topography in portions of 

Kentucky Power’s service territory, the Commission reminds Kentucky Power that its 

top priority must be service quality and reliability. In the event that Kentucky Power’s 

quality of service experiences a decline, the Commission is prepared to require 

additional measures be taken. 
I 

I 

The Commission also notes that the Settlement Agreement will end the lengthy 

and extensive litigation surrounding Kentucky Power’s environmental surcharge 

mechanism. By this Order, we approve in principle those provisions and authorize our 

~ 

, legal counsel to take all actions necessary to implement the Settlement Agreement’s 

provisions and to dismiss all outstanding appeals pending before the Kentucky Court of 

Appeals. Because the issues dealing with Kentucky Power’s environmental surcharge 

mechanism are addressed in other Commission proceedings that have not been 

consolidated with this proceeding, however, the Commission must implement certain of 

the provisions related to that mechanism through Orders in those proceedings. The 

Commission will issue those Orders as soon as possible.” 

lo Within the next few days, the Commission will issue an Order in Case No. 98- 
624 lo close Kentucky Power’s current environmental surcharge proceedings. 
Implementing the provisions related to the recovery of the costs associated with the low 
NOx burners for Big Sandy Generating Units No. 1 and No. 2 will require the issuance 
of an Order in Case No. 96-489. That action will occur upon dismissal of all outstanding 
appeals. 
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REPORTING REQUIREMENTS 

In previous cases," the Commission has determined that to effectively monitor 

the activities of the jurisdictional utility, its parent company and related subsidiaries, and 

to protect ratepayers, certain additional reports should be furnished by the jurisdictional 

utility to the Commission on an annual, periodic, or other basis as appropriate. The 

Commission finds that similar requirements are appropriate in this case as well.'* 

Periodic Reports 

I The annual financial statements of AEP should be furnished, including 
I 

consolidating adjustments of AEP and its subsidiaries with a brief explanation of each 

adjustment and all periodic reports filed with the SEC.I3 All subsidiaries should prepare 

and have available monthly and annual financial information required to compile 

financial statements and to comply with other reporting requirements. The financial 

statements for any non-consolidated subsidiaries of AEP should be furnished to the 

Commission. 

See, e.q., Case No. 10296, The Application of Kentucky Utilities Company to 
Enter Into an Agreement and Plan of Exchange and to Carry Out Certain Transactions 
in Connection Therewith (Oct. 6, 1988); Case No. 89-374; Application of Louisville Gas 
and Electric Company for an Order Approving an Agreement and Plan of Exchange and 
to Carry Out Certain Transactions in Connection-. Therewith (May 25, 1990); Case No. 
94-104, Application of the Cincinnati Gas & Electric Company and ClNergy Corp. for 
Approval of the Acquisition of Control of The Union Light, Heat & Power Company by 
ClNergy Corp. (May 13, 1994); Case No. 97-300, Joint Application of Louisville Gas and 
Electric Company and Kentucky Utilities Company for Approval of Merger 
(Sept.12,I - 997). 

'* The imposition of these requirements is consistent with KRS 278.020(5), KRS 
278.230 and Paragraph 8 of the Stipulation and Settlement Agreement. 

l3 The requested SEC reports include, but are not limited to, the U5S and U-13- 
60 reports. 

-1 0- 



AEP should also furnish the following reports on an annual basis: 

1. A general description of the nature of intercompany transactions with 

specific identification of major transactions, and a description of the basis upon which 

cost allocations and transfer pricing have been established. This report should discuss 

the use of the cost or market standard for the sale or transfer of assets, the allocation 

factors used, and the procedures used to determine these factors if they are different 

from the procedures used in prior years. 

2. A report that identifies professional personnel transferred from Kentucky 

Power to AEP or any of the non-utility subsidiaries and describes the duties performed 

by each employee while employed by Kentucky Power and to be performed subsequent 

to transfer. 

AEP should file on a quarterly basic..a report detailing Kentucky Power's 

proportionate share of AEP's total operating revenues, operating and maintenance 

expenses, and number of employees. 

Special Reports 

Other special reports should be furnished to the Commission as necessary. In 

anticipation that transfers of utility assets and investments by AEP will occur in the 

future, AEP should file any contracts- or other agreements concerning the transfer of 

such assets or the pricing of intercompany transactions with the Commission at the time 

the transfer occurs. 

AEP should also file the following information: 

1. 

- 
A quarterly report of the number of employees of AEP and each subsidiary 

on the basis of payroll assignment. 
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2. An annual report containing the years of service at Kentucky Power and 

the salaries of professional employees transferred from Kentucky Power to AEP or its 

subsidiaries filed in conjunction with the annual transfer of employees report. 

3. An annual report of cost allocation factors in use, supplemented upon 

significant change. 

4. Summaries of any cost allocation studies when conducted and the basis 

for the methods used to determine the cost allocation in effect. 

5. An annual report of the methods used to update or revise the cost 

allocation factors in use, supplemented upon significant change. 

6. Current Articles of Incorporation and bylaws of affiliated companies in 

businesses related to the electric industry or that would be doing business with AEP. 

7. 

related business. 

Current Articles of lncorporatiori of affiliated companies involved in non- 

After consummation of the merger, AEP will remain a registered holding 

company under the Public Utility Holding Company Act of 1935 and under the oversight 

of several regulatory bodies. Where the same information sought in these reports has 

been filed with the SEC, FERC, or another state regulatory commission, AEP may 

provide copies of that filing rather than prepare separate reports. Further, AEP may 

request the Commission to review these reporting requirements after the merger is 

completed to determine if the documentation being provided is either excessive or 

redundant . 

The Commission recognizes that the proposed merger has not yet received all 

necessary regulatory approvals. Consequently, the form or substance of the anticipated 
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benefits of the merger might ultimately vary from those reviewed in this case. To the 

extent that the merger is subject to conditions or changes not reviewed in this case, the 

Joint Applicants should amend their filing to allow the Commission and all parties an 

opportunity to review the revisions to ensure that Kentucky Power and its customers are 

not adversely affected and that any additional benefits flow through the favored nations 

clause. 

MOTION FOR REHEARING 

The Kentucky Association of Plumbing-Heating-Cooling Contractors, Inc. and 

Kentucky Propane Gas Association (collectively “Contractors”) have moved for 

reconsideration of the Commission’s Order of May 20, 1999 in which we denied their 

application for full intervention. In support of their motion, the Contractors state that 

they have an interest in this proceeding as the Joint Applicants have not expressly 

precluded the possibility of competing with their members or to refrain such competition 

pending completion of Administrative Case No. 369. l4 

Having considered the motion, the Commission does not find good cause to 

modify its May 20, 1999 Order. While the Commission acknowledges the Contractors’ 

concerns regarding utility affiliate transactions, these concerns are more appropriately 

addressed in Administrative Case No. 369, which was initiated specifically to review 

these issues as they relate to all regulated utilities. Moreover, Commission approval of 

the Settlement Agreement neither binds nor limits our ability to deal with the issue of 

affiliated transactions. The Settlement Agreement contains no provision limiting the - 

l4 Administrative Case No. 369, An Investigation of The Need For Affiliate 
Transaction Rules and Cost Allocation Requirements For All Jurisdictional Utilities. 
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scope of our discretion in this area. It specifically provides that its affiliate standards 

“apply from the date of closing of the merger until new affiliate standards imposed by 

state legislation or State Commission action become effective.” Settlement Agreement 

at 6. 

SUMMARY 

After consideration of the evidence and being otherwise sufficiently advised, the 

Commission finds that: 

1. The proposed merger of AEP and CSW will result in an indirect change in 

control of Kentucky Power and therefore requires prior Commission approval. KRS 

278.020(4) and (5). 

2. The proposed merger of AEP and CSW and the resulting indirect change 

in control of Kentucky Power is in accordance with law, for a proper purpose, and with 

the conditions and assurances established herein consistent with the public interest. 

3. AEP and Kentucky Power have and, upon completion of the proposed 

merger, will retain the financial, managerial and technical abilities to provide reasonable 

utility service. 

4. The “Stipulation and Settlement Agreement,” appended hereto, is 

reasonable, does not conflict with any regulatory principle and should be approved. 

5. 

6. 

The Contractor’s Motion for Reconsideration should be denied. 

AEP and Kentucky Power should file the reports and other information as 

specifically set out in this Order. 

7. The Joint Applicants should submit copies of final approval received from 

the FERC, SEC, FTC, DOJ, and all state regulatory commissions to the extent that 
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these documents have not been provided. With each submittal, the Joint Applicants 

shall further state whether Paragraph 10 of the Settlement Agreement requires changes 

to the regulatory plan approved herein. 

IT IS THEREFORE ORDERED that: 

1. The Joint Applicants' Application for an Order declaring that the merger of 

AEP and CSW is not subject to approval pursuant to KRS 278.020(4) or (5) is denied. 

2. The terms and conditions set forth in the Settlement Agreement, a copy of 

which is appended hereto, are adopted and approved and are incorporated into this 

Order as if fully set forth herein. 

3. The proposed merger transaction and resulting indirect transfer of control 

are approved, subject to additional review in the event that the merger or the anticipated 

benefits are changed or modified' as a resukof action by other regulatory agencies. 

4. The proposed Net Merger Savings Credit Tariff is approved. 

5. Within 20 days. of the date of this Order, Kentucky Power shall file revised 

tariff sheets reflecting the approved Net Merger Savings Credit lariff. 

6. 

described herein. 

AEP and Kentucky Power shall comply with all reporting requirements 

7. The Kentucky retail jurisdictional share of the estimated transaction, 

regulatory processing and transition costs incurred to merge and combine AEP and CSW 

shall be deferred and amortized for recovery over eight years. This amortization shall 

begin with the date of the combination and shall continue for eight years on a straight-line 

basis. 
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I 8. The Joint Applicant, shall within five -days I f the consummation of the 

proposed merger file a written notice setting forth the date of merger and the effective 

date of the Net Merger Saving Credit Tariff. 

9. The proposed settlement of outstanding litigation involving Kentucky 

Power's environmental surcharge mechanism, as set forth in the Settlement Agreement, 

is approved. Commission counsel is authorized to execute all necessary documents to 

dismiss all appeals identified in Footnote 6 of this Order. 

10. 

Done at Frankfort, Kentucky, this 14th day of June, 1999. 

The Contractors' Motion for Reconsideration is denied. 

By the Commission 

ATTEST: 



APPENDIX 

AN APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMIdISSION IN CASE NO. 99-149 DATED 6 / 1 4 / 9 9  



COiMiVIONTVEALTH OF KENTUCKY 

PUBLIC SERVICE COfilMISSION OF KENTUCKY 
BEFORE THE 7333 

IN THE MATTER OF: 

JOINT APPLICATION OF KENTUCKY POWER COMPX,\N ) 
AiiIERCIAi ELECTRIC POWER COMPANY, INC. ) 

REGXRDISG A PROPOSED MERGER ) 
AND C E N T W  AND SOUTH WEST COF2POIUTION ) CASE XO. 99-149 

STIPULATION AND SETTLEMENT AGREEMENT 

On February 17, 1999 the Staff of the Public Service Commission of Kentucky (“Commission”) 
issued a letter stating staffs belief that the Commission has jurisdiction under KRS 278.020 (5) 
to review the proposed merger of Central and South West Corporation ((“CSW”) into American 
Electric Power Company, Inc. (“AEP”) and requested that Kentucky Power Company 
(“Kentucky Power” “KPCO” or the “Company”) advise in writing by March 8,1999 of the date 
AEP would file an application for Commission approval of “the indirect change in control of 
Kentucky Power Company.” On March 5,1999 the Company issued a letter notifjmg the 
Commission that it would file the requested application by April 15, 1999. The letter also 
indicated that the Company expected to provide the Staff and the Commission with sufficient 
information to enable the Commission to approve its application within the sixty (60) day period 
prescribed by the statute. The letter firther preserved the Company’s legal &,ouments regarding 
the application of KRS 278.020 (5) to this merger. 

On April 15, 1999 the Company, AEP and CSW filed a Joint Application with supporting 
testimony and workpapers. The proceeding was designated P.S.C. Case No. 99-149. On April 
22, 1999 the Commission issued a letter indicating that the Co&ssion staff had reviewed the 
Company’s application and found that it met the minimum filing requirements. 

On May 4, 1999 the Attomey General, Office of the Rate Intervention (“Attorney General”), 
and Kentucky Electric Ste& Inc. (“KESI”) were granted full intervention in Case No. 99-149. 
On May 11, 1999 Kentucky Industrial Utility Customers, Inc. (‘WVC’), was also granted full 
intervention in Case No. 9-149. These parties will be referred to herein collectively as the 
“Intervenors”. ,; 

On April 22, 1999 a Technical Conference was held at the Commission’s offices. On May 4, 
May 1 1, May 17, and May 20, 1999 settlement conferences were held at the Commission’s 
offices. Present were the Staff and counsel for the Intervenors, as well as Company 
representatives. 



Solely for the purposes of compromise and settlement of the issues in this proceeding, Central 
and South West Corporation, American Electric Power Company, Inc., Kentucky Power 
Company, which does business in Kentucky as American Electric Power, the Attorney General, 
Kentucky Industrial Utility Customers, Inc. and Kentucky Electric Steel, Inc. (collectively 
referred to as the “Parties”) have met and reached a settlement agreement (“Agreement”) which 
they hereby submit and recommend for approval to the Commission. If the Commission does 
not approve the settlement agreement in its entirety and incorporate it in the Final Order, the 
proposed Agreement shall be null and void and deemed withdrawn, unless such change is azeed  
to by the Parties. 

1 

SETTLEMENT AGREEMENT 

WHEREAS AEP and CSW have filed various applications before federal and state agencies 
seeking approvals necessary to consummate a proposed merger of the two companies, and 

WHEREAS the Parties have met and explored various issues related to the proposed merger and 
their agreements and differences regarding the effects of the proposed merger on competition 
between electricity providers and on the terms and conditions under which retail electric utility 
service is provided, and 

I 

WHEREAS the Parties reco,Onize the costs and uncertainty of litigation and the desirability of 
consensual voluntary resolution of their differences arid the legitimate interests and good faith of 
each of the parties in achieving the objectives each desires to achieve, and 

Whereas, the Parties agree as follows: 

That AEP, KPCO and the Intervenors will recommend to the Commission that the following 
Agreement be adopted by the Commission in an order or other appropriate formal action that 
references this Agreement or incorporates all of the provisions thereof. Where appropriate, the 
Commission action may address or reserve other matters ancillary or incidental to the matters 
addressed in this Agreement, for immediate or hture disposition, in a manner not inconsistent 
with the Agreement. 

All appropriate terms are d k n e d  in the “Definitions” section of the Agreement. 

The Parties: 

1. 
Commission (“FERC”).. 

J 

; 
4 - Will not oppose the proposed merger pending before the Federal Energy Regulatory 

2 



2. Will not oppose AEP’s filings previously made at the United States Securities and 
Exchange Commission (“SEC”) in connection with the proposed merger, together with any non- 
material changes or supplements thereto. 

Effective January 1,2000, $PCO shall begin collecting the environmental surcharge, including 
the costs of the Low Nox burners for the Big Sandy generating plant’s Unit No. 1 and Unit No. 
2, in accordance with the dkcisions of the Franklin Circuit Court Opinion and Order dated April 

CI-01138,97-CI-01144 d d  97-CI-00137 (except those portions of the decision allowing 
retroactive recovery of th’e surcharge). 

The parties hrther agree that there shall be no adjustment to the environmental surcharge as a 
result of the six month review in P.S.C. Case No. 98-624. 

I 30,1998 and its Amended Opinion and Order dated May 14, 1998 in Consolidated Case Nos. 97- 

i 

AEP, or Kentucky Power Company, conditional on merger consummation will: 

1. 
will reduce bills to customers by the annual amounts shown in Attachment A beginning with the 
first full billing month available following thirty days from the consummation of the merger. 
The annual bill reduction amounts shown in Attachment A will be refunded to customers based 
upon bvh consumption. Each individual year’s bill reduction will apply for a twelve month 
period. A Balancing Adjustment Factor (f3.A.F) per Kwh will be included for the second 
through the twelfth month of the current distribution year which will reconcile any over- or 
under-distribution of the net savings from prior years. 

REGULATORY PLAY. KPCO will implement a Net Merger Savings Credit tariff that 
I 

The merger savings and costs are based on estimated values included in AEP’s filing with the 
Federal Energy Regulatory Conynission (“FERC”) in Docket No. EC98-40-000. I 
Absent a force majeure, KPCO will not file a petition, which, if approved, would have the effect, 
either directly or indirectly, of authorizing a general increase in basic rates and charges that 
would be effective prior to January 1,2003 or three years from the effective date of the merger, 
whichever is later (the “rate moratorium”), and the Intervenors agree not to seek a reduction in 
base rates during the rate moratorium. During this period, the fuel adjustment clause, the 
environmental surcharge, the demand side management adjustment and the system sales tracker 
shall continue in force and shall not be subject to any freeze. During the rate moratorium 
period, and not withstanding any force majeure event, any discount, including but not limited to, 
operating reserve and interruptible discounts contained in special contracts as currently approved 
by the Commission, shall remain in force and shall not be changed for any customer receiving 
the discount. 

The Parties and the Commission will dismiss the appeals and cross-appeals in Case Nos. 98 CA 
00137,98 CA 001344,98 CA 001417,98 CA 001455 and 98 CA 002476. The dismissal shall 
be without prejudice in any other action with respect to the positions taken by the parties in the 

’ 

dismissed litigation. ? 



Notwithstanding any base rate proceeding during the eight year period after the consummation of 
the merger, the annual amounts shown in Attachment A will remain in effect. After the eight 
year period and absent a base rate proceeding, the Company will continue through the Net 
Merger Savings Credit to reduce bills to customers by the annual amount shown on Attachment 
A which is the customers’ portion of the net savings without the amortization of the costs to 
achieve during the eighth year after the consummation of the merger. 

KPCO must implement the above rate reductions in the manner and amounts described above 
nohvithstanding any changes to the current regulatory structure in Kentucb. In the event that 
retail electric deregulation legislation is implemented in Kentucky or if there is any unbundling 
or restructuring, KPCO shall continue to apply the regulatory plan’s provisions to regulated rates 
of its Kentucky retail jurisdictional customers. 

Any legislatively mandated adjustments to base rates, of any kind, that are part of any retail 
electric deregulation legislation implemented in Kentucky shall not diminish or offset, but shall 
be in addition to, the bill reductions established in this proceeding. 

Subject to this agreement, AEP and KPCO will defer and amortize their Kentucky retail 
jurisdictional estimated merger related costs-to-achieve over an 8-year recovery period. Costs to 
achieve the merger are those costs incurred to consummate the merger and combine the 
operations of PLEP and CSW. These costs include, but are not limited to, investment banking 
fees; consulting and legal services incurred in connection with obtaining regulatory and 
shareholder approvals; transition planning and development costs; employee separation costs 
including severance costs, change-in-control payments and retraining costs; and facilities 
consolidation costs. The Commission will issue accounting orders or other orders necessary to 
authorize the deferral and amortization of merger costs. 

If the merger is not consummated, the Company commits and agrees not to seek to recover 
termination fees, the “Out of Pocket” and “Topping Out” fees associated with the merger as 
described in Sections 9.5 and 9.6 of the Agreement and Plan of Merger By and Among American 
Electric Power Company, Inc., Augusta Acquisition Corporation and Central and South West 
Corporation dated December 2 1, 1997 (Merger Agreement); and hrther commit and agree not to 
seek to recover the fee that may be charged by Morgan Stanley. 

In any proceeding to change base rates for KPCO to become effective after the consummation of 
the merger, the following raJe treatment will be reflected: 

? 

A. . Estimated nbn-he1 merger savings, net of costs to achieve will be included in cost 
of service as an allowable expense in order to avoid duplication and to continue to 
provide sh&eholders with their share of the net savings. The amount to be 
included ih the cost of service shall be based upon the test year period. (See 
Attachment B). 

- 
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B.. Amortization-of estimated costs to achieve will be included in cost of service as 
an allowable expense. The amount to be included in the cost of service shall be 
based upon the test year period. (See Attachment B.) 

I 

In any base rate proceeding after the eight year period, neither the merger savings credit rider nor 
the expense adjustments described in A. and B. above will be reflected in the test year. 

2. FUEL MERGER SAVINGS. All savings of fuel and purchased power expenses resultins 
from the merger shall benefit retail customers through existing fuel clause reco\.xy mechanisms 
applied by State Commissions. In circumstances when one or more AEP operating companies in 
one AEP zone are supplying power to the other AEP zone, and as a result, the supplying zone 
needs to purchase replacement power to serve its native load, AEP shall hold harmless the native 
load customers of the supplying zone from any price differential between the replacement power 
and the system power supplied to the other zone. Similarly, if one or more AEP operating 
companies in one AEP zone are supplying power to the other AEP zone, and as a result, the 
supplying zone loses the opportunity to sell power at a price higher than received from the zone 
being supplied, AEP shall credit the supplying zone for the foregone revenues. 

3. 
cause any of the following to occur: a) the bond rating for Kentucky Power Company to fall 
below an investment grade rating of Baa3 (Moody’s) or BBB- (Standard & Poors), orb) an 
increase in the federal andor state income taxes of KPCO, which increase is the result of 
changes in federal or state income tax provisions, or c) an increase in KPCO’s total electric 
operating expenses, excluding he1 and purchased power, due to circumstances beyond its 
control, and hrther excluding the costs of compliance with federal, state or local environmental 
requirements which apply to coal combustion wastes and by-products fiom facilities utilized for 
production of energy from coal. 

For purposes of this Settlement Agreement, force majeure shall mean circumstances that 

For purposes of this force majeure provision, an increase is defined as an increase in expense in 
an annualized amount greater than five percent (5%) of AEP’s Kentucky jurisdictional net 
revenues (Le., operating revenues less fuel and purchased power) for the preceding twelve 
months. 

* 

A force majeure may only exist under the terms of this Settlement Agreement if the Commission 
finds in a rate application filed by the Company that the circumstances allowed for under this 
Settlement Agreement are a,force majeure, as defined in this Agreement, after a public 
evidentiary hearing in which all the Parties may participate. 

4. 
stranded costs associated kith the operating Companies of one AEP zone fiom the retail 
customers of the other AEP zone. 

1 
i 

STRANDED COSTS. AEP and its operating companies agree not to seek or recover any 

5. PROCEEDS OF FACILITY SALES. Any proceeds from the sale of facilities shall go to 
the AEP operating company in whose rate base the facilities are included, for hrther disposition 
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in accordance with the rules and orders of the regulatory authorities whose jurisdiction 
encompasses the ultimate disposition of such proceeds. 

6. 
merger on AEP's ability to exercise market power, AEP proposed in its FERC merger application 
a mitigation plan. To protect retail customers, AEP agrees to hold harmless the retail customers 
from any mitigation plan included in any FERC order approving the merger of AEP-CSW. To 
implement this Agreement in any general retail electric rate proceeding commenced by the filing 
of a petition on or after the date of this .4greement, in which an .lEP operating compmy requests 
a change in its basic rates and charges, or in any other proceeding where so ordered by the State 
Commission, AEP shall have the burden therein to prove that such requested rate relief does not 
reflect mitigation-related costs. 

SYSTEM INTEGRATION AGREEMENTS. To mitigate any perceived impacts of the 

AEP commits to file any allocation of the cost of new, modified or upgraded generation or 
transmission facilities whose costs will be subject to the System Integration Agreement or the 
System Transmission Agreement with the FERC and to notify each State Commission of any 
such filing at the time it is made., .Notification to each State Commission will include an estimate 
of the cost of construction, an explanation of the reasons for constructing the facilities, studies 
supporting the construction of the facilities, and a proposed allocation of the facilities' costs. If 
AEP plans to purchase an in-service facility or already constructed and soon-to-be-in-service 
facility, AEP will follow the above described procedures and will include as part of the 
notification to the State Commission an explanation of the circumstances causing the AEP 
operating company to make the purchase in question. 

7. REGULATORY AUTHORITY. AEP agrees not to seek to overturn, reverse, set aside, 
change or enjoin, whether through appeal or the initiation or maintenance of any action in any 
forum, a decision or order of a State Commission based on the assertion that the authority of the 
Securities and Exchange Commission as interpreted in Ohio Power Co. v. FERC, 954 F.2d 779 
(D.C. Cir. 1992) cert. denied, 495 U.S. 73 (1992) impairs the State Commission's ability to 
examine and determine the reasonableness of non-power affiliate transaction costs to be passed 
to retail customers. The parties agree that the Ohio Power waiver does not include waiver of any 
arguments that AEP may have with respect to the reasonableness of SEC approved cost 
allocations. AEP will provide each State Commission with notice at least 30 days prior to any 
filings that propose new allocation factors with the SEC. The notice need not be in the precise 
form of the final filing but shall include, to the extent information is available, a description of 
the proposed factors and ths; reasons supporting such factors. AEP and State Commission Staff 
will make a good faith attempt to resolve their differences, if any, in advance of a filing being 
made at the SEC. , 

, 

.l 

i 
! 

8. 
of closing of the merger'until new affiliate standards imposed by state legislation or State 
Commission action become effective. 

- AFFILIATE STAhDARDS. The following affiliate standards shall apply from the date 
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A. 
company and its affiliates shall reflect the following principles: 

The financial policies and guidelines for transactions between an AEP operating 

1. An AEP operating company's retail customers shall not subsidize the 
activities of the operating company's non-utility affiliates or its utility 
affiliates. 

_. 7 An AEP operating company's costs for jurisdictional rate purposes shall 
reflect only those costs attributable to its jurisdictional custorxrs. 

3. These principles shall be applied to avoid costs found to be just and 
reasonable for ratemaking purposes by the affected State Commission 
being left unallocated or stranded behveen various regulatory jurisdictions, 
resulting in the failure of the opportunity for timely recovery of such costs 
by the operating company andor its utility affiliates; provided, however, 
that no more than one hundred percent of such costs shall be allocated on 
an aggregate basis to the various regulatory jurisdictions. 

4. An AEP operating company shall maintain and utilize accounting systems 
and records that identify and appropriately allocate costs between the 
operating company and its affiliates, consistent with these 
cross-subsidization principles and such financial policies and guidelines. 

B. Each State Commission shall have access to the employees, officers, books and 
records of any affiliate of its jurisdictional AEP operating company to the same 
extent and in like manner that each such State Commission has over a public 
utility operating within the state in which such State Commission exercises its 
regulatory authority if the affiliate had engaged in direct or indirect transactions 
with the jurisdictional AEP operating company. If such employees, officers, 
books and records can not be reasonably made available to a State Commission, 
then upon request of a State Commission, the AEP operating company shall, in 
accordance with state reimbursement rules, reimburse the State Commission for 
appropriate out-of-state travel expenses incurred .in accessing the employees, 
officers, books and records. Each AEP operating company shall maintain, in 
accordance with generally accepted accounting principles, books, records, and 
accounts thaf are separate from the books, records, and accounts of its affiliates, 
consistent with Part 101 - Uniform System of Accounts Prescribed for Public 

. Utilities and Licensees Subject to the Provisions of the Federal Power Act. Any 
objections to providing all books and records must be raised before the State 
Commissidn and the burden of showing that the request is unreasonable or 
unrelated .io the proceeding is on the AEP operating company. The 
confidentiality of competitively sensitive information shall be maintained in 
accordance with each State Commission's rules and regulations. 

, 

- 
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C In accordance with generally accepted accounting principles and consistent with 
state and federal guidelines, an AEP operating company shall record all 
transactions with its affiliates, whether direct or indirect. An AEP operating 
company and its affiliates shall maintain sufficient records to allow for an audit of 
the transactions involving the operating company and its affiliates. Asset 
transfers fiom an AEP operating company to a non-utility affiliate and asset 
transfers from a non-utility affiliate to an AEP operating company shall be at filly 
distributed costs in accordance with current Securities and Exchange Commission 
(SEC) issued requirements or other statutory requirements if the SEC has no 
jurisdiction. 

D. An AEP operating company shall not allow a non-utility affiliate to obtain credit 
under any arrangement that would permit a creditor, upon default, to have 
recourse to the operating company's assets. The financial arrangements of an 
AEP operating company's affiliates are subject to the following restrictions unless 
otherwise approved by that operating company's State Commission: 

1. 

2. 

3. 

4. 

5 .  

6. 

7. 

Any indebtedness incurred by a non-utility affiliate will be without 
recourse to the operating company. 

An AEP operating company shall not enter into any agreements under 
terms of which the operating company is obligated to commit funds in 
order to maintain the fmancial viability of a non-utility affiliate. 

An AEP operating company shall not make any investment in a non-utility 
affiliate under circumstances in which the operating company would be 
liable for the debts and/or liabilities of the non-utility affiliate incurred as a 
result of acts or omissions of a non-utility affiliate. 

An AEP operating company shall not issue any security for the purpose of ' 
financing the acquisition, ownership, or operation of a non-utility affiliate. 

An AEP operating company shall not assume any obligation or liability as 
guarantor, endorser, surety, or otherwise with respect to any security of a 
non-utility affiliate. 

An AEP operating company shall not pledge, mortgage or otherwise use 
as collateral any assets of the operating company for the benefit of a 
no;-utility affiliate. 

AEP shall hold harmless the retail customers of an AEP operating 
company fiom any adverse effects of credit rating declines caused by the 
actions of non-utility affiliates. 

I 
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Transactions between AEP operating companies and affiliates involving a money pool 
for the financing of short-term hnding requirements are exempt from the requirements of 
this paragraph. Further, the provisions of this paragraph would not preclude AEP 
operating companies from issuing securities or assuming obligations related to their 
existing coal subsidiaries. 

E. 

F. 

G. 

H. 

I. 

- 

J. 

Any untariffed, non-utility service provided by an AEP operating company or 
affiliated service company to any affiliate shall be itemized in a billin, (3 statement 
pursuant to a lvritten contract or ~vritten arrangement. The AEP operating 
company and any affiliated service company shall maintain and keep available for 
inspection by the State Commission copies of each billing statement, contract and 
arrangement between the AEP operating company or affiliated service company 
and its affiliates that relates to the provision of such untariffed non-utility 
services. 

Any good or service provided by a non-utility affiliate to an AEP operating 
company shall be.by itemized billing statement pursuant to a written contract or 
written arrangement. The operating company and non-utility affiliate shall 
maintain and keep available for inspection by the State Commission copies of 
each billing statement, contract and arrangement between the operatins company 
and its non-utility affiliates that relates to the provision of such goods and services 
in accordance with applicable State Commission retention requirements. 

Employees responsible for the day to day operations of the AEP operating 
companies and those of affiliated exempt wholesale generators or affiliated power 
marketers shall operate independently of one another. AEP shall document all 
employee movement between and among all affiliates. Such information shall be 
made available to each State Commission and consumer advocate upon request. 

An AEP operating company may not own property in common with an affiliated , 
exempt wholesale generator or affiliated power marketer. 

No market information obtained in the conduct of utility business may be shared 
with an affiliated exempt wholesale generator or affiliated power marketer, except 
where such information has been publicly disseminated or simultaneously shared 
with and mage available to all non-affiliated entities who have requested such 
information. Customer specific information shall not be made available to an 
affiliated exkmpt wholesale generator or affiliated power marketer except under 
the same terms as such information would be made available to a non-affiliated 
company, and only with the written consent of the customer specifying the 
informatidn to be released. 

A non-utility affiliate may use an AEP operating company's name or logo only if, 
in connection with such use, the affiliate makes adequate disclosures to the effect 
that (i) the two entities are separate; (ii) it is not necessary to purchase the 
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K. 

L. 

M. 

N. 

0. 

P. 

- 

non-regulated product or service to obtain service from the operating company; 
and (iii) the customer will gain no advantage from the operating company by 
buying from the affiliate. 

An AEP operating company shall not condition or tie the provision of any 
product, service, pricing benefit, or waiver of associated terms or conditions, to 
the purchase of any good or service from its affiliated exempt wholesale generator 
or power marketer. 

Except as provided in paragraph M, an affiliated exempt wholesale generator or 
affiliated power marketer shall not share office space, office equipment, computer 
systems or information systems with an AEP operating company. 

Computer systems and information systems may be shared between an AEP 
operating company and non-utility affiliates only to the extent necessary for the 
provision of corporate support services; however, the operating company shall 
ensure that the proper security access and other safeguards are in place to ensure 
full compliance with these affiliate rules. 

An AEP operating company may engage in transactions directly related to the 
provision of corporate support services with its affiliates in accordance with 
requirements relating to service agreements. As a general principle, such 
provision of corporate support services shall not allow or provide a means for the 
transfer of confidential information from the operating company to the affiliate, 
create the opportunity for preferential treatment or unfair competitive advantage, 
create opportunities for cross-subsidization of affiliates, or otherwise provide any 
means to circumvent these affiliate rules. 

Except as provided in paragraph N, an AEP operating company may only make a 
product or service available to an affiliated exempt wholesale generator or an 
affiliated power marketer if the product or service is equally available to all 
non-affiliated exempt wholesale generators and power marketers on the same 
terms, conditions and prices, and at the same t h e .  An AEP operating company 
shall process all requests for a product or service from affiliated and non-affiliated 
exempt wholesale generators and power marketers on a non-discriminatory basis. 

An AEP operating company which provides both regulated and non-regulated 
services or droducts, or an affiliate which provides services or products to an AEP 
operating company, shall maintain documentation in the form of written 
agreementi, an organization chart of AEP (depicting all affiliates and AEP 
operating kompanies), accounting bulletins, procedure and work order manuals, or 
other related documents, which describe how costs are allocated between 
regulated and non-regulated services or products. Such documentation shall be 
available, subject to requests for confidential treatment, for review by State 
Commissions in accordance with Paragraph B. above. 

, 

.;, 
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R. 

S .  

T. 

U. 

V. 

w. 

AEP shall designate an employee who will act as a contact for State Commissions 
and consumer advocates seeking data and information regarding affiliate 
transactions and personnel transfers. Such employee shall be responsible for 
providing data and information requested by a State Commission for any and all 
transactions between the jurisdictional operating company and its affiliates, 
regardless of which affiliate(s), subsidiary(ies) or associate(s) of an AEP 
operating company from which the information is souzht. 

AEP shall designate an employee or agent within each signatory state who will 
act as a contact for retail consumers regarding service and reliability concerns and 
to allow a contact for retail consumers for information, questions and assistance. 
Such AEP representative shall be able to deal with billing, maintenance and 
service reliability issues. 

AEP shall provide each signatory state a current list of employees or agents that 
are designated to york with each State Commission and consumer advocate 
concerning state regulatory matters, including, but not limited to, rate cases, 
consumer complaints, billing and retail competition issues. 

Thirty (30) days prior to filing any affiliate contract (including service 
agreements) with the SEC or the FERC an AEP operating company shall submit 
to each affected State Commission a copy of the proposed filing. 

Any violation of the provisions of these affiliate standards are subject to the 
enforcement powers and penalties at the State Commissions. 

AEP shall contract with an independent auditor who shall conduct biennial audits 
for ten years after merger consummation of affiliated transactions to determine 
compliance with these affiliate standards. The results of such audits shall be filed , 
with the State Commissions. Prior to the initial audit, AEP will conduct an 
informational meeting with State Commissions regarding how its affiliates and 
affiliate transactions will or have changed as a result of the proposed merger. 

If the Public Utility Holding Company Act of 1935 is repealed or materially 
amended du$ng the time this Agreement is in effect, and equivalent jurisdiction is 
not given to another federal agency, AEP will work with the State Commissions 
to ensure that AEP continues to furnish the State Commission with the 
appropriate infomation to regulate its jurisdictional AEP operation company. 
The State Commission may establish its reporting requirements regarding the 
nature of intercompany transactions concerning the operating company and a 
description of the basis upon which cost allocations and transfer pricing have been 
established in these transactions. 

? 
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9. ADEQUACY AND RELIABILITY OF RETAIL, ELECTRIC SERVICE. See 
Attachment C for the AEPKENTUCKY POWER SERVICE QUALITY PROGRAM that has 
been agreed to by the parties. 

10. 
consummated, AEP commits that upon issuance of any final and non-appealable order fiom any 
state or federal commission addressing the merger that provides benefits or imposes conditions 
on AEP that would benefit the ratepayers of any jurisdiction, such net benefits and conditions 
n i l 1  be extended to all other retail customers to the extent necessary to achieve equivalent net 
benefits and conditions to all retail customers of AEP. 

STATUTORY AND OTHER ISSUES. Provided the proposed merger is ultimately 

11. 
Commission and its staff from addressing in a manner not inconsistent with this Agreement 
issues raised in the FERC Docket No. 98-40-000. 

CONTINUED PARTICIPATION - Nothing in this Agreement is intended to preclude the 

12. ENFORCEABILITY. AEP and KPCO will not assert in any action to enforce an order 
approving this Agreement that the Commission lacks the authority to have the provisions of this 
Agreement enforced under Kentucky law. 

DEFINITIONS 

1. 
service in Indiana, Michigan, Kentucky, Ohio, Tennessee, Virginia and West Virginia ("East") or 
the area comprising the former CSW operating companies providing service in Arkansas, Texas, 
Oklahoma and Louisiana ("West"). 

"AEP zone" means either the area comprising the AEP operating companies providing 

2. 
regulation by the FERC and/or a state utility regulatory agency. 

"AEP operating company" means an AEP affiliate that is a public utility subject to rate 

3. 
of the operating company or a subsidiary of the holding company. 

"Affiliate" means an entity that is an operating company's holding company, a subsidiary , 

4. "Consumer advocate" means an agency of the state government designated as a 
representative of consumers in matters involving utility companies before the applicable State 
Commission. 

.I9 

5. 

6. 
thropgh one or more affiliates exclusively in the business of owning or operating all or part of a 
facility for generating el6ctric energy and selling electric energy at wholesale and who: 

"Entity" means a corporation or a natural person. 

"Exempt wholesale generator" means an entity which is engaged directly or indirectly 
, 

a. does not own a facility for the transmission of electricity, other than an essential 
interconnecting transmission facility necessary to affect a sale of electric energy 
at wholesale; and 
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b. has applied to the FERC for a determination under 15 U.S.C. Section 79z-5a. 

7. 
governmental agency. 

"FERC" means the Federal Energy Regulatory Commission, or any successor 

8. 
utility affiliate includes a foreign affiliate. 

Won-Utility Affiliate" means an Affiliate which is not a domestic public utility. Non- 

9. 
directly or indirectly 10 percent or more of the voting capital stock of a utility operatins 
company, or its successor in interest. 

"Holding Company" means AEP, or its successor in interest, or any Entity that o~vns 

s 10. "Power Marketer" means an entity which: 

a. becomes an owner or broker of electric energy in a state for the purpose of selling 
the electric energy.at wholesale; 

b. does not own transmission or distribution facilities in a state; 

c. does not have a certified service area; and 

d. has been granted authority by the FERC to sell electric energy at market-based 
rates. 

1 1. 
governmental agency. 

"SEC" means the United States Securities and Exchange Commission, or any successor 

12. 
Power Service Corp. and AEP's operating companies, under which services are provided by 
American Electric Power Service Corp. to the operating companies. 

"Service Agreement'' means the agreement entered into between American Electric 
, 

13. 
among other functions, administrative and general or operating services to AEP utility operating 
companies. 

'Service Company" means an Affiliate whose primary business purpose is to provide, 

'1% 

14. "Services" means the performance of activities having value to one party including, but 
not limited to, managerial, !financial, accounting, legal, engineering, construction, purchasing, 
marketing, auditing, statistical, i advertising, publicity, tax, research, and other similar services. 

15. 
controlled by another Entity. 

- 
"Subsidiary" meahs any corporation 10 percent or more of whose voting capital stock is 

16. 
utility. 

"Utility Affiliate" means an affiliate of a utility operating company that is also a public 
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Presentation of Aqeement To the Commission 

1. The Parties shall move for the admission of this Agreement into evidence at the hearing 
scheduled for May 28, 1999, or such earlier time as the Commission may establish and sponsor 
evidence including testimony and exhibits as may be required to support Commission approval 
of this Agreement. 

2. 
in the form attached hereto as Attachment D. All of the terms and agreements contained in the 
Proposed Order are to be interpreted consistent with the provisions of this Agreement, which is 
to be attached to and incorporated by reference in the Final Order issued by the Commission. 

The Parties stipulate and agree to the issuance by the Commission of the Proposed Order 

Effect and Use of Azreement 

1. 
any Party in any other proceeding except as necessary to enforce its terms before the 
Commission, or any State Court of competent jurisdiction. This Agreement is solely the result of 
compromise in the settlement process, shall not constitute a concession of subject matter 
jurisdiction, and except as expressly provided herein, is without prejudice to and shall not 
constitute a waiver of any position that any of the Parties may take with respect to any or all of 
the items resolved herein in any future regulatory or other proceedings and, failing approval by 
this Commission, shall not be admissible or discussed in any subsequent proceedings. 

This Agreement shall not constitute nor be cited as precedent or deemed an admission by 

2. The evidence in this Case constitutes substantial evidence sufficient to support the 
Agreement and provides an adequate evidentiary basis upon which the Commission can make 
any finding of fact and conclusions of law necessary for the approval of the Agreement, as'filed. 

3. The issuance of the Final Order shall terminate any further proceedings in this Case. 9 

4. 
rights to make objections and motions to strike with respect to-all testimony and exhibits and 
their right to cross-examine the witnesses presenting such testimony and exhibits. 

In the event this Case is required to be litigated, the Parties expressly reserve all of their 

5.  
this Agreement on behalf of their designated clients who will be bound thereby. 

6. The Parties to this Agreement shall not appeal the agreed Final Order or any other 
C o p i s s i o n  order to the kxtent such orders are specifically implementing the provisions of this 
Agreement and shall support this Agreement in the event of any appeal by a person not a Party. 
This provision shall be enforceable by any Party, in any state court of-competent jurisdiction. 

The undersigned haye represented and agreed that they are hl ly  authorized to execute 

1 
i 

7. 
produced the Agreement have been conducted on the explicit understanding that they are or 

The communications and discussions during the negotiations and conferences that 
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relate to offers of settlement and shall therefore be privileged and not admissible in any 
proceeding. 

ACCEPTED and AGREED this 24th day of May, 1999. 

Centralb;! 504th Wes)p$oration 

A f !  
- L -  

Sites and Harbqn  , C C ? r A J f l  / 

? 
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i 
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Senior Vice President 
American Electric Power 

Service Corporation 
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AttorneyGeacrd , 
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Kentucky Industrial Utility CustornerS, /!,C , 

Boehm, Kurtz. & Lotvry 

i 
! 
i 
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Kentucky Electric Steel, Inc. 

~ a r ~ h n v K M o n g c ,  Jones 8: Edwards, LLP 

. 

i 
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ATTACHMENT A 

. Page 1 OF 1 

AEP/CSW MERGER 
NET ANNUAL MERGER SAVINGS 

AND KENTUCKY CUSTOMER BILL REDUCTIONS($OOO) 

(3 1 

RATE NET CUSTOMER BILL SHAREHOLDER 
YEAR MFRGFR SAVINGS PFDUCTION 6) 559" NFT SAVINGS 6) A 5 942 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

2,469 
4,551 
5,757 
6,732 
7,385 
7,887 
8,279 
8,511 

1,464 
2,554 
3,185 
3,695 
4,037 
4,299 
4,505 
4,626 

1,005 
1,997 
2,572 
3,037 
3,348 
3,588 
3,774 
3,885 

51,571 28,365 23,206 

Note: Annual Customer Bill Reduction after year 8 until next base rate case is $5,242,785 

? 



ATTACHMENT 8 
Page 1 of 3 

AEPICSW MERGER 
EXAMPLE O f  BASE RATE CASE TREATMENT 

BASED ON YEAR 3 ($000) 

CREDIT PER RJOER CONTINUES 

INCLUDED IN TEST YEAR: 
GROSS MERGER SAVINGS 

C H M G Z  IN CONTROL AMORTIUTION 
OTHER CTA AMORTIUTION 
TOTAL CTzJClC AMORTltAflON 

NET MERGER SAVINGS IN TEST YEAR 

ADO BACK TO TEST YEAR COST OF SERVICE: 
CUSTOMER SHARE 
SHAREHOLDER PORTION 

NET BASE RATE REDUCTION 

KENTUCKY CUSTOMER RATE REDUCTION 

? 

’ I  
‘I1 . 
.. , 

(3.184) 

(7.252) 

322 
1.178 

1 SC6 -- 

(5,758) 

3,184 
2.572 

5.756 

0 



RATE 
YEAR 

AlTACHMENT B 
Page 2 of 3 

AEPICSW MERGER 
BASE RATE CASE TREATMENT 

FOR INCLUSION IN COST OF SERVICE ($000) 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

Add Back to Test Year Cost of Service 
CUSTOMER SHAREHOLDER - l!wxmws 

1,464 
2,554 
3,185 

. 3,695 
4,037 
4,299 
4,505 
4,626 

1,005 
1,997 
2,572 
3,037 
3,348 
3,588 
3,774 
3,885 

28.365 23.206 

5 
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ATACHMENT B 
Page %of 3 

AEP/CSW MERGER 
AMORTIZATION OF ESTIMATED 

COSTS TO ACHIEVE’ 

RATE 
YEAR 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

TOTAL 

Includes change in control payments. 
“May not add due to roundings. 

? 

1 s: 
I 

AMOUNT 

1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,501 

** 12,044,015 



AEPNENTUCKY POWER SERVICE QUALITY, 

Attachment C 
Page 1 of 6 

AEPfKentucky Power (the Company) has as one of its highest priorities a desire to 
maintain and improve the quality and reliability of service to its customers. The Company 
commits that current levels of customer service and service reliability shall not degrade 
ES a result of the merger and that it shall u n d e d t e  a!l reasonable efforts to improve tbt  
qdiy aqd reliability of its service. In order to assure thc Commission a id  Kentxcky 
customers of continued excellent service quality in the post-msrger environment, the 
Company commits and agrees to do the following: 

I .  To maintain the overall quality and reliability of its electric service at levels no less 
than it has achieved in the calendar years 1995-1998. The Company will provide service 
reliability reports annually indicadng its calendar year Kentucky Customer Average 
Intemption Duration Index (CAIDI) and Kentucky System Average Intermption 
Frequency Lndex (SMFI), These indices shall be determined and reported, including all 
storms. Defhtions for these meawes are included on page 4. On page 6 are listed 
Kentucky Power's annual SAlFI and CAIDI performance for the years 1995 through 
1998. 

2. To provide annual Call Center performance meuures for those centers which handIe 
Kentucky customer calls. These Will include the Call Center Average Speed of Answer 
(ASA), Abandonment Rate, and Call Blockage. Definitions for these measures are also 
included on page 5.  

a) The performance m e s u e s  described in paragraphs 1 and 2 above shall be provided 
by the end of May of the yeas following the calendar year in question. 

2. Will continue to completely inspect its Kentucky electric facilities every wo years and 
perform tree trimming, lightning arrestor replacement, animal guarding and pole and 
cross arm replacerqents. 

* I  

4. AEPKentucky Power management will compile outage data detailing each circuit's 
reliability perfompce. In addition, by monitoring repeated outages on a regular basis, 
the Company will identify and resolve reliability problems which may go unnoticed by 
using CAIDI and;SAIFI results. This data will be coupled with feedback fiom dismct 

- field PCSOMCI &h.supervision and management concerning other locations and 
situations wheni the impact of outages are quantified. This process will be used to 
develop a comprehensive work plan each year which focuses efforts to improve service 
reliability. The Company Will undemke all reasonable expenditures to achieve the god 
of limiting customer outages. 

1 
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5.  Plans to continue to maintain a high quality wor!dorce to meet its customeis' ne&. 

6. Shall designate an employee or agent u i t h  Kenwcky who *ill 2ct as a contzicr fc: 
retail comumers regarding service and reliability concerns and to provide a conbat for 
retail ConSUmers for information, questions and assis-ace. Scch AEPKentucky Power 
representative shall be able to deal vlith billing, maintenance and service reliabiIity issues. 

a) The company further commits to maintain in Kentucky a sufficient management 
team to ensure that safe, reliable and efficient eIecaic service is provided and to respond 
to the needs and inquiries of its Kentucky customers. 

7. In the event the Commission adopts industq generic d e s  concerning customer s a i c e  
standards, AEPKentucky Power shall have at its option, the right to incorporate them 
into this agreement. 

a) AEPKentucky Power will have the opportunity to revisit with the Commission the 
agreed upon rneasure(s) should the Company wish to propose a specific 
performance-based ratemaking proposal provided the proposal either includes a reliability 
measure(s) and/or a customer satisfaction survey measure that contains service reliability 
as a component. 

b) These standards can be changed during the term of this agreement to reflect any 
performance-based ratemaking plans or rules which the Commission adopts either for 
AEPKentucky Power andor generically for the electric utility industry. 

8. If retail access is mandated by the Kentucky General Assembly a d o r  the Commission 
and/or by federal IegisIation, AEPKentucky Power shall have the right to petition the 
Commission for rnGdifications to this service quality agreement that are made necessary 
by the mandating df ?tail access. 

. 

? 

l 

a) h y  such pegtion must establish the necessity of the proposed modifications and 
provide approprihe protections to ensure that AEP/Kentucky Power's quality of service 
will not decline: ?e Commission will act upon the petition within 90 days or the petition 
will be deemed to be automatically approved. 

- 

2 
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9. AI1 prudent costs incurred to comply hith the items contained in this Agreernsx, once 
incurred, will constitute known and neisurable expenses that Kentucky Power s?!! k t . e  
an opportunity to recover in accordace uith naditional ratemaking principles, Lmxgh 
recognition of these costs in its revenue requirement in future rate review. 

? 

. .  
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AEP RELIiiBILITY MEASURES 

1> Svsrern Average Internution Frecuencv I d e x  (SAFI) is de5ncd G tiis ntrm.ber cf 
cusiomers intempted divided by the number of customers stneci,. It is calcdartd 
by the equation: 

SAIFI = Number of customers intermbed 
Number of customers served 

2. Customer Average Interruption Duration Index (CADI) is defined as the number of 
customer hours of interruption divided by the number of customers interrupted. It is 
calculated by the equation:. 

CADI = Sum of dl customer hours of intermution 
. Number of customers intempted 

? 

? 

. I  
71 

I 

I t  
1 
i '  

. .  - 
AEPKENTUCKY PO'IXCER SERVICE QUALITY 
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AEP CALL CENTER MEUURES 

1) As*eraoe Sceed of Answer (XSA) is defined is the average t h c  t&t elapses in s::zs& 
between h e  insrant when a call is aswere2  a i d  the tine it is corAsctsd io a ~ $ 1  Ce;..rer 
representative (CSR) or an interactive voice recorder (IVR). It is calculated U S L , ~  
equation: 

Average Speed of Answer = Time for all calls between call answer and CSWVR connection 
(seconds) Totat number of calls made to the Call Center 

2) Abandonment Rate is the percentage of callers who hang up before being connected to a Call 
Center representative (CSR) os an interactive voice recorder (IVR). It is calculared using the 
equation: 

Abandonment Rate = 
(percent) . 

{Total number of callers who hang up} x 100 
{Total number of calls made to the Call Center} 

3) Call B1ockae;e is the percentage of non-outage call attempts which do not get connected to a 
Call Center (busy signal, etc.). It is calculated using the equation: 

Call Blockage = {Total number of non-ouue calls that do not get connected) x 100 
(percent) {Total number of non-outage calls made to the Call Center} 

? 

I 
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S P X e n t u c k y  Power Reliability Performance 
(includes all storms) 

1995 1.794 4.12 

1996 ' .  1.520 

. 1997 1.343 

1998 1.519 

? 

3.10 

3.04 

5.96 
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Attachment D 

COihOfONWEALTH OF KENTUCKY 
BEFORE THE 

PUBLIC SERVICE COhCvfISSION OF KENTUCKY 

IN THE MATTER OF : 

JOINT APPLICATION OF KENTUCKY POWER COMPANY,) 
AiifERICAN ELECTRIC POWER COiWAW, NC.  1 

REGARDING A PROPOSED MERGER 1 
AND CENTRAL AND SOUTH W S T  CORPORATION ) CASE NO. 99-119 

On February 17,1999 the Staff of the Public Service Commission of Kentucky 

(“Commission”) issued a letter stating staffs belief that the Commission has jurisdiction under 

KRS 278.020 (5) to review the proposed merger of Central and South West Corporation 

(“CSW’) into American Electric Power Company, Inc. (“AEP”) and requested that Kentucky 

Power Company (“Kentucky Power” “KPCO” or the “Company”) advise in writing by March 8, 

1999 of the date AEP would file an application for Commission approval of “the indirect change 

in control of Kentucky Power Company.” On March 5,1999 the Company issued a letter 

notifying the C o d s s i o q  .that it would file the requested application by April 15, 1999. The 

letter also indicated that dhk Company expected to provide the Staff and the Commission with 

sufficient information to enable the Commission to approve its application within the sixty (60) 

day period prescribedby ;he statute. The letter further preserved the Company’s legal arguments 

regarding the application of KRs 278.020 to this merger. 

I ’  

I ’  - 

On April 15, 1999, the Company, AEP and CSW filed a Joint Application with 

supporting testimony and work papers. The proceeding was designated P.S.C. Case No. 99-149. 
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On April 22, 1999, the Commission issued a letter indicating that the Commission staff had 

reviewed the Company’s application and found that it met the minimum filing requirements. 

On May 4, 1999, the Attorney General, Office of the Rate Intervention (“Attorney 

General”), and Kentucky Electric Steel, Inc. (“USI”) were Santed full intervention in Case S o .  

. 
99-119. On May 11, 1999, Kentucky Industrial Utility Customers, Inc. (“KlUC”), was also 

granted full intervention in Case No. 99-149. These parties will be referred to herein collectively 

as the “Intervenors.” 

On April 22, 1999, a Technical Conference was held at the Commission’s offices. On 

May 4, 1999, May 11, 1999, May 17, 1999 and May 20, 1999 settlement conferences were held 

at the Commission’s offices. All parties to the proceeding and the Commission staff were 

present and participated in the settlement conferences. 

Having considered the evidence and being duly advised, the Commission now 

finds: 

1. Notice and Jurisdiction. Due and timely notice of the hearing to consider the 

settlement proposed by the parties was given. Kentucky Power is a “utility” within the meaning 

of that term in KRS 278.010(3)(a) and is subject to the jurisdiction of the Commission in the 

manner and to the extent provided by the laws of the Commonwealth of Kentucky. 

2. The SettlemeAf Agreement. As described in the Settlement Agreement, a copy of 
1 .  

which is attached hereta 

Agreement contains, bong other things, provisions regarding (a) net non-he1 merger savings; 

(b) fuel and purchased power merger savings; (c) limitation on requests for stranded cost 

Exhibit A and incorporated herein by reference, the Settlement 
. .  - 

recovery; (d) allocation of proceeds from the sale of facilities; (e) system integration agreements; 

( f )  Ohio Power waiver; (9) affiliate standards; (h) maintenance and enhancement of the adequacy 
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and reliability f retail electri :rvic 1 cludin ertain r rting requir ments, (i) s ttlemer.. of 

the existing environmental surcharge litigation (Kentucky Court of Appeals Case Nos. 95-CA- 

00137,95-CA-O1344,9S-CA-01417,9S-CA-01455); and 0') settlement of the pending - six 

month review of KPCO's enviroiiinental surchar,oe in P.S.C. Case No. 95-624. The Settlement 

Agreement was agreed to by all parties to this proceeding. 

The Settlement Agreement fixther provides that if the proposed merger is ultimately 

consummated, AEP commits that upon issuance of any final and non-appealable order fiom any 

state or federal commission addressing the merger that provides benefits or imposes conditions 

on AEP that would benefit the ratepayers of any jurisdiction, such net benefits and conditions 

will be extended to all other retail customers to the extent necessary to achieve equivalent net 

benefits and conditions to all retail customersof AEP. 

The Settlement Agreement also provides that, upon approval by the Commission, the 

Intervenors, the Commission and its Staff shall not oppose the proposed merger before FERC or 

oppose AEP's previously made merger-related filings with the Securities and Exchange 

Commission. 

The Settlement Agreement further states that it shall not constitute nor be cited as 

precedent or deemed an admission by any party in any other proceeding except as necessary to 
i 

enforce its terms before tke. Commission, or any State Court of competent jurisdiction on these 
I .  

particular issues. The Setrlement Ageement provides that it is solely the result of compromise - 
in the settlement proces's, shall not constitute a concession of subject matter jurisdiction, and 

except as expressly provided therein, is without prejudice to and shall not constitute a waiver of 

any position that any of the parties thereto may take with respect to any or all of the items 

resolved therein in any future regulatory or other proceedings. 
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The Settlement Agreement states that if the Commission does not approve the Settlement 

Agreement in its entirety, it shall be null and void and deemed withdrawn, unless such change is 

approved by the parties. 

At a hearing held M3y 2S, 1999, Richard E. Munczinski, Senior Vice P r e s i l t x -  

Corporate Planning and Budgetins of American Electric Power Service Corporation, the service 

corporation subsidiary of AEP, and Errol K. Wager, Director of Regulatory Affairs for 

Kentucky Power testified in support of Commission approval of the Settlement Agreement. Mr. 

Munczinski discussed the negotiating process which resulted in the Settlement Agreement and 

the public benefits that would result from its approval. Mr. Wager  testified regarding the 

mechanism by which the bill reductions will be implemented by Kentucky Power. 

During the course of this proceeding information about the proposed merger was 

requested from.and provided by Kentucky Power, AEP and CSW. Additional information about 

the proposed merger has since been developed in the course of FERC proceedings and 

proceedings before other state commissions. After lengthy and detailed negotiations, Kentucky 

Power, CSW, AEP, the Attorney General, Office for Rate Intervention, Kentucky Industrial 

Consumers, Inc. and Kentucky Electric Steel have reached a unanimous ageement on terms and 

conditions that help ensur;$.that Kentucky consumers will fairly share in the benefits achieved by 

the merger and that Kenthiky consumers will be protected against any detrimental effects. The 

Parties recommend that::;the Commission approve the Settlement Agreement as a fair and just 

settlement of differendds regarding merger-related issues. 

, .  

I . .  

Hating reviewed the Settlement Agreement and the evidence relating thereto, the 

Commission finds that the recommendation of the Parties should be approved. The Cornmission 

fbrther finds that the Settlement Agreement is a fair and reasonable resolution of the merger- 
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related issues of concern to the Commission and the Intervenors and should be approved in its 

entirety without modification. 

The Commission finds that AEP and Kentucky Power have and will retair! the finmciz!. 

technical and mana,oerial abilities to provide reasonable service. 

The Commission firther finds that the proposed merger of AEP and CSW is in 

accordance with the lalv, for a proper purpose and is consistent with the public interest. 

IT IS THEREFORE ORDERED BY THE PUBLIC SERVICE COhlMSSION OF 

KENTUCKY that: 

1. The Settlement Ageement shall be and hereby is approved in its entirety 

without modification and that the merger of AEP and CSW is approved pursuant to KRS 

278.020(4) and KRS 278.020(5). 

2. Kentucky Power shall implement the Net Merger Savings Credit Tariff in the 

amounts shown in the tariff filed as Exhibit 2 to this Order, which tariff is approved. 

3. American Electric Power, Inc. and Central and South West Corporation will incur 

transaction, regulatory processing and transition costs to merge the two companies. The 

Commission orders that the Kentucky retail jurisdictional share of the estimated merger costs be 

deferred and amortized fqi'recovery over eight years. The amortization should begin with the 

date of the combination &d continue for eight years on a straight-line basis. 
I .  

4. The pro6osed regulatory plan is approved as are the steps necessary to implement 

i t ,  specifically: 

a. the regulatory treatment of the fuel saving arising from the integrated 

operations of AEP, CSW and Kentucky Power as set forth in the Settlement Agreement; 
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b. Kentucky Power is authorized to include as an allowable expense in cost 

of service the non-fuel merger savings, net of cost to achieve and amortization of estimated costs 

to achieve as set forth in Attachment B to the Settlement Aseernent. 

5.  Effective January 1, 2000, W C O  shall begin collecting the cnviroiliiierxi 

surcharse, including the costs of the Low Nox burners for the Big Sandy generating plmt's Unit 

No. 1 and Unit No. 2, in accordance with the Opinion and Order of the Franklin Circuit Court 

dated April 30, 1998, as amended by Opinion and Order dated May 14, 1998 in Consolidated 

Case Nos. 97-CI-00137,97-CI-'01138,97-CI-01144 (except those portions of the decisions 

allowing retroactive recovery of the surcharge). 

6. The Commission approves the settlement of the environmental surcharge 

litigation (Kentucky Court of Appeals Case Nos. 98-CA-00137,98-CA-01344,98-CA-01417, 

98-CA-01455, and 98 CA 002476) as described in the Settlement Agreement and authorizes its 

counsel to execute to necessary documents to dismiss the appeals and cross-appeals therein. 

7 The pending review of KPCO's environmental surcharge in P.S.C. Case No. 98- 

624 shall be terminated and that proceeding is ordered closed without adjustment to the 

surcharge. 5. 

6. This Order, shall be effective on and after the date of its approval. 

' 1  , .  
, '  

By the Commission 
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EXHIBIT 1 
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EXHIBIT 2 

AMERICAN ELECTRIC POWER ORlGlNAl SHEET NO. 25-1 
CANCELING SHEETNO. - 

P.S.C. ELECTRIC NO. 7 

NET MERGER SAVINGS CREDIT (N.M.S.C.) 

APPLICABLE. 

C.1.P.-T.O.D., C.S.- I.R.P., M.W., O.L., and S.L. 
To Tariffs R.S., R.S.-L.M.-T.O.D., Experimental R.S.-T.O.D., S.G.S., M.G.S., Experimental M.G.S.-T.O.D., L.G.S., 0.2.. 

The Net Merger Savings Credit shall provide for a monthly adjustment to base rates on a rate per KWH of monthly 
consumption. The Net Mergor Savings Credit shall be calculated according to the following formula: 

Net Merger Savings Credit = M.S.F. + E.A.F. 
Where: 

(M.S.F.) Is the Merger Savings Factor per KWH which is based on the total Company net savings 
that are to be distributed to  the Company's Kentucky retail jurisdictional customers in each 12-month period. 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 
Year 9 

Net Savings 
to be 

Distributed 
$1,463,815 
2,553,660 
3,184,645 
3,695,003 
4,037,167 
4.299.432 
4,504,920 
4,626,369 
5,242,785 

Merger Savings 
Factor 
(M.S.F.1 

.021 C per Kwh 

.037C per Kwh 

.045C per Kwh 

.051 C per Kwh 

.055C per Kwh 

.057C per Kwh 

.059C per Kwh 

.059C per Kwh 

.066C per Kwh 

'The Net Merger Savings Credit will begin in the first full billing month available following thirty days from the 
consummation of the merger and will continue until the effective date of a Commission order changing the 
Company's base rates after Year 8 of this tariff. 

(E.A.F.) Is the Balancing Adjustment Factor per KW for the second through the twelfth months of the current distribution 
year which reconciles any over- or under-distribution of the net savings from prior periods. The B.A.F. will be determined 
by dividing the difference between amounts which were expected to be distributed and the amounts actually distributed 
from the application of-zhe Net Merger Savings Credit from the previous year by the expected Kentucky retail jurisdictione 
KWH. The final B.A.F. will be applied to  customer billings in the second month following the effective date of a 
Commission order changing the Company's base rates after Year 8 of this tariff. 

'11 

TERMS OF DISTRIBUTION, 
1 

1. The total distribution to  the Company's customers will, in no case, be less than the sum of the amounts showr 
for the firs! eight years above. 

On or before the '2 l s t  of the first month of each distribution year following Year 1, the Company will file with 
the Commission a status report of the Net Merger Savings Credit. Such report shall include a statement 
showing the amounts which were expected to be distributed and the amounts actually distributed in previous 
periods, along with a calculation of the B.A.F. which will be implemented with customer billings in the second 
month of that distribution year to  reconcile any previous over-or under-distributions. 

'I 
2. - 

3. The Net Merger Savings Credit shall be applied to the customer's bill following the rates and charges for 
electric service, but before application of the school tax, the franchise fee, sales tax or similar items. 

DATE OF ISSUE DATE EFFECTIVE 

BY E. K. WAGNER DIRECTOR OF R F W O R Y  AFFAIRS ASH1 AND.KENTUCKY 
NAME TITLE .L nnnrcc 
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COMMONWEALTH OF KENTUCKY 
BEFORE THE 

PUBLIC SERVICE COMMISSION OF KENTUCKY 

IN THE MATTER OF : 

JOINT APPLICATION OF KENTUCKY POWER COMPANY,) 
AMERICAN ELECTRIC POWER COMPANY, INC. 1 

REGARDING A PROPOSED MERGER ) 
AND CENTRAL AND SOUTH WEST CORPORATION ) CASE NO. 99-149 

Opposition of Joint Applicants to Motion of 
Kentucky Association of Plumbing-Heating-Cooling Contractors, Inc. 

And Kentucky Propane Gas Association for Reconsideration 

Kentucky Power Company, American Electric Power Company, Inc. and Central and 

South West Corporation (“Joint Applicants’’) for their Opposition to the Motion of Kentucky 

Association of Plumbing-Heating-Cooling Contractors, Inc. (“KAPHCC”) and Kentucky 

Propane Gas Association (“KPGA”) for Reconsideration of the Commission’s May 20, 1999 

Order denying the KAPHCC and KPGA leave to intervene, state: 

1. In their motion to reconsider, the KAHPCC and the KPGA do not argue that the 

Commission’s factual findings in support of its Order denying their motion to intervene were 

unsupported by substantial evidence, or that the Commission misapplied the law. Instead, they 

simply disagree with the manner in which the Commission exercised its discretion. Yet, the 

discretion is the Commission’s, and the KAHPCC and KPGA’s disagreement is an inadequate 

basis for reconsideration. Moreover, the Commission’s decision not to address issues involving 

affiliate transactions and codes of conduct on a piecemeal basis in this merger case is hlly 



consistent with its decision in the KU Energy/LG&E Energy merger to defer the KAHPCC’s 

arguments to Administrative Case No. 369. In the Matter of: Joint Application of Louisville 

Gas & Electric Company and Kentucky Utilities Company for Approval of Merger, P.S.C. Case 

No. 97-300 at 31 (September 12, 1997). 

2. Conceding that the Joint Applicants do not compete with their members, the 

KAPHCC and KPGA nevertheless argue that such hypothesized competition may occur at some 

unspecified time in the future. The mere possibility of competition at some indeterminate point 

is too slender of a reed upon which to premise intervention. Indeed, KAPHCC and KPGA fail to 

cite any authority suggesting that such an ephemeral possibility rises to the level of “a special 

interest in the proceeding which is not otherwise adequately represented.” 807 KAR 5:001, 

Section 3(8). Certainly, no argument is advanced as to why such speculation concerning possible 

future acts unrelated to the merger of Central and South West Corporation and American Electric 

Power, Inc. constitutes a “special interest” in this merger proceeding. 

3. KAHPCC and KPGA alternatively argue that if they are not permitted to 

intervene, the Commission should impose certain limitations on the future actions of American 

Electric Power, Inc. and Kentucky Power Company pending the final resolution of the issues 

being addressed by the Commission in Administrative Case No. 369. No basis is advanced by 

KAHPCC and KPGA as to why American Electric Power, Inc. and Kentucky Power Company 

should be treated differently from every other utility in the Commonwealth, including those that 

might actually be competing with the KAHPCC and KPGA’s members. 

4. Intervention by KAHPCC and KPGA now, after the parties have reached a 

unanimous settlement, and after the Commission has conducted a hearing on the unanimous 

-2- 
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settlement, and only twelve days prior to the conclusion of the statutory period for th 

Commission's review, clearly would unduly complicate and disrupt this case. 

Dated: June 3, 1999 

&& 

Mark R. Overstreet 
STITES & HARBISON 
421 West Main Street 
P.O. Box 634 
Frankfort, Kentucky 40602 
Telephone: (502) 223-3477 
COUNSEL FOR JOINT APPLICANTS, 
AMERICAN ELECTRIC POWER COMPANY, 
INC., KENTUCKY POWER COMPANY AND 
CENTRAL AND SOUTH WEST CORPORATION 

-3- 



CERTIFICATE OF SERVICE 

I hereby certify that a copy of the foregoing Joint Applicants' Opposition to the Motion of 

Kentucky Association of Plumbing-Heating-Cooling Contractors, Inc. and Kentucky Propane 

Gas Association for full intervention was served by first class mail on this 3rd day of June, 1999 

upon: 

Elizabeth E. Blackford 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, Kentucky 40601 

James W. Brew 
Brickfield Burchette Ritts, P.C. 
1025 Thomas Jefferson Street, N.W. 
Eighth Floor, West Tower 
Washington, D.C. 20007 

Richard S. Taylor 
Capital Link Consultants 
315 High Street 
Frankfort, Kentucky 40601 

David F. Boehm 
Boehm, Kurtz & Lowry 
2 1 10 CBLD Center 
36 East Seventh Street 
Cincinnati, Ohio 45202 

William H. Jones, Jr. 
VanAntwerp, Monge, Jones & Edwards, LLP 
1544 Winchester Avenue 
Fifth Floor 
Ashland, Kentucky 41 105-1 11 1 

John David Myles 
413 Sixth street 
Shelbyville, Kentucky 40065 n 

Mark R. Overstreet 

-4- 



413 SIXTH STREET 
SHELBYVILLE. KENTUCKY 40065 

May 27,1999 

Hon. Helen C. Helton 
Executive Director 
Kentucky Public Service Commission 
730 Schenkel Lane 
Frankfort, Kentucky 40601 

RE: Case No. 99-149 

Dear Ms. Helton: 

Enclosed please find the original and twelve copies of a Motion for 
Reconsideration filed on behalf of the Kentucky Association of Plumbing-Heating-Cooling 
Contractors and the Kentucky Propane Gas Association. 

If I can provide any hrther information to assist the Commission or S t a i n  its 
review of this motion, please let me know. 

Thank you for your assistance in this matter 



COMMONWEALTH OF KENTUCKY 
Before the 

PUBLIC SERVICE COMMISSION 

In the Matter of 

JOINT APPLICATION OF KENTUCKY POWER ) 
COMPANY AND AMEXICAN ELECTRIC ) 
POWER COMPA?AY, INC., AND CENTRAZ, ) 
AND SOUTH WEST CORPORATION ) 
REGARDING A PROPOSED MERGER ) 

MAY 2 ?' 1999 

Case No. 99- 149 

MOTION FOR RECONSIDERATION 

Come now the Kentucky Association of Plumbing-Heating-Cooling Contractors, 

Inc., (KAPHCC), and the Kentucky Propane Gas Association (KPGA) (iointly, Movants), 

by counsel, and for their motion state as follows: 

Movants urge the Commission to reconsider its decision and Order entered May 

20, 1999, in this case. In that Order, the Commission took the rare step of denying the 

motion of KAPHCC and KPGA for leave to intervene. In doing $0, the Commission 

relied on the assertion of the Joint Applicants that they are not now competing with 

Movants' members and upon the existence of Administrative Case No. 369. 

Addressing those grounds of decision in order, the Movants would first note that 

the concept that no stricture is needed if that which it would prevent is not then being 

done is questionable at best and at worst would make prevention impossible. At a more 

practical level, the Joint Applicants no where state that they will not in the fbture compete 

unfairly with Movants' members. Nor do they make the more limited statement that they 

will refrain from doing so until the Commission has reached decisions in Administrative 

Case No. 369. In fact, by objecting to Movants' Motion to Intervene, they seek to keep 
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their options open. While the Joint Applicants have every right to pursue such a strategy, 

nothing obliges the Commission to play along. 

Concerning Administrative Case No. 369, Movants remain gratefbl for the 

Commission's decision to open the case and for the extensive efforts Commission staff has 

devoted to it. However, Movants also remain extremely concerned at the length of time 

the case has taken thus far and with the Commission's decision to defer consideration of 

the Code of Conduct until it has acted on the proposed Ml ia te  Transaction Guidelines. 

Administrative Case No. 369 is fast approaching its second anniversary on the 

Commission's docket. During this time, those who are improperly using the advantages of 

utility status to compete against Movants' members have continued to do so and others 

have been fixe to begin such practices. 

Under the circumstances, Movants would be remiss if they did not take every 

opportunity to protect their members. The issues of concern to Movants are clearly 

matters of public interest. Their relevance to the current proceedings is  amply 

demonstrated by the fact that they were addressed by several of the other states which 

have considered the Joint Applicants' proposed merger. 

For these reasons, Movants urge the Commission to reconsider its May 20, 1999, 

Order and grant them full intervention in this proceeding. Failing that, Movants urge the 

Commission to condition any approval of the merger upon a representation of the Joint 

Applicants that they will not undertake activities in competition with Movants' members 

until the Commission has completed its consideration of Administrative Case No. 369 and 

established the appropriate ground rules for such competition. If the absence of such 

competition and the existence of Administrative Case No. 369 are a sufficient basis for 

denying intervention to Movants, the Commission should act in the public interest to 

ensure that these conditions continue until orders have been issued in the "more 



c t e 

-3- 

appropriate docket." 

At the very least, the Commission should put the Joint Applicants and the other 

parties in Administrative Case No. 369 on notice that its acceptance, should it decide to 

approve the merger with accompanying documents, of filed affiliate transaction language 

in no way binds or limits the scope of the issues being considered in Administrative Case 

No. 369 as they relate to the Joint Applicants or other parties in that case or limits the 

scope of the Commission's discretion in addressing those issues. 

Counsel for Movants 
413 Sixth Street 
Shelbyville, Kentucky 40065 
(502) 633-3252 

CERTIFICATE OF SERVICE 

This is to certify that true and accurate copies of the foregoing Motion for 
Reconsideration have been mailed, first class postage prepaid to the persons listed on the 
attached service list this 27th day of May, 1999. 

John David Myles 
Counsel for Movants 
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DIRECT TESTIMONY 
OF 

RTCHARD E. MUNCZINSKI 
IN  SUPPORT OF 

STIPULATION AND SETTLEMENT AGREEMENT 

Please state your name and business address. 

My name is Richard E. Munczinslu and my business address is 1 Riverside Plaza, Columbus, 

Ohio 43215-2373. 

By whom are you employed and what is your position? 

I am employed by the American Electric Power Service Corporation ("AEPSCI1), the service 

corporation subsidiary of American Electric Power Company, Inc. (IIAEP") as Senior Vice 

President - Corporate Planning and Budgeting. 

What is your responsibility in connection with the proposed merger of AEP and 

Central and South West Corporation ("CSW")? 

I have AEP management responsibility for the regulatory approvals required to implement 

the proposed business combination between AEP and CSW. 

Please describe your business experience with AEPSC. 

I joined AEPSC in 1978 as an assistant Project Control Engineer and was subsequently 

promoted to Project Control Engineer in 1979 and Senior Project Control Engineer in 1981. 
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In 1982, I joined the Controller’s Department (now Corporate Planning and Budgeting 

Department). I was promoted to manager of Financial Planning and Forecasting in 1985 and 

to Assistant Controller in 1990. In 1992, I was named Director of the Rate Division of the 

Rates Department (subsequently renamed the Regulatory Services Division and the Energy 

Pricing and Regulatory Services Department, respectively). In November 1996, I was 

promoted to Vice President - Regulatory Services. In this position, I provided supervision, 

administration and rate case management for each of the five AEP State Office Regulatory 

Affairs Departments whose personnel are employees of the major AEP operating company 

subsidiaries as well as supervision and direction to the Regulatory Services Staff at AEPSC. 

On January 1, 1998, I assumed my present position. 

What is the purpose of your direct testimony? 

The purpose of my direct testimony is to identify, describe and support the Stipulation and 

Settlement Agreement (“Agreement”) which was filed with the Commission on May 24, 

1999, by AEP, Kentucky Power Company (“KPCO”), the AEP operating company that 

provides retail electric utility service in the State of Kentucky, and the Attorney General, 

Office of the Rate Intervention, (“Attorney General”), Kentucky Electric Steel, Inc. 

(“KESI”), Kentucky Industrial Utility Customers, Inc. (“KIUC”). The Attorney General, 

KESI, and KIUC are collectively referred to herein as the “Intervenors”. My testimony also 

confirms the recommendation by AEP, KPCO, CSW and the Intervenors that the Merger be 
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In 1982, I joined the Controller’s Department (now Corporate Planning and Ehdgeting 

Department). I was promoted to manager of Financial Planning and Forecasting in 1985 and 

to Assistant Controller in 1990. In 1992, I was named Director of the Rate Division of the 

Rates Department (subsequently renamed the Regulatory Services Division and the Energy 

Pricing and Regulatory Services Department, respectively). In November 1996, I was 

promoted to Vice President - Regulatory Services. In this position, I provided supervision, 

administration and rate case management for each of the five AEP State Office Regulatory 

Affairs Departments whose personnel are employees of the major AEP operating company 

subsidiaries as well as supervision and direction to the Regulatory Services Staff at AEPSC. 

On January 1, 1998, I assumed my present position. 

What is the purpose of your direct testimony? 

The purpose of my direct testimony is to identify, describe and support the Stipulation and 

Settlement Agreement (“Agreement”) which was filed with the Commission on May 24, 

1999, by AEP, Kentucky Power Company (“KPCO”), the AEP operating company that 

provides retail electric utility service in the State of Kentucky, and the Attorney General, 

Office of the Rate Intervention, (“Attorney General”), Kentucky Electric Steel, Inc. 

(“KESI”), Kentucky Industrial Utility Customers, Inc. (“KIUC”). The Attorney General, 

KESI, and KIUC are collectively referred to herein as the “Intervenors”. My testimony also 

confirms the recommendation by AEP, KPCO, CSW and the Intervenors that the Merger be 
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Q* 

A. 

Q. 

A. 

Q. 

A. 

approved by the Commission upon the terms set forth in the Agreement. AEP, KPCO, CSW 

and the Intervenors are collectively referred to herein as the “Parties”. 

Mr. Errol Wagner is providing testimony supporting the rate design methodology used to 

allocate the annual customer bill reductions to KPCO’s Kentucky jurisdictional customers. 

Please identify the document that has been marked for identification as EXHIBIT 

REM-1. 

EXHIBIT REM- 1 is a copy of the Agreement. 

What was your involvement in the negotiation of the Agreement? 

I was responsible for the negotiation of the Agreement on behalf of AEP, CSW and KPCO. 

I executed the Agreement on behalf of AEP. Mark R. Overstreet, counsel for KPCO and 

CSW, executed the Agreement on their behalf. Elizabeth E. Blackford, Assistant Attorney 

General executed the Agreement on behalf of the Attorney General. William H. Jones, Jr. 

executed the Agreement on behalf of KESI, and David F. Boehm executed the Agreement 

on behalf of the KIUC. 

Please describe the process which lead to the execution of the Agreement. 

AEP, Kentucky Power and CS W filed their Joint Application in this case on April 15, 

1999. That same day, courtesy copies of the Joint Application were delivered by KPCO 
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to the Attorney General’s Office of Rate Intervention and KZUC, both of whom are often 

parties to proceedings involving KPCO before this Commission. On April 22, 1999, at 

KPCO’s request, a technical conference was conducted at the Commission’s offices to 

enable the Staff, and representatives of IUUC and the Attorney General to ask questions 

concerning the merger and the Joint Application. Also present and participating in the 

conference were representatives of KESI, a customer of Kentucky Power. 

Following the conclusion of that meeting, the parties agreed that the Joint Applicants 

would make a settlement proposal and that the parties would meet again on May 4, 1999 

to discuss settlement of the case. Subsequent to the May 4, 1999 meeting the parties 

continued to exchange settlement proposals and met at the Commission’s offices on May 

1 1, 1999, May 17, 1999 and May 20, 1999. Concurrent with these discussions, the 

discovery process continued, with the Intervenors serving initial and supplemental data 

requests and the Joint Applicants providing responses in accordance with the procedural 

schedule established by the Commission. 

In the negotiations the Parties sought to ensure that (a) Kentucky consumers would 

benefit from the proposed merger and that the merger would not be anti-competitive and 

that (b) AEP and KPCO would be able to achieve in a timely manner the benefits which 

they sought from the merger. 
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AEP and KPCO also desired assurance that this Commission would not oppose the 

proposed merger in pending approval proceedings before the Federal Energy Regulatory 

Commission (“FERC”) and would not oppose merger-related filings made by AEP with 

the Securities and Exchange Commission (“SEC”). Eventually, after extensive good faith 

negotiation, the parties were able to resolve their differences by compromise and 

incorporate in the Agreement which they now recommend the Commission approve in its 

entirety without modification as a fair and just settlement of the issues. 

On May 2 1 , 1999, the parties agreed in principal to a settlement of the proceeding in 

accordance with the Agreement (EXHIBIT REM- 1). The executed Stipulation and 

Settlement Agreement was filed with the Commission on May 24, 1999. 

Q. Is this a unanimous settlement? 

A. Yes, this is a unanimous settlement. I ue ieve it is important to emp,,asize that although ,,here 

was give and take on all sides during the negotiations, all of the parties to this proceeding 

recommend that the Commission approve the merger of AEP and CSW upon the terms set 

forth in the Agreement. 

Q. Have Kentucky Power, KIUC, the Attorney General and the Commission Staff 

agreed to settle the environmental surcharge litigation now pending in the 

Kentucky Court of Appeals (Case Nos. 98 CA 00137,98 CA 001344,98 CA 001417, 
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98 CA 001455,98 CA 002476)? 

Yes. The effect of the dismissal of the Kentucky Court of Appeals cases will be to leave 

in effect the Franklin Circuit Court decisions in Case Nos. 97-CI-01138,97-CI-001144 

and 97-CI-00137, except that Kentucky Power has agreed to forgo its right under the 

circuit court’s decision in those cases to retroactive recovery of the surcharge. As a 

further concession, Kentucky Power agreed to delay until January 1 2000 the collection 

through the environmental surcharge of the costs of the Low NOx burners for the Big 

Sandy generating plant’s Unit No. 1 and Unit No. 2, in accordance with the Franklin 

Circuit Court decision. 

A. 

The parties agreed that the dismissal shall be without prejudice in any other action with 

respect to the positions taken by the parties in the dismissed litigation. 

Finally, as part of the settlement the parties agreed that the six month review of Kentucky 

Power’s environmental surcharge as part of P.S.C. Case No. 98-624 would be closed 

without further adjustment. 

Q. 

A. 

Please summarize the commitments made by AEP and KPCO in the Agreement? 

The substantive commitments of AEP and KPCO are contained in Sections 1 through 12 of 

the Agreement. These provisions benefit KPCO’s Kentucky retail customers in particular, 

but many are capable of being adopted and applied in other AEP states as well. 
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1. In Section 1 (Regulatory Plan), KPCO commits to implement a Net Merger 

Savings Credit tariff that will reduce bills to Kentucky retail customers in order to allow 

them to share in the net non-fuel cost savings resulting from the proposed merger. The bill 

reductions will be made beginning with the first full billing month available following thirty 

days from the consummation of the merger. The annual bill reduction amounts will be 

refunded to customers based upon kwh consumption. Section 1 contains provisions that 

ensure that the net non-fuel merger savings bill reductions will remain in effect if KPCO has 

a base rate case during the eight year period following the closing on the merger and that 

KPCO will retain the share of the net non-fuel merger savings allocated to AEP’s 

shareholders. After eight years, the tariff will continue in effect until KPCO has a base rate 

case at which time the tariff shall terminate and savings will be reflected in KPCO 

rates. Mr. Wagner will testify regarding the details of this tariff. Section 1 also provides 

that AEP and KPCO will defer and amortize their Kentucky jurisdictional estimated merger- 

related costs-to-achieve over an eight year recovery period. Section 1 further states that the 

agreed to rate treatment for estimated non-he1 merger savings and amortization of estimated 

costs to achieve will be to include them in cost of service as an allowable expense in any 

base rate proceeding occurring during the 8 year period in order to avoid duplication to 

customers, and to continue to provide shareholders with their share of cost savings. In 

addition, Section 1 states that KPCO will not petition for a base rate increase that would be 

effective prior to January 1, 2003 or three years from the effective date of the merger, 

whichever is later (the “rate moratorium”), and the Intervenors agree not to seek a reduction 

7 



1 in base rates during the rate moratorium. Finally, as I discussed earlier, the Parties and the 

Staff have agreed to settle the Environmental Surcharge litigation. 

2. Pursuant to Section 2, all savings of fuel and purchased power expenses 

resulting from the merger shall benefit retail customers through the existing fuel clause 

recovery mechanism. Also, AEP agrees to hold harmless the native load customers in the 

existing service area of the AEP operating companies (the "East Zone") from higher 

replacement power costs or foregone revenues caused by such companies supplying power 

to the service area of the CSW operating companies (the "West Zone"). 

3. In Section 3, the Parties established a procedure for determining the existence 

of a force majeure event, applicable during the rate moratorium, under the terms of the 

Settlement Agreement. 

4. In Section 4, AEP and KPCO agree not to seek or recover in one AEP Zone 

stranded costs from the other AEP Zone. 

5 .  Under Section 5, any proceeds from the sales of facilities in the rate base of 

an AEP operating company must go to that operating company for further disposition in 

accordance with the rules and orders of the regulatory authorities having jurisdiction. This 
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would not preclude the parties to this Agreement from any arguments they may seek to put 

forth as to the appropriate disposition of such proceeds. 

6. AEP and CSW have proposed to FERC a plan to mitigate any perceived 

impacts of the merger on market power. Section 6 provides that AEP will hold harmless the 

retail customers from the costs of any mitigation plan adopted by FERC in connection with 

approving the proposed merger. In any future general retail rate proceeding where an AEP 

operating Company has requested a change in its rates and charges, AEP shall have the 

burden to prove that such requested rate relief does not reflect mitigation-related costs. AEP 

also agrees to file with FERC and give State Commissions notice of any such filings, at the 

time it is made, of the allocation of new generation and transmission facilities (whether 

constructed or purchased) when the costs will be subject to the System Integration 

Agreement or the System Transmission Agreement. AEP also agrees to provide certain 

information about such new facilities as part of its notification to the State Commissions. 

7. Some transactions between AEP affiliated companies are subject to SEC 

review and approval under the Public Utility Holding Company Act. In Section 7, AEP 

agrees that it will not assert that any such SEC approval impairs the ability of the state 

commissions to determine the reasonableness of non-power affiliate transaction costs being 

passed to retail customers. This provision was fashioned in response to the "Ohio Power" 

court decision cited in Section 7. AEP does not waive arguments that it may have with 
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10. Section 10 states that if in connection with approving the merger any state or 

federal commission provides benefits or imposes conditions on AEP that would benefit the 

ratepayers in one jurisdiction, AEP will extend equivalent net benefits and conditions to 

retail customers in the other jurisdictions. 

respect to the reasonableness of SEC-approved cost allocations and agrees to notify the state 

commissions at least 30 days prior to filing of any new allocation factors with the SEC and 

make a good faith attempt to resolve any differences with State Commission Staff in advance 

of any such filing with the SEC. 

8. Section 8 describes affiliate standards and guidelines applicable to 

transactions between AEP operating companies and their affiliates. These standards will be 

effective from the date of closing of the merger until new affiliate standards imposed by state 

legislation or Commission action become effective. These standards provide assurances that 

the merger will not cause cost shifting, cost-subsidization or discriminatory treatment 

between KPCO and non-regulated affiliates. This section also requires, among other things, 

AEP to provide contact persons for state commissions, consumer advocates and retail 

customers seeking certain types of information. 

9. In Section 9, AEP agrees to maintain or improve the quality and reliability 

of retail electric service and to submit service reports to the Commission. 

10 
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11. Section 11 ensures that the Commission and its Staff are not precluded from 

addressing in a manner not inconsistent with the Agreement issues raised in the FERC 

merger proceeding. 

12. Section 12 provides that AEP and KPCO will not assert in any action to 

enforce the Commission Order approving the Agreement that the Commission lacks 

authority to have the provisions of the Agreement enforced in accordance with Kentucky 

law. 

Q. What factors do AEP and KPCO consider important in evaluating the rate reduction 

provisions described in Section l? 

Several factors are important. The plan must be fair to customers and shareholders and must 

provide sufficient value for the merged company. The Agreement adopts a fixed level of 

merger savings and provides customers with current cash benefits reducing existing bills. 

A. 

Because the AEP and CSW operating companies are subject to the jurisdiction of several 

regulatory commissions and to FERC's jurisdiction, the plan should incorporate general 

principles that are capable of being implemented in all jurisdictions. In addition, the plan 

must be simple to apply, not be costly to implement and avoid the shifting of costs among 

jurisdictions. AEP believes the Agreement is consistent with these factors. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Why are the rate reduction provisions reflected in the Agreement reasonable for 

Kentucky customers? 

The Agreement provides Kentucky customers with current rate reductions and protects the 

customers from higher rates due to the merger. The Agreement also accomplishes a fair 

sharing of net merger benefits in a manner that does not require complex regulatory 

proceedings in the future. Approval of a fixed total level of net merger savings that will be 

used to benefit customers shifts the risk of achieving the estimated net savings to 

shareholders. In addition, the Agreement is flexible enough to work under either a 

continuation of regulation or a shift to retail competition and unbundling. 

What happens if the savings realized by AEP and KPCO fall short of the estimates used 

to develop the agreed-upon rate reductions? 

AEP and KPCO are guaranteeing a fixed level of benefits to customers and will bear the risk 

of any failure to actually achieve the full amount of savings. 

What commitments do AEP and KPCO receive in the Agreement? 

In return for the commitments of AEP and KPCO described above, the Agreement provides 

that neither the Commission nor its Staff will oppose the proposed merger at FERC or 

oppose AEP's previously made merger-related filings with the SEC, together with any non- 

material changes or supplements thereto. In addition, the Intervenors agree not to seek a 

reduction in base rates during the rate moratorium. 
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Q. Why do AEP, KPCO and CSW believe the Merger, upon consummation in accordance 

with the terms of the Agreement, will meet the Commission’s standards for merger 

approval? 

In addition to the reasons set out in the Joint Applicants’ prefiled testimony, the Joint 

Applicants believes the merger will have important and long-lasting benefits to the public 

in the states where its operating companies provide service. AEP seeks support for the 

merger fi-om the regulatory commissions in these states. AEP has been proactive in malung 

agreements which it is not legally obligated to make in order to obtain this support, to 

convince our regulators that consumers will benefit fi-om the proposed merger and to avoid 

time consuming and expensive litigation that might otherwise take place. 

A. 

Q. 

A. 

What action do the parties to the Agreement request the Commission to take? 

The parties to the Agreement request that the Commission approve the Agreement in its 

entirety without modification. The parties have stipulated and agreed to the issuance by the 

Commission of an Order approving the Agreement in the form of Attachment D to the 

Agreement. In accordance with the Agreement, the proposed order will approve the 

Agreement and terminate this proceeding. Certain additional actions will be required by the 

Commission in order to implement the Agreement, including approving the Net Merger 

Savings Credit tariff and issuing an accounting order authorizing the deferral and 

amortization of the costs to achieve (see Attachment B, page 3 of 3 of EXHIBIT REM-1) the 

merger. 
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2 Agreement? 

3 A. Yes. 

Does this conclude your prepared direct testimony on the Stipulation and Settlement 
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IN THE MATTER OF: 

JOINT APPLICATION OF KENTUCKY POWER COMPANY ) 
AiiIERCIAY ELECTRIC POWER COMPANY, INC. 1 

REGARDING A PROPOSED MERGER 1 
AND CENTRAL AND SOUTH WEST CORPORATION ) CASE NO. 99-149 

STIPULATION AND SETTLEMENT AGREEMENT 

On February 17, 1999 the Staff of the Public Service Commission of Kentucky (“Commission”) 
issued a letter stating staffs belief that the Commission has jurisdiction under KRS 278.020 (5) 
to review the proposed’merger of Central and South West Corporation ((“CSW7 into American 
Electric Power Company, Inc. (‘‘AEP7 and requested that Kentucky Power Company 
(“Kentucky Power7’ “KPCO” or the “Company”) advise in writing by March 8, 1999 of the date 
AEP would file an application for Commission approval of “the indirect change in control of 
Kentucky Power Company.” On March 5,1999 the Company issued a letter notifying the 
Commission that it would file the requested application by April 15, 1999. The letter also 
indicated that the Company expected to provide the Staff and the Commission with sufficient 
information to enable the Commission to approve its application within the sixty (60) day period 
prescribed by the statute. The letter further preserved the Company’s legal kguments regarding 
the application of KRS 278.020 (5) to this merger. 

On April 15, 1999 the Company, AEP and CSW filed a Joint Application with supporting 
testimony and workpapers. The proceeding was designated P.S.C. Case No. 99-149. On April 
22, 1999 the Commission issued a letter indicating that the Commission staff had reviewed the 
Company’s application and found that it met the minimum filing requirements. 

On May 4, 1999 the Attomey General, Office of the Rate Intervention (“Attorney General”), 
and Kentucky Electric Steql, Inc. (“KESI”) were granted full intervention in Case No. 99-149. 
On May 11 , 1999 Kentucky Industrial Utility Customers, Inc. (“KrUC”), was also granted full 
intervention in Case No. 99-149. These parties will be referred to herein collectively as the 
“Intervenors”. .i‘ 

On April 22, 1999 a Technical Conference was held at the Commission’s offices. On May 4, 
May 11, May 17, and May 20, 1999 settlement conferences were held at the Commission’s 
offices. Present were the Staff and counsel for the Intervenors, as well as Company 
representatives. 



Solely for the purposes of compromise and settlement of the issues in this proceeding, Central 
and South West Corporation, American Electric Power Company, Inc., Kentucky Power 
Company, which does business in Kentucky as American Electric Power, the Attorney General, 
Kentucky Industrial Utility Customers, Inc. and Kentucky Electric Steel, Inc. (collectively 
referred to as the “Parties”) have met and reached a settlement agreement (“Agreement”) which 
they hereby submit and recommend for approval to the Commission. If the Commission does 
not approve the settlement agreement in its entirety and incorporate it in the Final Order, the 
proposed Agreement shall be null and void and deemed withdrawn, unless such chanse is aseed 
to by the Parties. 

SETTLEMENT AGREEMENT 

WHEREAS AEP and CSW have filed various applications before federal and state agencies 
seeking approvals necessary to consummate a proposed merger of the two companies, and 

’ .  

WHEREAS the Parties have met and explored various issues related to the proposed merger and 
their agreements and differences regarding the effects of the proposed merger on competition 
between electricity providers and on the terms ‘and conditions under which retail electric utility 
service is provided, and 

WHEREAS the Parties recognize the costs and uncertainty of litigation and the desirability of 
consensual voluntary resolution of their differences and the legitimate interests and good faith of 
each of the parties in achieving the objectives each desires to achieve, and 

Whereas, the Parties agree as follows: 

That AEP, KPCO and the Intervenors will recommend to the Commission that the following 
Agreement be adopted by the Commission in an order or other appropriate formal action that 
references this Agreement or incorporates all of the provisions thereof. Where appropriate, the 
Commission action may address or reserve other matters ancillary or incidental to the matters 
addressed in this Agreement, for immediate or future disposition, in a manner not inconsistent 
with the Agreement. 

All appropriate terms are d k n e d  in the “Definitions” section of the Agreement. 

The Parties: 

1. 
Commission (“FERC”).’ 

1 
i 

i 
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Will not oppose tHe proposed merger pending before the Federal Energy Regulatory 
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2. Will not oppose AEP’s filings previously made at the United States Securities and 
Exchange Commission (“SEC”) in connection with the proposed merger, together with any non- 
material changes or supplements thereto. 

AEP, or Kentucky Power Company, conditional on merger consummation will: 

1. 
will reduce bills to customers by the annual amounts shown in Attachment A beginning with the 
first full billing month available following thirty days from the consummation of the merger. 
The annual bill reduction amounts shown in Attachment A will be refinded to customers based 
upon kwh consumption. Each individual year’s bill reduction will apply for a twelve month 
period. A Balancing Adjustment Factor (B.A.F) per Kwh will be included for the second 
through the twelfth month of the current distribution year which will reconcile any over- or 
under-distribution of the net savings from prior years. 

REGULATORY PLAN. KPCO will implement a Net Merger Savings Credit tariff that 

The merger savings and costs are based on estimated values included in AEP’s filing with the 
Federal Energy Regulatory Compission (“FERC”) in Docket No. EC98-40-000. 

Absent a force majeure, KPCO will not fiie a petition, which, if approved, would have the effect, 
either directly or indirectly, of authorizing a general increase in basic rates and charges that 
would be effective prior to January 1 , 2003 or three years from the effective date of the merger, 
whichever is later (the “rate moratorium”), and the Intervenors agree not to seek a reduction in 
base rates during the rate moratorium. During this period, the fuel adjustment clause, the 
environmental surcharge, the demand side management adjustment and the system sales tracker 
shall continue in force and shall not be subject to any freeze. During the rate moratorium 
period, and not withstanding any force majeure event, any discount, including but not limited to, 
operating reserve and interruptible discounts contained in special contracts as currently approved 
by the Commission, shall remain in force and shall not be changed for any customer receiving 
the discount. 

The Parties and the Commission will dismiss the appeals and cross-appeals in Case Nos. 98 CA 
00137,98 CA 001344,98 CA 001417,98 CA 001455 and 98 CA 002476. The dismissal shall 
be without prejudice in any other action with respect to the positions taken by the parties in the 
dismissed litigation. 

Effective January 1 , 2000, TIrpCO shall begin collecting the environmental surcharge, including 
the costs of the Low Nox burners for the Big Sandy generating plant’s Unit No. 1 and Unit No. 
2, in accordance with the dkcisions of the Franklin Circuit Court Opinion and Order dated April 
30,1998 and its Amended Opinion and Order dated May 14,1998 in Consolidated Case Nos. 97- 
CI-01138,97-CI-01144 ahd 97-CI-00137 (except those portions of the decision allowing 
retroactive recovery of th’e surcharge). 

The parties further agree that there shall be no adjustment to the environmental surcharge as a 
result of the six month review in P.S.C. Case No. 98-624. 
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Notwithstanding any base rate proceeding during the eight year period aAer the consummation of 
the merger, the annual amounts shown in Attachment A will remain in effect. After the eight 
year period and absent a base rate proceeding, the Company will continue through the Net 
Merger Savings Credit to reduce bills to customers by the annual amount shown on Attachment 
A which is the customers’ portion of the net savings without the amortization of the costs to 
achieve during the eighth year after the consummation of the merger. 

KPCO must implement the above rate reductions in the manner and amounts described above 
notwithstanding any changes to the current regulatory structure in Kentucky. In the event that 
retail electric deregulation legislation is implemented in Kentucky or if there is any unbundling 
or restructuring, KPCO shall continue to apply the regulatory plan’s provisions to regulated rates 
of its Kentucky retail jurisdictional customers. 

Any legislatively mandated adjustments to base rates, of any kind, that are part of any retail 
electric deregulation legislation implemented in Kentucky shall not diminish or offset, but shall 
be in addition to, the bill reductions established in this proceeding, 

Subject to this agreement, AEP and KPCO will defer and amortize their Kentucky retail 
jurisdictional estimated merger related costs-to-achieve over an 8-year recovery period. Costs to 
achieve the merger are those costs incurred to consummate the merger and combine the 
operations of AEP and CSW. These costs include, but are not limited to, investment banking 
fees; consulting and legal services incurred in connection with obtaining regulatory and 
shareholder approvals; transition planning and development costs; employee separation costs 
including severance costs, change-in-control payments and retraining costs; and facilities 
consolidation costs. The Commission will issue accounting orders or other orders necessary to 
authorize the deferral and amortization of merger costs. 

If the merger is not consummated, the Company commits and agrees not to seek to recover 
termination fees, the “Out of Pocket” and “Topping Out’’ fees associated with the merger as 
described in Sections 9.5 and 9.6 of the Agreement and Plan of Merger By and Among American 
Electric Power Company, Inc., Augusta Acquisition Corporation and Central and South West 
Corporation dated December 21, 1997 (Merger Agreement); and hrther commit and agree not to 
seek to recover the fee that may be charged by Morgan Stanley. 

In any proceeding to change base rates for KPCO to become effective after the consummation of 
the merger, the following ra{e treatment will be reflected: 

? 

A. Estimated dn-fuel merger savings, net of costs to achieve will be included in cost 
of service as an allowable expense in order to avoid duplication and to continue to 
provide sh4reholders with their share of the net savings. The amount to be 
included ifi the cost of service shall be based upon the test year period. (See 
Attachment B). 
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In an 

B. 

1 base r 

Amortization of estimated costs to achieve will be included in cost of service as 
an allowable expense. The amount to be included in the cost of service shall be 
based upon the test year period. (See Attachment B.) 

te proceeding after the eight year period, neither the merger savings credit rider nor 
the expense adjustments described in A. and B. above will be reflected in the test year. 

2. FUEL MERGER SAVINGS. All savings of fuel and purchased power expenses resulting 
from the merger shall benefit retail customers through existing fuel clause recovery mechanisms 
applied by State Commissions. In circumstances when one or more AEP operating companies in 
one AEP zone are supplying power to the other AEP zone, and as a result, the supplying zone 
needs to purchase replacement power to serve its native load, AEP shall hold harmless the native 
load customers of the supplying zone from any price differential between the replacement power 
and the system power supplied to the other zone. Similarly, if one or more AEP operating 
companies in one AEP zone are supplying power to the other AEP zone, and as a result, the 
supplying zone loses the opportunity to sell power at a price higher than received from the zone 
being supplied, AEP shall credit the supplying zone for the foregone revenues. 

3. 
cause any of the following to occur: a) the bond rating for Kentucky Power Company to fall 
below an investment grade rating of Baa3 (Moody’s) or BBB- (Standard & Poors), orb) an 
increase in the federal andor state income taxes of KPCO, which increase is the result of 
changes in federal or state income tax provisions, or c) an increase in KPCO’s total electric 
operating expenses, excluding fuel and purchased power, due to circumstances beyond its 
control, and hrther excluding the costs of compliance with federal, state or local environmental 
requirements which apply to coal combustion wastes and by-products fiom facilities utilized for 
production of energy from coal. 

For purposes of this Settlement Agreement, force majeure shall mean circumstances that 

For purposes of this force majeure provision, an increase is defined as an increase in expense in 
an annualized amount greater than five percent (5%) of AEP’s Kentucky jurisdictional net 
revenues (i.e., operating revenues less he1 and purchased power) for the preceding twelve 
months. 

A force majeure may only exist under the terms of this Settlement Agreement if the Commission 
finds in a rate application filed by the Company that the circumstances allowed for under this 
Settlement Agreement are a,force majeure, as defined in this Agreement, after a public 
evidentiary hearing in which all the Parties may participate. 

4. 
stranded costs associated kith the operating companies of one AEP zone fiom the retail 
customers of the other AEP zone. 

.i 
I 

STRANDED COSTS. AEP and its operating companies agree not to seek or recover any 

5. PROCEEDS OF FACILITY SALES. Any proceeds fiom the sale of facilities shall go to 
the AEP operating company in whose rate base the facilities are included, for M e r  disposition 
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in accordance with the rules and orders of the regulatory authorities whose jurisdiction 
encompasses the ultimate disposition of such proceeds. 

6. 
merger on AEP's ability to exercise market power, AEP proposed in its FERC merger application 
a mitigation plan. To protect retail customers, AEP agrees to hold harmless the retail customers 
from any mitigation plan included in any FERC order approving the merger of AEP-CSW. To 
implement this Agreement in any general retail electric rate proceeding commenced by the filing 
of a petition on or after the date of this Agreement, in which an AEP operating company requests 
a change in its basic rates and charges, or in any other proceeding where so ordered by the State 
Commission, AEP shall have the burden therein to prove that such requested rate relief does not 
reflect mitigation-related costs. 

SYSTEM INTEGRATION AGREEMENTS. To mitigate any perceived impacts of the 

AEP commits to file any allocation of the cost of new, modified or upgraded generation or 
transmission facilities whose costs will be subject to the System Integration Agreement or the 
System Transmission Agreement with the FERC and to noti@ each State Commission of any 
such filing at the time it is made., ,Notification to each State Commission will include an estimate 
of the cost of construction, an explanation of the reasons for constructing the facilities, studies 
supporting the construction of the facilities, and a proposed allocation of the facilities' costs. If 
AEP plans to purchase .an in-service facility or already constructed and soon-to-be-in-service 
facility, AEP will follow the above described procedures and will include as part of the 
notification to the State Commission an explanation of the circumstances causing the AEP 
operating company to make the purchase in question. 

7. REGULATORY AUTHORITY. AEP agrees not to seek to overturn, reverse, set aside, 
change or enjoin, whether through appeal or the initiation or maintenance of any action in any 
forum, a decision or order of a State Commission based on the assertion that the authority of the 
Securities and Exchange Commission as interpreted in Ohio Power Co. v. FERC, 954 F.2d 779 
(D.C. Cir. 1992) cert. denied, 498 U.S. 73 (1992) impairs the State Commission's ability to 
examine and determine the reasonableness of non-power affiliate transaction costs to be passed 
to retail customers. The parties agree that the Ohio Power waiver does not include waiver of any 
arguments that AEP may have with respect to the reasonableness of SEC approved cost 
allocations. AEP will provide each State Commission with notice at least 30 days prior to any 
filings that propose new allocation factors with the SEC. The notice need not be in the precise 
form of the final filing but shall include, to the extent information is available, a description of 
the proposed factors and thq reasons supporting such factors. AEP and State Commission Staff 
will make a good faith attempt to resolve their differences, if any, in advance of a filing being 
made at the SEC. i 

1 

i 
1 

8. 
of closing of the merger'until new affiliate standards imposed by state legislation or State 
Commission action become effective. 

AFFILIATE STAhDARDS. The following affiliate standards shall apply from the date 

6 



A. 
company and its affiliates shall reflect the following principles: 

The financial policies and guidelines for transactions between an AEP operating 

1. An AEP operating company's retail customers shall not subsidize the 
activities of the operating company's non-utility affiliates or its utility 
affiliates. 

2. An AEP operating company's costs for jurisdictional rate purposes shall 
reflect only those costs attributable to its jurisdictional customers. 

3. These principles shall be applied to avoid costs found to be just and 
reasonable for ratemaking purposes by the affected State Commission 
being left unallocated or stranded between various regulatory jurisdictions, 
resulting in the failure of the opportunity for timely recovery of such costs 
by the operating company and/or its utility affiliates; provided, however, 
that no more than one hundred percent of such costs shall be allocated on 
an aggregate basis to the various regulatory jurisdictions. 

4. An AEP operating company shall maintain and utilize accounting systems 
and records that identify and appropriately allocate costs between the 
operating company and its affiliates, consistent with these 
cross-subsidization principles and such financial policies and guidelines. 

B. Each State Commission shall have access to the employees, officers, books and 
records of any affiliate of its jurisdictional AEP operating company to the same 
extent and in like manner that each such State Commission has over a public 
utility operating within the state in which such State Commission exercises its 
regulatory authority if the affiliate had engaged in direct or indirect transactions 
with the jurisdictional AEP operating company. If such employees, officers, 
books and records can not be reasonably made available to a State Commission, 
then upon request of a State Commission, the AEP operating company shall, in 
accordance with state reimbursement rules, reimburse the State Commission for 
appropriate out-of-state travel expenses incurred in accessing the employees, 
officers, books and records. Each AEP operating company shall maintain, in 
accordance with generally accepted accounting principles, books, records, and 
accounts tha! are separate from the books, records, and accounts of its affiliates, 
consistent with Part 101 - Uniform System of Accounts Prescribed for Public 
Utilities and Licensees Subject to the Provisions of the Federal Power Act. Any 
objections to providing all books and records must be raised before the State 
Commissidn and the burden of showing that the request is unreasonable or 
unrelated .to the proceeding is on the AEP operating company. The 
confidentiality of competitively sensitive information shall be maintained in 
accordance with each State Commission's rules and regulations. 
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D. 

In accordance with generally accepted accounting principles and consistent with 
state and federal guidelines, an AEP operating company shall record all 
transactions with its affiliates, whether direct or indirect. An AEP operating 
company and its affiliates shall maintain sufficient records to allow for an audit of 
the transactions involving the operating company and its affiliates. Asset 
transfers from an AEP operating company to a non-utility affiliate and asset 
transfers from a non-utility affiliate to an AEP operating company shall be at hl ly  
distributed costs in accordance with current Securities and Exchange Commission 
(SEC) issued requirements or other statutory requirements if the SEC has no 
jurisdiction. 

An AEP operating company shall not allow a non-utility affiliate to obtain credit 
under any arrangement that would permit a creditor, upon default, to have 
recourse to the operating company's assets. The financial arrangements of an 
AEP operating company's affiliates are subject to the following restrictions unless 
otherwise approved by that operating company's State Commission: 

1. Any indebtedness incurred by a non-utility affiliate will be without 
recourse to the operating company. 

2. An AEP operating company shall not enter into any agreements under 
terms of which the operating company is obligated to commit funds in 
order to maintain the financial viability of a non-utility affiliate. 

3. An AEP operating company shall not make any investment in a non-utility 
affiliate under circumstances in which the operating company would be 
liable for the debts andor liabilities of the non-utility affiliate incurred as a 
result of acts or omissions of a non-utility affiliate. 

4. An AEP operating company shall not issue any security for the purpose of 
financing the acquisition, ownership, or operation of a non-utility affiliate. 

5 .  An AEP operating company shall not assume any obligation or liability as 
guarantor, endorser, surety, or otherwise with respect to any security of a 
non-Utility affiliate. 

6. An AEP operating company shall not pledge, mortgage or otherwise use 
as collateral any assets of the operating company for the benefit of a 
noi-utility affiliate. 

AEP shall hold harmless the retail customers of an AEP operating 
company from any adverse effects of credit rating declines caused by the 
actions of non-utility affiliates. 

i 

7. 
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Transactions between AEP operating companies and affiliates involving a money pool 
for the financing of short-term hnding requirements are exempt from the requirements of 
this paragraph. Further, the provisions of this paragraph would not preclude AEP 
operating companies from issuing securities or assuming obligations related to their 
existing coal subsidiaries. 

E. Any untariffed, non-utility service provided by an AEP operating company or 
affiliated service company to any affiliate shall be itemized in a billing statement 
pursuant to a written contract or written arrangement. The AEP operating 
company and any affiliated service company shall maintain and keep available for 
inspection by the State Commission copies of each billing statement, contract and 
arrangement between the AEP operating company or affiliated service company 
and its affiliates that relates to the provision of such untariffed non-utility 
services. 

F. Any good or service provided by a non-utility affiliate to an AEP operating 
company shall be,by itemized billing statement pursuant to a written contract or 
written arrangement. The operating company and non-utility affiliate shall 
maintain and keep available for inspection by the State Commission copies of 
each billing statement, contract and arrangement between the operating company 
and its non-utility affiliates that relates to the provision of such goods and services 
in accordance with applicable State Commission retention requirements. 

G. Employees responsible for the day to day operations of the AEP operating 
companies and those of affiliated exempt wholesale generators or affiliated power 
marketers shall operate independently of one another. AEP shall document all 
employee movement between and among all affiliates. Such information shall be 
made available to each State Commission and consumer advocate upon request. 

H. An AEP operating company may not own property in common with an affiliated 
exempt wholesale generator or affiliated power marketer. 

I. No market information obtained in the conduct of utility business may be shared 
with an affiliated exempt wholesale generator or affiliated power marketer, except 
where such information has been publicly disseminated or simultaneously shared 
with and mage available to all non-affiliated entities who have requested such 
information. Customer specific information shall not be made available to an 
affiliated exkmpt wholesale generator or affiliated power marketer except under 
the same terms as such information would be made available to a non-affiliated 
company, and only with the written consent of the customer specifying the 
informatidn to be released. 

J. A non-utility affiliate may use an AEP operating company's name or logo only if, 
in connection with such use, the affiliate makes adequate disclosures to the effect 
that (i) the two entities are separate; (ii) it is not necessary to purchase the 
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non-regulated product or service to obtain service from the operating company; 
and (iii) the customer will gain no advantage from the operating company by 
buying from the affiliate. 

K. An AEP operating company shall not condition or tie the provision of any 
product, service, pricing benefit, or waiver of associated terms or conditions, to 
the purchase of any good or service from its affiliated exempt wholesale generator 
or power marketer. 

L. Except as provided in paragraph My an affiliated exempt wholesale generator or 
affiliated power marketer shall not share office space, office equipment, computer 
systems or information systems with an AEP operating company. 

M. Computer systems and information systems may be shared between an AEP 
operating company and non-utility affiliates only to the extent necessary for the 
provision of corporate support services; however, the operating company shall 
ensure that the proper security access and other safeguards are in place to ensure 
full compliance with these affiliate rules. 

N. An AEP operating company may engage in transactions directly related to the 
provision of corporate support services with its affiliates in accordance with 
requirements relating to service agreements. As a general principle, such 
provision of corporate support services shall not allow or provide a means for the 
transfer of confidential information from the operating company to the affiliate, 
create the opportunity for preferential treatment or unfair competitive advantage, 
create opportunities for cross-subsidization of affiliates, or otherwise provide any 
means to circumvent these affiliate rules. 

0. Except as provided in paragraph N, an AEP operating company may only make a 
product or service available to an affiliated exempt wholesale generator or an 
affiliated power marketer if the product or service is equally available to all 
non-affiliated exempt wholesale generators and power marketers on the same 
terms, conditions and prices, and at the same time. An AEP operating company 
shall process all requests for a product or service from affiliated and non-affiliated 
exempt wholesale generators and power marketers on a non-discriminatory basis. 

An AEP operating company which provides both regulated and non-regulated 
services or gh-oducts, or an affiliate which provides services or products to an AEP 
operating company, shall maintain documentation in the form of written 
agreementi, an organization chart of AEP (depicting all affiliates and AEP 
operating kompanies), accounting bulletins, procedure and work order manuals, or 
other related documents, which describe how costs are allocated between 
regulated and non-regulated services or products. Such documentation shall be 
available, subject to requests for confidential treatment, for review by State 
Commissions in accordance with Paragraph B. above. 

' I \  

P. 
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Q. AEP shall designate an employee who will act as a contact for State Commissions 
and consumer advocates seeking data and information regarding affiliate 
transactions and personnel transfers. Such employee shall be responsible for 
providing data and information requested by a State Commission for any and all 
transactions between the jurisdictional operating company and its affiliates, 
regardless of which affiliate(s), subsidiary(ies) or associate(s) of an AEP 
operating company from which the information is sought. 

R. AEP shall designate an employee or agent within each signatory state who will 
act as a contact for retail consumers regarding service and reliability concerns and 
to allow a contact for retail consumers for information, questions and assistance. 
Such AEP representative shall be able to deal with billing, maintenance and 
service reliability issues. 

S. AEP shall provide each signatory state a current list of employees or agents that 
are designated to york with each State Commission and consumer advocate 
concerning state regulatory matters, including, but not limited to, rate cases, 
consumer complaints, billing and retail competition issues. 

Thirty (30) days prior to filing any affiliate contract (including service 
agreements) with the SEC or the FERC an AEP operating company shall submit 
to each affected State Commission a copy of the proposed filing. 

T. 

U. Any violation of the provisions of these affiliate standards are subject to the 
enforcement powers and penalties at the State Commissions. 

V. AEP shall contract with an independent auditor who shall conduct biennial audits 
for ten years after merger consummation of affiliated transactions to determine 
compliance with these affiliate standards. The results of such audits shall be filed 
with the State Commissions. Prior to the initial audit, AEP will conduct an 
informational meeting with State Commissions regarding how its affiliates and 
affiliate transactions will or have changed as a result of the proposed merger. 

If the Public Utility Holding Company Act of 1935 is repealed or materially 
amended duqing the time this Agreement is in effect, and equivalent jurisdiction is 
not given to another federal agency, AEP will work with the State Commissions 
to ensure that AEP continues to furnish the State Commission with the 
appropriate information to regulate its jurisdictional AEP operation company. 
The State Commission may establish its reporting requirements regarding the 
nature of intercompany transactions concerning the operating company and a 
description of the basis upon which cost allocations and transfer pricing have been 
established in these transactions. 

W. 
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9. ADEQUACY AND RELIABILITY OF RETAIL ELECTRIC SERVICE. See 
Attachment C for the AEP/KENTUCKY POWER SERVICE QUALITY PROGRAM that has 
been agreed to by the parties. 

10. 
consummated, AEP commits that upon issuance of any final and non-appealable order from any 
state or federal commission addressing the merger that provides benefits or imposes conditions 
on AEP that would benefit the ratepayers of any jurisdiction, such net benefits and conditions 
will be extended to all other retail customers to the extent necessary to achieve equivalent net 
benefits and conditions to all retail customers of AEP. 

STATUTORY AND OTHER ISSUES. Provided the proposed merger is ultimately 

1 1. 
Commission and its staff from addressing in a manner not inconsistent with this Agreement 
issues raised in the FERC Docket NO. 98-40-000. 

CONTINUED PARTICIPATION - Nothing in this Agreement is intended to preclude the 

12. ENFORCEABILITY. AEP and KPCO will not assert in any action to enforce an order 
approving this Agreement that the Commission lacks the authority to have the provisions of this 
Agreement enforced under Kentucky law. 

DEFINITIONS 

1. 
service in Indiana, Michigan, Kentucky, Ohio, Tennessee, Virginia and West Virginia ("East") or 
the area comprising the former CSW operating companies providing service in Arkansas, Texas, 
Oklahoma and Louisiana ("West"). 

"AEP zone" means either the area comprising the AEP operating companies providing 

2. 
regulation by the FERC and/or a state utility regulatory agency. 

"AEP operating company" means an AEP affiliate that is a public utility subject to rate 

3. 
of the operating company or a subsidiary of the holding company. 

"Affiliate" means an entity that is an operating company's holding company, a subsidiary 

4. "Consumer advocate'' means an agency of the state government designated as a 
representative of consumers in matters involving utility companies before the applicable State 
Commission. 

I, 

5 .  

6 .  
through one or more affiliates exclusively in the business of owning or operating all or part of a 
facility for generating ele/ctric energy and selling electric energy at wholesale and who: 

"Entity" means a corporation or a natural person. 

"Exempt wholesale generator" means an entity which is engaged directly or indirectly 

1 
; 

a. does not own a facility for the transmission of electricity, other than an essential 
interconnecting transmission facility necessary to affect a sale of electric energy 
at wholesale; and 
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b. has applied to the FERC for a determination under 15 U.S.C. Section 79z-5a. 

7. 
governmental agency. 

"FERC" means the Federal Energy Regulatory Commission, or any successor 

8. 
utility affiliate includes a foreign affiliate. 

"Non-Utility Affiliate" means an Affiliate which is not a domestic public utility. Non- 

9. 
directly or indirectly 10 percent or more of the voting capital stock of a utility operating 
company, or its successor in interest. 

"Holding Company'' means AEP, or its successor in interest, or any Entity that o~vns 

10. "Power Marketer" means an entity which: 

a. becomes an owner or broker of electric energy in a state for the purpose of selling 
the electric energy at wholesale; 

b. does not own transmission or distribution facilities in a state; 

C. does not have a certified service area; and 

d. has been granted authority by the FERC to sell electric energy at market-based 
rates. 

11. 
governmental agency. 

"SEC" means the United States Securities and Exchange Commission, or any successor 

12. 
Power Service Corp. and AEP's operating companies, under which services are provided by 
American Electric Power Service Corp. to the operating companies. 

"Service Agreement" means the agreement entered into between American Electric 

13. 
among other functions, administrative and general or operating services to AEP utility operating 
companies. 

14. "Services" means the performance of activities having value to one party including, but 
not limited to, managerial, hanc ia l ,  accounting, legal, engineering, construction, purchasing, 
marketing, auditing, statistical, advertising, publicity, tax, research, and other similar services. 

15. 
controlled by another Entity. 

"Service Company" means an Affiliate whose primary business purpose is to provide, 

I1 

i 
I 

"Subsidiary" mea& any corporation 10 percent or more of whose voting capital stock is 

16. 
utility. 

"Utility Affiliate" means an affiliate of a utility operating company that is also a public 
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Presentation of Aueement To the Commission 

1. The Parties shall move for the admission of this Agreement into evidence at the hearing 
scheduled for May 28, 1999, or such earlier time as the Commission may establish and sponsor 
evidence including testimony and exhibits as may be required to support Commission approval 
of this Agreement. 

2. 
in the form attached hereto as Attachment D. All of the terms and agreements contained in the 
Proposed Order are to be interpreted consistent with the provisions of this Agreement, which is 
to be attached to and incorporated by reference in the Final Order issued by the Commission. 

The Parties stipulate and agree to the issuance by the Commission of the Proposed Order 

Effect and Use of Agreement 

1. 
any Party in any other proceeding except as necessary to enforce its terms before the 
Commission, or any State Court of competent jurisdiction. This Agreement is solely the result of 
compromise in the settlement process, shall not constitute a concession of subject matter 
jurisdiction, and except as expressly provided herein, is without prejudice to and shall not 
constitute a waiver of any position that any of the Parties may take with respect to any or all of 
the items resolved herein in any future regulatory or other proceedings and, failing approval by 
this Commission, shall not be admissible or discussed in any subsequent proceedings. 

This Agreement shall not constitute nor be cited as precedent or deemed an admission by 

2. The evidence in this Case constitutes substantial evidence sufficient to support the 
Agreement and provides an adequate evidentiary basis upon which the Commission can make 
any finding of fact and conclusions of law necessary for the approval of the Agreement, as filed. 

3. The issuance of the Final Order shall terminate any further proceedings in this Case. 

4. 
rights to make objections and motions to strike with respect to all testimony and exhibits and 
their right to cross-examine the witnesses presenting such testimony and exhibits. 

In the event this Case is required to be litigated, the Parties expressly reserve all of their 

5. 
this Agreement on behalf of their designated clients who will be bound thereby. 

6 .  The Parties to this Agreement shall not appeal the agreed Final Order or any other 
Commission order to the kxtent such orders are specifically implementing the provisions of this 
Agreement and shall support this Agreement in the event of any appeal by a person not a Party. 
This provision shall be enforceable by any Party, in any state court of-competent jurisdiction. 

The undersigned haye represented and agreed that they are hl ly  authorized to execute 

1 
i 

7. 
produced the Agreement have been conducted on the explicit understanding that they are or 

The communications and discussions during the negotiations and conferences that 

14 



relate to offers of settlement and shall therefore be privileged and not admissible in any 
proceeding. 

ACCEPTED and AGREED this 24th day of May, 1999. 

A 

15 



BY 

Senior Vice President 
American Electric Power 

Service Corporation 

I1 

1 
i 
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AttorneyGenaal , 

17 



i 
.! 
i 

Kentucky Industrial Utility Customer$, /dC , 

Boehm, Kurtz, & Lowry 

18 



Kentucky Electric Steel, Inc. 

VanAntwG, Monge, Jones & Edwards, LLP 

I1 

i 
i 
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ATTACHMENT A 
Page 1 of 1 

AEP/CSW MERGER 
NET ANNUAL MERGER SAVINGS 

AND KENTUCKY CUSTOMER BILL REDUCTlONS($OOO) 

RATE NET CUSTOMER BILL SHAREHOLDER 
YEAR MERGERS AVINGS RE DUCTION 6) 55% )JFT SAVINGS @ 45 "Q 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 ' 

2,469 
4,551 
5,757 
6,732 
7,385 
7,887 
8,279 
8,511 

1,464 
2,554 
3,185 
3,695 
4,037 
4,299 
4,505 
4,626 

1,005 
1,997 
2,572 
3,037 
3,348 
3,588 
3,774 
3,885 

51,571 28,365 23,206 

~ 

Note: Annual Customer Bill Reduction after year 8 until next base rate case is $5,242,785 



AlTACHMENT 8 
Page 1 of 3 

AEPlCSW MERGER 
EXAMPLE OF BASE RATE CASE TREATMENT 

BASED ON YEAR 3 ($000) 

CREDIT PER RIDER CONTINUE3 

INCLUDED IN TESTYEAR: 
GROSS MERGER SAVINGS 

CHANGE IN CONTROL AMORTIZATION 
OTHER CIA  AMORTIZATION 
TOTAL CTNCIC AMORTIZATION 

NET MERGER SAVINGS IN TEST YEAR 

ADD BACK TO TEST YEAR COST OF $ERVICE: 
CUSTOMER SHARE 
SHAREHOLDER PORTION 

NET BASE RATE REDUCTION 

KENTUCKY CUSTOMER RATE REDUCTION 

(3.184) 

(7.252) 

328 

(5,756) 

3.184 
2,572 

5,756 

0 

(3,184) -- 



AEPICSW MERGER 
BASE RATE CASE TREATMENT 

FOR INCLUSION IN COST OF SERVICE ($000) 

RATE 
YEAR 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

Add Rack to Test Year Cost of Service 
CUSTOMER SHAREHOLDER 
l!iHamm - 

1,464 
2,554 
3,185 

. 3,695 
4,037 
4,299 
4,505 
4,626 

1,005 
1,997 
2,572 
3,037 
3,348 
3,588 
3,774 
3,885 

28,365 23,206 

ATTACHMENT B 
Page 2 of 3 

I 



ATTACHMENT B 
Page 3 of 3 

AEP/CSW MERGER 
AMORTIZATION OF ESTIMATED 

COSTS TO ACHIEVE* 

RATE 
YEAR 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

TOTAL 

Includes change in control payments. 
“May not add due to roundings. 

AMOUNT 

1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,501 

** 12,044,015 



AEPXENTUCKY POWER SERVICE QUALITY 

Attachment C 
Page 1 of 6 

AEPKentucky Power (the Company) has as one of its highest priorities a desire to 
maintain and improve the quality and reliability of service to its customers. 'Ihe Company 
commits that current levels of customer service and service reliability shall not depade 
as a resulr of the merger and that it shall underrake all reasonable efforts to improve the 
qualitl; and reliability of its service. In orde; to assue the Commission md Kentucky 
customers of continued excellent service quality in the post-merger environment, the 
Company commits and agrees to do the following: 

1. To maintain the overall quality and reliability of its electric service at levels no less 
than it has achieved in the calendar years 1995-1998. The Company will provide service 
reliability reports annually indicating its calendar year Kentucky Customer Average 
lntermption Duration Index (CAIDI) and Kentucky System Average Interruption 
Frequency Index (SAIFI), These indices shall be determined and reported, including all 
storms. Definitions for these meaSures are included on page 4. On page 6 are listed 
Kentucky Power's annual SUFI and CAIDI performance for the years 1995 through 
1998. 

2. To provide annual Call Center performance rneuures for those centers which handIe 
Kentucky customer calls. These Will include the Call Center Average Speed of Answer 
(ASA), Abandonment Rate, and Call Blockage. Definitions for these measures are also 
included on page 5 .  

by the end of May of the year following the calendar year in question. 
a) The performance measures described in paragraphs 1 and 2 above shall be provided 

5. WilI continue to completely inspect its Kentucky electric facilities every two years and 
perform bee trimming, lightning arrestor replacement, animal guarding and pole and 
cross arm replacerqents. 

a \  

4. AEPKentucky Power management will compile outage data detaiIing each circuit's 
reliability performpce. In addition, by monitoring repeated outages on a regular basis, 
the Company will identifj, and resolve reliability problems which may go unnoticed by 
using CAIDI and/SMFI results. This data will be coupled with feedback from district 
field personnel dd supervision and management conceming other locations and 
situations where the impact of outages are quantified. This process will be used to 
develop a comprehensive work plan each year which focuses efforts to improve service 
reliability. The Company will undertake all reasonable expenditures to achieve the god 
of limiting customer outages. 

1 
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Attachment C 
Page 2 of 6 

5. PIans to continue to maintain a high quality workforce to meet its customers' necds. 

6. Shall designate an employee or agent M i t h i n  Kentucky who %ill act as a conuct for 
retail consumers regarding service and reliability concerns and to provide a contact for 
retail consumers for information, questions and assistance. Such AEPKentucky Power 
representative shall be able to deal vlith billing, maintenance and service reliabiIity issues. 

a) The company further commits to maintain in Kentucky a sufficient management 
team to ensure that safe, reliable and efficient electric service is provided and to respond 
to the needs and inquiries of its Kentucky customers. 

7. In the event the Commission adopts industry generic rules concerning customer service 
standards, AEPKentucky Power shall have at its option, the right to incorporate them 
into this agreement. 

a) AEPKentucky Power will have the opportunity to revisit with the Commission the 
agreed upon rne=ure(s) should the Company wish to propose a specific 
performance-based ratemaking proposal provided the proposal either includes a reliability 
measure(s) and/or a customer satisfaction survey measure that contains service reliability 
as a component. 

b) These standards can be changed during the term of th is  agreement to reflect any 
performance-based ratemaking plans or rules which the Commission adopts either for 
AEPKentucky Power a d o r  generically for rhe electric utility industry. 

8, If retail access is mandated by the Kentucky General Assembly and/or the Commission 
and/or by federal legislation, AEPKentucky Power shall have the right to petition the 
Commission for modifications to this service quality agreement that are made necessary 
by the mandating $f retail access. 

? 

I 

a) Any such petition must estabIish the necessity of the proposed modifications and 
provide appropriate protections to ensure that AEfKentucky Power's quality of service 
will not decline. ne Commission will act upon the petition within 90 days or the petition 
will be deemed to be automatically approved. 



e 0 
A E P K E N T U C ~ R ~ V C E  QUALITY ' 

Attachment C 
Page 3 of 6 

9. All prudent costs incuned to comply bith the items contained in this Agreement, once 
incurred, will constitute k n o w  and measurable expenses that Kentucky Power s b d l  h2y,.e 
an opportunity to recover in accordmce uith traditional ratemaking principles, Lnxough 
recognition of these costs in its revenue requirement in future rate review. 

._. 

3 
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AEPWNTUCKY POWER SERVICE QUALITY 

A m h m e n t  C 
Page 4 of 6 

AEP RELIABILITY MEASURES 

System Average Intermotion Frequencv Index (SAIFI) is definzd i?s the n ~ m b e r  of 
customers intempted divided by the number of customers sened. It is calcdaTed 
by the equation: 

SAIFI = Number of customers intempted 
Number of customers served 

Customer Average Intenuption Duration Index (CAIDI) is defined as the number of 
customer hours of intermption divided by the number of customers intermpted. It is 
calculated by the equation:, 

CAIDI = Sum of all customer hours of intmption 
, Number of customers intermpted 

.- 

' I  
II  

/ 

4 



AE;Y/KEN'I'UCKY POWER SERVICE QUALITY 

Attachment C 
Page 5 of 6 

AEP CALL CENTER MEASURES 

1) Averaoe Speed of Answer fASA) is defined aj the average t h e  that elapses in s x m &  
between the instant when a call is answered and the time it is connected io a Cd1 Cemer 
representative (CSR) or an interactive voice recorder (IVR). It is calculated using the 
equation: 

Average Speed of Answer = T h e  for all calls between call answer and CSMVR connection 
(seconds) Total number of calls made to the Call Center 

2) Abandonment Rate is the percentage of callers who hang up before being connected to a Call 
Center representative (CSR) or an interactive voice recorder (IVR). It is calculated using the 
equation: 

Abandonment Rate = {Total number of callers who hang up) x 100 
(percent) {Total number of calls made to the Call Center} 

3)  Call Blockage is the percentage of non-outage call attempts which do not get connected to a 
Call Center (busy signal, etc.). It is calculated using the equation: 

Cali Blockage = (Total number of non-ouwe calls that do not get connected} x I00 
(percent) {Total number of non-outage calls made to the Call Center} 

c 



A E P / K E m C K Y  POWER SERMCE QUALITY 

Attachment C 
Page 6 of 6 

AEPKentucky Power Reliability Performance 
(includes all storms) 

SUFI  - Year - CAIDI 

1995 1.794 

1996 ' 

1997 

1998 

1.530 

1.343 

1.519 

4.12 

3.10 

3 -04 

5.96 

? 

:,; 
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Attachment D 

COiWIvlO‘NwEALTH OF KENTUCKY 
BEFORE THE 

PUBLIC SERVICE COiMiMISSION OF KENTUCKY 

IN THE MATTER OF : 

JOINT APPLICATION OF KENTUCKY POWER COMPANY,) 
A i i R I C A N  ELECTRIC POWER COiMPANY, INC. 1 

REGARDING A PROPOSED MERGER 1 
AND CENTRAL AND SOUTH WEST CORPORATION ) CASE NO. 99-149 

On February 17, 1999 the Staff of the Public Service Commission of Kentucky 

(“Commission”) issued a letter stating staffs belief that the Commission has jurisdiction under 

KRS 278.020 (5) to review the proposed merger of Central and South West Corporation 

(“CS W’) into American Electric Power Company, Inc. (“AEP”) and requested that Kentucky 

Power Company (“Kentucky Power” “KPCO” or the “Company”) advise in writing by March 8, 

1999 of the date AEP would file an application for Commission approval of “the indirect change 

in control of Kentucky Power Company.” On March 5,1999 the Company issued a letter 

notifying the Comrnissiog that it would file the requested application by April 15, 1999. The 

letter also indicated that Company expected to provide the Staff and the Commission with 
I .  

sufficient information t i  ,enable the Commission to approve its application within the sixty (60) 

day period prescribed by the statute. The letter further preserved the Company’s legal arguments 

regarding the application of KRs 278.020 to this merger. 

On April 15, 1999, the company, AEP and CSW filed a Joint Application with 

supporting testimony and work papers. The proceeding was designated P.S.C. Case No. 99-149. 
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On April 22, 1999, the Commission issued a letter indicating that the Commission staff had 

reviewed the Company’s application and found that it met the minimum filing requirements. 

On May 4, 1999, the Attorney General, Office of the Rate Intervention (“Attorney 

General”), and Kentucky Electric Steel, Inc. ( “ESI” )  were ,oranted full intervention in Case KO. 

99-149. On May 11, 1999, Kentucky Industrial Utility Customers, Inc. ( “WC”) ,  was also 

granted fill intervention in Case No. 99-149. These parties will be referred to herein collectively 

as the “Intervenors.” 

On April 22, 1999, a Technical Conference was held at the Commission’s offices. On 

May 4, 1999, May 1 1, 1999, May 17, 1999 and May 20, 1999 settlement conferences were held 

at the Commission’s offices. All parties to the proceeding and the Commission staff were 

present and participated in the settlement conferences. 

Having considered the evidence and being duly advised, the Commission now 

finds: 

1. Notice and Jurisdiction. Due and timely notice of the hearing to consider the 

settlement proposed by the parties was given. Kentucky Power is a “utility” within the meaning 

of that term in KRS 278.010(3)(a) and is subject to the jurisdiction of the Commission in the 

manner and to the extent provided by the laws of the Commonwealth of Kentucky. 

2. The Settlemeit Agreement. As described in the Settlement Agreement, a copy of 
I .  

which is attached heretd aS Exhibit A and incorporated herein by reference, the Settlement 
. .  

Agreement contains, arhong other things, provisions regarding (a) net non-fuel merger savings; 

(b) fuel and purchased power merger savings; (c) limitation on requests for stranded cost 

recovery; (d) allocation of proceeds from the sale of facilities; (e) system integration agreements; 

( f )  Ohio Power waiver; (8) affiliate standards; (h) maintenance and enhancement of the adequacy 



* 
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and reliability of retail electric service, including certain reporting requirements, (i) settlement of 

the existing environmental surcharge litigation (Kentucky Court of Appeals Case Nos. 98-CA- 

00137,98-CA-01344,9S-CA-01417,9S-CA-01455); and 6) settlement of the pendins six 

month review of KPCO’s enviroiiiiiental surcharge in P.S.C. Case No. 95-621. The Settlement 

Apement  was agreed to by all parties to this proceeding. 

The Settlement Agreement further provides that if the proposed merger is ultimately 

consummated, AEP commits that upon issuance of any final and non-appealable order fiom any 

state or federal commission addressing the merger that provides benefits or imposes conditions 

on AEP that would benefit the ratepayers of any jurisdiction, such net benefits and conditions 

will be extended to all other retail customers to the extent necessary to achieve equivalent net 

benefits and conditions to all retail customers of AEP. 

The Settlement Agreement also provides that, upon approval by the Commission, the 

Intervenors, the Commission and its Staff shall not oppose the proposed merger before FERC or 

oppose AEP’s previously made merger-related filings with the Securities and Exchange 

Commission. 

The Settlement Aqeement further states that it shall not constitute nor be cited as 

precedent or deemed an admission by any party in any other proceeding except as necessary to 

enforce its terms before tKe; Commission, or any State Court of competent jurisdiction on these 

particular issues. The qettlement Agreement provides that it is solely the result of compromise 
I .  

i 

in the settlement proceis, shall not constitute a concession of subject matter jurisdiction, and 

except as expressly provided therein, is without prejudice to and shall not constitute a waiver of 

any position that any of the parties thereto may take with respect to any or all of the items 

resolved therein in any future regulatory or other proceedings. 
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The Settlement Agreement states that if the Commission does not approve the Settlement 

Agreement in its entirety, it shall be null and void and deemed withdrawn, unless such change is 

approved by the parties. 

At a hearing held May 25, 1999, Richard E. hlunczinski, Senior VIce Presidsnt- 

Corporate Planning and Budgeting of American Electric Power Service Corporation, the sewice 

corporation subsidiary of AEP, and Errol K. Wagner, Director of Regulatory Affairs for 

Kentucky Power testified in support of Commission approval of the Settlement Agreement. Mi.  

Munczinski discussed the negotiating process which resulted in the Settlement Agreement and 

the public benefits that would result from its approval. Mr. Waper testified regarding the 

mechanism by which the bill reductions will be implemented by Kentucky Power. 

During the course of this proceeding information about the proposed merger was 

requested fiom\and provided by Kentucky Power, AEP and CSW. Additional information about 

the proposed merger has since been developed in the course of FERC proceedings and 

proceedings before other state commissions. After lengthy and detailed negotiations, Kentucky 

Power, CSW, AEP, the Attorney General, Office for Rate Intervention, Kentucky Industrial 

Consumers, Inc. and Kentucky Electric Steel have reached a unanimous agreement on terms and 

conditions that help ensuqp that Kentucky consumers will fairly share in the benefits achieved by 

the merger and that Kenthky consumers will be protected against any detrimental effects. The 

Parties recommend that$he Commission approve the Settlement Agreement as a fair and just 
I 

settlement of differenc'ds regarding merger-related issues. 

Having reviewed the Settlement Agreement and the evidence relating thereto, the 

Commission finds that the recommendation of the Parties should be approved. The Commiss 

fbrther finds that the Settlement Agreement is a fair and reasonable resolution of the merger- 
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related issues of concern to the Commission and the Intervenors and should be approved in its 

entirety without modification. 

The Cornmission finds that AEP and Kentucky Power have and will retain the financid, 

technical and managerial abilities to provide reasonable service. 

The Commission further finds that the proposed merser of AEP and CSW is in 

accordance with the law, for a proper purpose and is consistent with the public interest. 

IT IS THEREFORE ORDERED BY THE PUBLIC SERVICE COL4MISSION OF 

KENTUCKY that: 

1. The Settlement Agreement shall be and hereby is approved in its entirety 

without modification and that the merger of AEP and CSW is approved pursuant to KRS 

278.020(4) and KRS 278.020(5). 

2. Kentucky Power shall implement the Net Merger Savings Credit Tariff in the 

amounts shown in the tariff filed as Exhibit 2 to this Order, which tariff is approved. 

3. American Electric Power, Inc. and Central and South West Corporation will incur 

transaction, regulatory processing and transition costs to merge the two companies. The 

Commission orders that the Kentucky retail jurisdictional share of the estimated merger costs be 

deferred and amortized fss' recovery over eight years. The amortization should begin with the 

date of the combination afid continue for eight years on a straight-line basis. 
I 

i 
4. 

i t ,  specifically: 

The progosed regulatory plan is approved as are the steps necessary to implement 

a. the regulatory treatment of the fuel saving arising from the integrated 

operations of AEP, CSW and Kentucky Power as set forth in the Settlement Agreement; 

I -5- 
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b. Kentucky Power is authorized to include as an allowable expense in cost 

of service the non-fuel merger savings, net of cost to achieve and amortization of estimated costs 
~ 

to achieve as set forth in Attachment B to the Settlement Agreement. I 
5 .  Effective January 1, 2000, KPCO shall begin collecting the environniefiai 

surcharge, including the costs of the Low Nox burners for the Big Sandy generating plant’s Unit 

No. 1 and Unit No. 2, in accordance with the Opinion and Order of the Franklin Circuit Court 

dated April 30, 1998, as amended by Opinion and Order dated May 14, 1998 in Consolidated 

Case Nos. 97-CI-00137,97-CI-’01135,97-CI-01144 (except those portions of the decisions 

allowing retroactive recovery of the surcharge). 

6. The Commission approves the settlement of the environmental surcharge 

litigation (Kentucky Court of Appeals Case Nos. 98-CA-00137,98-CA-01344,98-CA-01417, 

98-CA-01455, and 98 CA 002476) as described in the Settlement Agreement and authorizes its 

counsel to execute to necessary documents to dismiss the appeals and cross-appeals therein. 

7 The pending review of KPCO’s environmental surcharge in P.S.C. Case No. 98- 

624 shall be terminated and that proceeding is ordered closed without adjustment to the 

surcharge. 

8. This Order, shall be effective on and after the date of its approval. 

!! 
I .  

I ’  

By the Commission 

~ -6- 
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EXHIBIT 1 

STIPULATION AND 

SETTLEMENT AGREEMENT 
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AMERICAN ELECTRIC POWER 

EXHIBIT 2 

ORIGINAL SHEET NO. 25-1 
CANCELING SHEET NO. 

P.S.C. ELECTRIC NO. 7 

NET MERGER SAVINGS CREDIT (N.M.S.C.) 

APPLICABLE. 

C.1.P.-T.O.D., C.S.- I.R.P., M.W., O.L., and S.L. 
To Tariffs R.S., R.S.-L.M.-T.O.D., Experimental R.S.-T.O.D., S.G.S., M.G.S., Experimental M.G.S.-T.O.D., L.G.S., Q.P., 

RATE. 

The Net Merger Savings Credit shall provide for a monthly adjustment to base rates on a rate per KWH of monthly 
consumption. The Net Merger Savings Credit shall be calculated according to the following formula: 

/' 
Net Merger Savings Credit = M.S.F. + B.A.F. 

Where: 
(M.S.F.) Is the Merger Savings Factor per KWH which is based on the total Company net savings 
that are to  be distributed to  the Company's Kentucky retail jurisdictional customers in each 12-month period. 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 
Year 9 

Net Savings 
to  be 

Distributed 
$1.463.81 5 
2,553,660 
3,184,645 
3,695,003 
4,037,167 
4,299,432 
4,504,920 
4,626,369 
5,242,785 

Merger Savings 
Factor 
(M.S.F.) 

.021 C per Kwh 

.037C per Kwh 

.045C per Kwh 

.051 C per Kwh 

.055C per Kwh 

.057C per Kwh 

.059C per Kwh 

.059C per Kwh 

.066C per Kwh 

*The Net Merger Savings Credit will begin in the first full billing month available following thirty days from the 
consummation of the merger and will continue until the effective date of a Commission order changing the 
Company's base rates after Year 8 of this tariff. 

(B.A.F.) Is the Balancing Adjustment Factor per KW for the second through the twelfth months of the current distribution 
year which reconciles any over- or under-distribution of the net savings from prior periods. The B.A.F. will be determined 
by dividing the difference between amounts which were expected to  be distributed and the amounts actually distributed 
from the application of-the Net Merger Savings Credit from the previous year by the expected Kentucky retail jurisdictiona 
KWH. The final B.A.F. will be applied to  customer billings in the second month following the effective date of a 
Commission order changing the Company's base rates after Year 8 of this tariff. 

'I1 

TERMS OF DISTRIBUTION. 
1 
i 

1. The total distribution t o  the Company's customers will, in no case, be less than the sum of the amounts showr 
for the first eight years above. 

On or bef&e the'21 st of the first month of each distribution year following Year 1, the Company will file with 
the Commission a status report of the Net Merger Savings Credit. Such report shall include a statement 
showing the amounts which were expected to be distributed and the amounts actually distributed in previous 
periods, along with a calculation of the B.A.F. which will be implemented with customer billings in the second 
month of that distribution year to  reconcile any previous over-or under-distributions. 

i 
2. 

3. The Net Merger Savings Credit shall be applied to  the customer's bill following the rates and charges for 
electric service, but before application of the school tax, the franchise fee, sales tax or similar items. 

DATE OF ISSUE DATE EFFECTIVE 

lSSUFD BY F K. WAGNFR DlR-UI ATORY AFFAIRS ASHLAND. KENTUCKY 
ADDRESS NAME TITLE 



STITES &HARBISON 
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A T T O R N E Y S  

May 26,1999 

BY HAND DELIVERY 

Ms. Helen Helton 
Executive Director 
Public Service Commission of Kentucky 
P.O. Box 615 
Frankfort, KY 40602-06 15 

RE: P.S.C. Case No. 99-149 

421 West Main Street 
Post Office Box 634 
Frankfort, KY 40602-0634 

[5021223-4124 Fax 
www.stites.com 
Mark R. Overstreet 

mowerstreet@stites.com 

[502] 223-3477 

15021 223.3477 Ext. 219 

Dear Ms. Helton: 

Please find enclosed original pages 16, 19 and 17 of the Stipulation and Settlement 
Agreement filed Monday, May 24, 1999 in this proceeding. The pages bear, respectively, the 
original signatures of Messrs. Munczinski and Jones, and Ms. Blackford. 

Please substitute these pages for the duplicate signature pages attached to the original 
filed on May 24, 1999. If you have any questions, please do not hesitate to contact me. 

Ve tJ.I 
~~~~~ 

Mark R. Overstreet 

Enclosures 

cc: William H. Jones, Jr. 
Elizabeth E. Blackford 
James W. Brew 
Gerald Wuetcher 
Richard G. Raff 
Richard S. Taylor 

Jeffersonville, IN Washington, DC Louisville, KY Lexington, KY Frankfort, KY Hyden, KY 

http://www.stites.com
mailto:mowerstreet@stites.com


Senior Vice President 
American Electric Power 

Service Corporation 

16 



19 

Kentucky Electric Steel, Inc. 

VanAntwkG, Monge, Jones & Edwards, LLP 



17 

Attorney General 

Elizabeth E. Blackfo 
Assistant Attorney d n e r a l  
Attorney General, Office of Rate 
Intervention 



STITES &€€ARBISON 
L I 

A T T  0 R N E Y  S 

May 24,1999 

BY HAND DELIVERY 

Helen Helton 
Executive Director 
Public Service Commission of Kentucky 
730 Schenkel Lane 
Frankfort, Kentucky 40601 

RE: P.S.C. Case No. 99-149 

421 West Main Street 
Post Office Box 634 
Frankfort, KY 40602-0634 

[5021223-4124 Fax 
w .s t i t eS .com 
Mark R. Overstreet 

rnoverstreet@stites.com 

[5021223-3477 

I5021 209.1219 

Dear Ms. Helton: 

Please accept for filing the original and ten copies of the unanimous Stipulation and 
Settlement Agreement by and between the parties to the above proceeding. The Joint Applicants 
expect to file testimony in support of the Stipulation and Settlement Agreement on Wednesday, 
May 26, 1999. m i  

bark  R. Overstreet 

Enclosure 
cc: William H. Jones, Jr. 

Elizabeth E. Blackford 
James W. Brew 
Richard S. Taylor 
David F. Boehm 

Jeffersonville, IN Washington, DC Louisville, KY Lexington, KY Frankfort, KY Hyden, KY 

http://w.stiteS.com
mailto:rnoverstreet@stites.com
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COMMONWEALTH OF KENTUCKY 
BEFORE THE 

PUBLIC SERVICE COMMISSION OF KENTUCKY 

IN THE MATTER OF: 

JOINT APPLICATION OF KENTUCKY POWER COMPANY ) 
AMERCIAN ELECTRIC POWER COMPANY, INC. 1 
AND CENTRAL AND SOUTH WEST CORPORATION ) CASE NO. 99-149 
REGARDING A PROPOSED MERGER ) 

STIPULATION AND SETTLEMENT AGREEMENT 

On February 17, 1999 the Staff of the Public Service Commission of Kentucky (“Commission”) 
issued a letter stating staffs belief that the Commission has jurisdiction under KRS 278.020 (5) 
to review the proposed merger of Central and South West Corporation ((“CSW’) into American 
Electric Power Company, Inc. (“AEP”) and requested that Kentucky Power Company 
(“Kentucky Power” “KPCO” or the “Company”) advise in writing by March 8, 1999 of the date 
AEP would file an application for Commission approval of “the indirect change in control of 
Kentucky Power Company.” On March 5 ,  1999 the Company issued a letter notifying the 
Commission that it would file the requested application by April 15, 1999. The letter also 
indicated that the Company expected to provide the Staff and the Commission with sufficient 
information to enable the Commission to approve its application within the sixty (60) day period 
prescribed by the statute. The letter further preserved the Company’s legal arguments regarding 
the application of KRS 278.020 ( 5 )  to this merger. 

On April 15, 1999 the Company, AEP and CSW filed a Joint Application with supporting 
testimony and workpapers. The proceeding was designated P.S.C. Case No. 99-149. On April 
22, 1999 the Commission issued a letter indicating that the Commission staff had reviewed the 
Company’s application and found that it met the minimum filing requirements. 

On May 4, 1999 the Attorney General, Office of the Rate Intervention (“Attorney General”), 
and Kentucky Electric Steel, Inc. (“KESI”) were granted full intervention in Case No. 99-149. 
On May 1 1 , 1999 Kentucky Industrial Utility Customers, Inc. (“KIUC”), was also granted full 
intervention in Case No. 99-149. These parties will be referred to herein collectively as the 
“Intervenors”. 

On April 22, 1999 a Technical Conference was held at the Commission’s offices. On May 4, 
May 11, May 17, and May 20, 1999 settlement conferences were held at the Commission’s 
offices. Present were the Staff and counsel for the Intervenors, as well as Company 
representatives. 



Solely for the purposes of compromise and settlement of the issues in this proceeding, Central 
and South West Corporation, American Electric Power Company, Inc., Kentucky Power 
Company, which does business in Kentucky as American Electric Power, the Attorney General, 
Kentucky Industrial Utility Customers, Inc. and Kentucky Electric Steel, Inc. (collectively 
referred to as the “Parties”) have met and reached a settlement agreement (“Agreement”) which 
they hereby submit and recommend for approval to the Commission. If the Commission does 
not approve the settlement agreement in its entirety and incorporate it in the Final Order, the 
proposed Agreement shall be null and void and deemed withdrawn, unless such change is agreed 
to by the Parties. 

SETTLEMENT AGREEMENT 

WHEREAS AEP and CSW have filed various applications before federal and state agencies 
seeking approvals necessary to consummate a proposed merger of the two companies, and 

WHEREAS the Parties have met and explored various issues related to the proposed merger and 
their agreements and differences regarding the effects of the proposed merger on competition 
between electricity providers and on the terms ‘and conditions under which retail electric utility 
service is provided, and 

WHEREAS the Parties recognize the costs and uncertainty of litigation and the desirability of 
consensual voluntary resolution of their differences and the legitimate interests and good faith of 
each of the parties in achieving the objectives each desires to achieve, and 

Whereas, the Parties agree as follows: 

That AEP, KPCO and the Intervenors will recommend to the Commission that the following 
Agreement be adopted by the Commission in an order or other appropriate formal action that 
references this Agreement or incorporates all of the provisions thereof. Where appropriate, the 
Commission action may address or reserve other matters ancillary or incidental to the matters 
addressed in this Agreement, for immediate or future disposition, in a manner not inconsistent 
with the Agreement. 

All appropriate terms are defined in the “Definitions” section of the Agreement. 

The Parties: 

1. 
Commission (“FERC”). 

Will not oppose the proposed merger pending before the Federal Energy Regulatory 
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2. Will not oppose AEP’s filings previously made at the United States Securities and 
Exchange Commission (“SEC”) in connection with the proposed merger, together with any non- 
material changes or supplements thereto. 

AEP, or Kentucky Power Company, conditional on merger consummation will: 

1. 
will reduce bills to customers by the annual amounts shown in Attachment A beginning with the 
first full billing month available following thirty days from the consummation of the merger. 
The annual bill reduction amounts shown in Attachment A will be refinded to customers based 
upon kwh consumption. Each individual year’s bill reduction will apply for a twelve month 
period. A Balancing Adjustment Factor (B.A.F) per Kwh will be included for the second 
through the twelfth month of the current distribution year which will reconcile any over- or 
under-distribution of the net savings from prior years. 

REGULATORY PLAN. KPCO will implement a Net Merger Savings Credit tariff that 

The merger savings and costs are based on estimated values included in AEP’s filing with the 
Federal Energy Regulatory Commission (“FERC”) in Docket No. EC98-40-000. 

Absent a force majeure, KPCO will not file a petition, which, if approved, would have the effect, 
either directly or indirectly, of authorizing a general increase in basic rates and charges that 
would be effective prior to January 1,2003 or three years from the effective date of the merger, 
whichever is later (the “rate moratorium”), and the Intervenors agree not to seek a reduction in 
base rates during the rate moratorium. During this period, the fuel adjustment clause, the 
environmental surcharge, the demand side management adjustment and the system sales tracker 
shall continue in force and shall not be subject to any freeze. During the rate moratorium 
period, and not withstanding any force majeure event, any discount, including but not limited to, 
operating reserve and interruptible discounts contained in special contracts as currently approved 
by the Commission, shall remain in force and shall not be changed for any customer receiving 
the discount. 

The Parties and the Commission will dismiss the appeals and cross-appeals in Case Nos. 98 CA 
00137,98 CA 001344,98 CA 001417,98 CA 001455 and 98 CA 002476. The dismissal shall 
be without prejudice in any other action with respect to the positions taken by the parties in the 
dismissed litigation. 

Effective January 1,2000, KPCO shall begin collecting the environmental surcharge, including 
the costs of the Low Nox burners for the Big Sandy generating plant’s Unit No. 1 and Unit No. 
2, in accordance with the decisions of the Franklin Circuit Court Opinion and Order dated April 
30,1998 and its Amended Opinion and Order dated May 14, 1998 in Consolidated Case Nos. 97- 
CI-01138,97-CI-01144 and 97-CI-00137 (except those portions of the decision allowing 
retroactive recovery of the surcharge). 

The parties further agree that there shall be no adjustment to the environmental surcharge as a 
result of the six month review in P.S.C. Case No. 98-624. 
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Notwithstanding any base rate proceeding during the eight year period after the consummation of 
the merger, the annual amounts shown in Attachment A will remain in effect. After the eight 
year period and absent a base rate proceeding, the Company will continue through the Net 
Merger Savings Credit to reduce bills to customers by the annual amount shown on Attachment 
A which is the customers’ portion of the net savings without the amortization of the costs to 
achieve during the eighth year after the consummation of the merger. 

KPCO must implement the above rate reductions in the manner and amounts described above 
notwithstanding any changes to the current regulatory structure in Kentucky. In the event that 
retail electric deregulation legislation is implemented in Kentucky or if there is any unbundling 
or restructuring, KPCO shall continue to apply the regulatory plan’s provisions to regulated rates 
of its Kentucky retail jurisdictional customers. 

Any legislatively mandated adjustments to base rates, of any kind, that are part of any retail 
electric deregulation legislation implemented in Kentucky shall not diminish or offset, but shall 
be in addition to, the bill reductions established in this proceeding. 

Subject to this agreement, AEP and KPCO will defer and amortize their Kentucky retail 
jurisdictional estimated merger related costs-to-achieve over an 8-year recovery period. Costs to 
achieve the merger are those costs incurred to consummate the merger and combine the 
operations of AEP and CSW. These costs include, but are not limited to, investment banking 
fees; consulting and legal services incurred in connection with obtaining regulatory and 
shareholder approvals; transition planning and development costs; employee separation costs 
including severance costs, change-in-control payments and retraining costs; and facilities 
consolidation costs. The Commission will issue accounting orders or other orders necessary to 
authorize the deferral and amortization of merger costs. 

If the merger is not consummated, the Company commits and agrees not to seek to recover 
termination fees, the “Out of Pocket” and “Topping Out” fees associated with the merger as 
described in Sections 9.5 and 9.6 of the Agreement and Plan ofMerger By and Among American 
Electric Power Company, Inc., Augusta Acquisition Corporation and Central and South West 
Corporation dated December 2 1, 1997 (Merger Agreement); and further commit and agree not to 
seek to recover the fee that may be charged by Morgan Stanley. 

In any proceeding to change base rates for KPCO to become effective after the consummation of 
the merger, the following rate treatment will be reflected: 

A. Estimated non-fuel merger savings, net of costs to achieve will be included in cost 
of service as an allowable expense in order to avoid duplication and to continue to 
provide shareholders with their share of the net savings. The amount to be 
included in the cost of service shall be based upon the test year period. (See 
Attachment B). 
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B. Amortization of estimated costs to achieve will be included in cost of service as 
an allowable expense. The amount to be included in the cost of service shall be 
based upon the test year period. (See Attachment B.) 

In any base rate proceeding after the eight year period, neither the merger savings credit rider nor 
the expense adjustments described in A. and B. above will be reflected in the test year. 

2. FUEL MERGER SAVINGS. All savings of fuel and purchased power expenses resulting 
from the merger shall benefit retail customers through existing fuel clause recovery mechanisms 
applied by State Commissions. In circumstances when one or more AEP operating companies in 
one AEP zone are supplying power to the other AEP zone, and as a result, the supplying zone ’ 

needs to purchase replacement power to serve its native load, AEP shall hold harmless the native 
load customers of the supplying zone from any price differential between the replacement power 
and the system power supplied to the other zone. Similarly, if one or more AEP operating 
companies in one AEP zone are supplying power to the other AEP zone, and as a result, the 
supplying zone loses the opportunity to sell power at a price higher than received from the zone 
being supplied, AEP shall credit the supplying zone for the foregone revenues. 

3. 
cause any of the following to occur: a) the bond rating for Kentucky Power Company to fall 
below an investment grade rating of Baa3 (Moody’s) or BBB- (Standard & Poors), orb)  an 
increase in the federal and/or state income taxes of KPCO, which increase is the result of 
changes in federal or state income tax provisions, or c) an increase in KPCO’s total electric 
operating expenses, excluding fuel and purchased power, due to circumstances beyond its 
control, and further excluding the costs of compliance with federal, state or local environmental 
requirements which apply to coal combustion wastes and by-products from facilities utilized for 
production of energy from coal. 

For purposes of this Settlement Agreement, force majeure shall mean circumstances that 

For purposes of this force majeure provision, an increase is defined as an increase in expense in 
an annualized amount greater than five percent (5%) of AEP’s Kentucky jurisdictional net 
revenues (ie., operating revenues less fuel and purchased power) for the preceding twelve 
months. 

A force majeure may only exist under the terms of this Settlement Agreement if the Commission 
finds in a rate application filed by the Company that the circumstances allowed for under this 
Settlement Agreement are a force majeure, as defined in this Agreement, after a public 
evidentiary hearing in which all the Parties may participate. 

4. 
stranded costs associated with the operating companies of one AEP zone from the retail 
customers of the other AEP zone. 

STRANDED COSTS. AEP and its operating companies agree not to seek or recover any 

5.  PROCEEDS OF FACILITY SALES. Any proceeds from the sale of facilities shall go to 
the AEP operating company in whose rate base the facilities are included, for fiu-ther disposition 
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in accordance with the rules and orders of the regulatory authorities whose jurisdiction 
encompasses the ultimate disposition of such proceeds. 

6 .  
merger on AEP's ability to exercise market power, AEP proposed in its FERC merger application 
a mitigation plan. To protect retail customers, AEP agrees to hold harmless the retail customers 
from any mitigation plan included in any FERC order approving the merger of AEP-CSW. To 
implement this Agreement in any general retail electric rate proceeding commenced by the filing 
of a petition on or after the date of this Agreement, in which an AEP operating company requests 
a change in its basic rates and charges, or in any other proceeding where so ordered by the State 
Commission, AEP shall have the burden therein to prove that such requested rate relief does not 
reflect mitigation-related costs. 

SYSTEM INTEGRATION AGREEMENTS. To mitigate any perceived impacts of the 

AEP commits to file any allocation of the cost of new, modified or upgraded generation or 
transmission facilities whose costs will be subject to the System Integration Agreement or the 
System Transmission Agreement with the FERC and to notify each State Commission of any 
such filing at the time it is made. Notification to each State Commission will include an estimate 
of the cost of construction, an explanation of the reasons for constructing the facilities, studies 
supporting the construction of the facilities, and a proposed allocation of the facilities' costs. If 
AEP plans to purchase an in-service facility or already constructed and soon-to-be-in-service 
facility, AEP will follow the above described procedures and will include as part of the 
notification to the State Commission an explanation of the circumstances causing the AEP 
operating company to make the purchase in question. 

7. REGULATORY AUTHORITY. AEP agrees not to seek to overturn, reverse, set aside, 
change or enjoin, whether through appeal or the initiation or maintenance of any action in any 
forum, a decision or order of a State Commission based on the assertion that the authority of the 
Securities and Exchange Commission as interpreted in Ohio Power Co. v. FERC, 954 F.2d 779 
(D.C. Cir. 1992) cert. denied, 498 U.S. 73 (1992) impairs the State Commission's ability to 
examine and determine the reasonableness of non-power affiliate transaction costs to be passed 
to retail customers. The parties agree that the Ohio Power waiver does not include waiver of any 
arguments that AEP may have with respect to the reasonableness of SEC approved cost 
allocations. AEP will provide each State Commission with notice at least 30 days prior to any 
filings that propose new allocation factors with the SEC. The notice need not be in the precise 
form of the final filing but shall include, to the extent information is available, a description of 
the proposed factors and the reasons supporting such factors. AEP and State Commission Staff 
will make a good faith attempt to resolve their differences, if any, in advance of a filing being 
made at the SEC. 

8. 
of closing of the merger until new affiliate standards imposed by state legislation or State 
Commission action become effective. 

AFFILIATE STANDARDS. The following affiliate standards shall apply from the date 
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A. 
company and its affiliates shall reflect the following principles: 

The financial policies and guidelines for transactions between an AEP operating 

1. An AEP operating company's retail customers shall not subsidize the 
activities of the operating company's non-utility affiliates or its utility 
affiliates. 

2. An AEP operating company's costs for jurisdictional rate purposes shall 
reflect only those costs attributable to its jurisdictional customers. 

3. These principles shall be applied to avoid costs found to be just and 
reasonable for ratemaking purposes by the affected State Commission 
being left unallocated or stranded between various regulatory jurisdictions, 
resulting in the failure of the opportunity for timely recovery of such costs 
by the operating company andor its utility affiliates; provided, however, 
that no more than one hundred percent of such costs shall be allocated on 
an aggregate basis to the various regulatory jurisdictions. 

4. An AEP operating company shall maintain and utilize accounting systems 
and records that identify and appropriately allocate costs between the 
operating company and its affiliates, consistent with these 
cross-subsidization principles and such financial policies and guidelines. 

B. Each State Commission shall have access to the employees, officers, books and 
records of any affiliate of its jurisdictional AEP operating company to the same 
extent and in like manner that each such State Commission has over a public 
utility operating within the state in which such State Commission exercises its 
regulatory authority if the affiliate had engaged in direct or indirect transactions 
with the jurisdictional AEP operating company. If such employees, officers, 
books and records can not be reasonably made available to a State Commission, 
then upon request of a State Commission, the AEP operating company shall, in 
accordance with state reimbursement rules, reimburse the State Commission for 
appropriate out-of-state travel expenses incurred in accessing the employees, 
officers, books and records. Each AEP operating company shall maintain, in 
accordance with generally accepted accounting principles, books, records, and 
accounts that are separate from the books, records, and accounts of its affiliates, 
consistent with Part 101 - Uniform System of Accounts Prescribed for Public 
Utilities and Licensees Subject to the Provisions of the Federal Power Act. Any 
objections to providing all books and records must be raised before the State 
Commission and the burden of showing that the request is unreasonable or 
unrelated to the proceeding is on the AEP operating company. The 
confidentiality of competitively sensitive information shall be maintained in 
accordance with each State Commission's rules and regulations. 
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C In accordance with generally accepted accounting principles and consistent with 
state and federal guidelines, an AEP operating company shall record all 
transactions with its affiliates, whether direct or indirect. An AEP operating 
company and its affiliates shall maintain sufficient records to allow for an audit of 
the transactions involving the operating company and its affiliates. Asset 
transfers from an AEP operating company to a non-utility affiliate and asset 
transfers from a non-utility affiliate to an AEP operating company shall be at fully 
distributed costs in accordance with current Securities and Exchange Commission 
(SEC) issued requirements or other statutory requirements if the SEC has no 
jurisdiction. 

D. An AEP operating company shall not allow a non-utility affiliate to obtain credit 
under any arrangement that would permit a creditor, upon default, to have 
recourse to the operating company's assets. The financial arrangements of an 
AEP operating company's affiliates are subject to the following restrictions unless 
otherwise approved by that operating company's State Commission: 

1. Any indebtedness incurred by a non-utility affiliate will be without 
recourse to the operating company. 

2. An AEP operating company shall not enter into any agreements under 
terms of which the operating company is obligated to commit funds in 
order to maintain the financial viability of a non-utility affiliate. 

3. An AEP operating company shall not make any investment in a non-utility 
affiliate under circumstances in which the operating company would be 
liable for the debts and/or liabilities of the non-utility affiliate incurred as a 
result of acts or omissions of a non-utility affiliate. 

4. An AEP operating company shall not issue any security for the purpose of 
financing the acquisition, ownership, or operation of a non-utility affiliate. 

5 .  An AEP operating company shall not assume any obligation or liability as 
guarantor, endorser, surety, or otherwise with respect to any security of a 
non-utility affiliate. 

6 .  An AEP operating company shall not pledge, mortgage or otherwise use 
as collateral any assets of the operating company for the benefit of a 
non-utility affiliate. 

7. AEP shall hold harmless the retail customers of an AEP operating 
company from any adverse effects of credit rating declines caused by the 
actions of non-utility affiliates. 
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Transactions between AEP operating companies and affiliates involving a money pool 
for the financing of short-term funding requirements are exempt from the requirements of 
this paragraph. Further, the provisions of this paragraph would not preclude AEP 
operating companies from issuing securities or assuming obligations related to their 
existing coal subsidiaries. 

E. Any untariffed, non-utility service provided by an AEP operating company or 
affiliated service company to any affiliate shall be itemized in a billing statement 
pursuant to a written contract or written arrangement. The AEP operating 
company and any affiliated service company shall maintain and keep available for 
inspection by the State Commission copies of each billing statement, contract and 
arrangement between the AEP operating company or affiliated service company 
and its affiliates that relates to the provision of such untariffed non-utility 
services. 

F. Any good or service provided by a non-utility affiliate to an AEP operating 
company shall be by itemized billing statement pursuant to a written contract or 
written arrangement. The operating company and non-utility affiliate shall 
maintain and keep available for inspection by the State Commission copies of 
each billing statement, contract and arrangement between the operating company 
and its non-utility affiliates that relates to the provision of such goods and services 
in accordance with applicable State Commission retention requirements. 

G. Employees responsible for the day to day operations of the AEP operating 
companies and those of affiliated exempt wholesale generators or affiliated power 
marketers shall operate independently of one another. AEP shall document all 
employee movement between and among all affiliates. Such information shall be 
made available to each State Commission and consumer advocate upon request. 

H. An AEP operating company may not own property in common with an affiliated 
exempt wholesale generator or affiliated power marketer. 

I. No market information obtained in the conduct of utility business may be shared 
with an affiliated exempt wholesale generator or affiliated power marketer, except 
where such information has been publicly disseminated or simultaneously shared 
with and made available to all non-affiliated entities who have requested such 
information. Customer specific information shall not be made available to an 
affiliated exempt wholesale generator or affiliated power marketer except under 
the same terms as such information would be made available to a non-affiliated 
company, and only with the written consent of the customer specifjhg the 
information to be released. 

J. A non-utility affiliate may use an AEP operating company's name or logo only if, 
in connection with such use, the affiliate makes adequate disclosures to the effect 
that (i) the two entities are separate; (ii) it is not necessary to purchase the 
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K. 

L. 

M. 

N. 

0. 

P. 

non-regulated product or service to obtain service from the operating company; 
and (iii) the customer will gain no advantage from the operating company by 
buying from the affiliate. 

An AEP operating company shall not condition or tie the provision of any 
product, service, pricing benefit, or waiver of associated terms or conditions, to 
the purchase of any good or service from its affiliated exempt wholesale generator 
or power marketer. 

Except as provided in paragraph M, an affiliated exempt wholesale generator or 
affiliated power marketer shall not share office space, office equipment, computer 
systems or information systems with an AEP operating company. 

Computer systems and information systems may be shared between an AEP 
operating company and non-utility affiliates only to the extent necessary for the 
provision of corporate support services; however, the operating company shall 
ensure that the proper security access and other safeguards are in place to ensure 
full compliance with these affiliate rules. 

An AEP operating company may engage in transactions directly related to the 
provision of corporate support services with its affiliates in accordance with 
requirements relating to service agreements. As a general principle, such 
provision of corporate support services shall not allow or provide a means for the 
transfer of confidential information from the operating company to the affiliate, 
create the opportunity for preferential treatment or unfair competitive advantage, 
create opportunities for cross-subsidization of affiliates, or otherwise provide any 
means to circumvent these affiliate rules. 

Except as provided in paragraph N, an AEP operating company may only make a 
product or service available to an affiliated exempt wholesale generator or an 
affiliated power marketer if the product or service is equally available to all 
non-affiliated exempt wholesale generators and power marketers on the same 
terms, conditions and prices, and at the same time. An AEP operating company 
shall process all requests for a product or service from affiliated and non-affiliated 
exempt wholesale generators and power marketers on a non-discriminatory basis. 

An AEP operating company which provides both regulated and non-regulated 
services or products, or an affiliate which provides services or products to an AEP 
operating company, shall maintain documentation in the form of written 
agreements, an organization chart of AEP (depicting all affiliates and AEP 
operating companies), accounting bulletins, procedure and work order manuals, or 
other related documents, which describe how costs are allocated between 
regulated and non-regulated services or products. Such documentation shall be 
available, subject to requests for confidential treatment, for review by State 
Commissions in accordance with Paragraph B. above. 
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Q. 

R. 

S .  

T. 

U. 

V. 

w 

AEP shall designate an employee who will act as a contact for State Commissions 
and consumer advocates seeking data and information regarding affiliate 
transactions and personnel transfers. Such employee shall be responsible for 
providing data and information requested by a State Commission for any and all 
transactions between the jurisdictional operating company and its affiliates, 
regardless of which affiliate(s), subsidiary(ies) or associate(s) of an AEP 
operating company from which the information is sought. 

AEP shall designate an employee or agent within each signatory state who will 
act as a contact for retail consumers regarding service and reliability concerns and 
to allow a contact for retail consumers for information, questions and assistance. 
Such AEP representative shall be able to deal with billing, maintenance and 
service reliability issues. 

AEP shall provide each signatory state a current list of employees or agents that 
are designated to work with each State Commission and consumer advocate 
Concerning state regulatory matters, including, but not limited to, rate cases, 
consumer complaints, billing and retail competition issues. 

Thirty (30) days prior to filing any affiliate contract (including service 
agreements) with the SEC or the FERC an AEP operating company shall submit 
to each affected State Commission a copy of the proposed filing. 

Any violation of the provisions of these affiliate standards are subject to the 
enforcement powers and penalties at the State Commissions. 

AEP shall contract with an independent auditor who shall conduct biennial audits 
for ten years after merger consummation of affiliated transactions to determine 
compliance with these affiliate standards. The results of such audits shall be filed 
with the State Commissions. Prior to the initial audit, AEP will conduct an 
informational meeting with State Commissions regarding how its affiliates and 
affiliate transactions will or have changed as a result of the proposed merger. 

If the Public Utility Holding Company Act of 1935 is repealed or materially 
amended during the time this Agreement is in effect, and equivalent jurisdiction is 
not given to another federal agency, AEP will work with the State Commissions 
to ensure that AEP continues to furnish the State Commission with the 
appropriate information to regulate its jurisdictional AEP operation company. 
The State Commission may establish its reporting requirements regarding the 
nature of intercompany transactions concerning the operating company and a 
description of the basis upon which cost allocations and transfer pricing have been 
established in these transactions. 
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9. ADEQUACY AND RELIABILITY OF RETAIL ELECTRIC SERVICE. See 
Attachment C for the AEPKENTUCKY POWER SERVICE QUALITY PROGRAM that has 
been agreed to by the parties. 

10. 
consummated, AEP commits that upon issuance of any final and non-appealable order fiom any 
state or federal commission addressing the merger that provides benefits or imposes conditions 
on AEP that would benefit the ratepayers of any jurisdiction, such net benefits and conditions 
will be extended to all other retail customers to the extent necessary to achieve equivalent net 
benefits and conditions to all retail customers of AEP. 

STATUTORY AND OTHER ISSUES. Provided the proposed merger is ultimately 

1 1. 
Commission and its staff from addressing in a manner not inconsistent with this Agreement 
issues raised in the FERC Docket No. 98-40-000. 

CONTINUED PARTICIPATION - Nothing in this Agreement is intended to preclude the 

12. ENFORCEABILITY. AEP and KPCO will not assert in any action to enforce an order 
approving this Agreement that the Commission lacks the authority to have the provisions of this 
Agreement enforced under Kentucky law. 

DEFINITIONS 

1. 
service in Indiana, Michigan, Kentucky, Ohio, Tennessee, Virginia and West Virginia ("East") or 
the area comprising the former CSW operating companies providing service in Arkansas, Texas, 
Oklahoma and Louisiana ("West"). 

"AEP zone" means either the area comprising the AEP operating companies providing 

2. 
regulation by the FERC and/or a state utility regulatory agency. 

"AEP operating company" means an AEP affiliate that is a public utility subject to rate 

3. 
of the operating company or a subsidiary of the holding company. 

"Affiliate" means an entity that is an operating company's holding company, a subsidiary 

4. "Consumer advocate" means an agency of the state government designated as a 
representative of consumers in matters involving utility companies before the applicable State 
Commission. 

5 .  "Entity" means a corporation or a natural person. 

6. 
through one or more affiliates exclusively in the business of owning or operating all or part of a 
facility for generating electric energy and selling electric energy at wholesale and who: 

"Exempt wholesale generator" means an entity which is engaged directly or indirectly 

a. does not own a facility for the transmission of electricity, other than an essential 
interconnecting transmission facility necessary to affect a sale of electric energy 
at wholesale; and 
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b. has applied to the FERC for a determination under 15 U.S.C. Section 79z-5a. 

7. 
governmental agency. 

"FERC" means the Federal Energy Regulatory Commission, or any successor 

8. 
utility affiliate includes a foreign affiliate. 

"Non-Utility Affiliate" means an Affiliate which is not a domestic public utility. Non- 

9. 
directly or indirectly 10 percent or more of the voting capital stock of a utility operating 
company, or its successor in interest. 

"Holding Company" means AEP, or its successor in interest, or any Entity that owns 

10. "Power Marketer" means an entity which: 

a. becomes an owner or broker of electric energy in a state for the purpose of selling 
the electric energy at wholesale; 

b. does not own transmission or distribution facilities in a state; 

C. does not have a certified service area; and 

d. has been granted authority by the FERC to sell electric energy at market-based 
rates. 

1 1. 
governmental agency. 

"SEC" means the United States Securities and Exchange Commission, or any successor 

12. 
Power Service Corp. and AEP's operating companies, under which services are provided by 
American Electric Power Service Corp. to the operating companies. 

"Service Agreement" means the agreement entered into between American Electric 

13. 
among other functions, administrative and general or operating services to AEP utility operating 
companies . 

"Service Company" means an Affiliate whose primary business purpose is to provide, 

14. "Services" means the performance of activities having value to one party including, but 
not limited to, managerial, financial, accounting, legal, engineering, construction, purchasing, 
marketing, auditing, statistical, advertising, publicity, tax, research, and other similar services. 

15. 
controlled by another Entity. 

"Subsidiary" means any corporation 10 percent or more of whose voting capital stock is 

16. 
utility. 

"Utility Affiliate" means an affiliate of a utility operating company that is also a public 
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Presentation of Agreement To the Commission 

I 5. The undersigned have represented and agreed that they are fully authorized to execute 
~ 

this Agreement on behalf of their designated clients who will be bound thereby. 

1. The Parties shall move for the admission of this Agreement into evidence at the hearing 
scheduled for May 28, 1999, or such earlier time as the Commission may establish and sponsor 
evidence including testimony and exhibits as may be required to support Commission approval 
of this Agreement. 

2. 
in the form attached hereto as Attachment D. All of the terms and agreements contained in the 
Proposed Order are to be interpreted consistent with the provisions of this Agreement, which is 
to be attached to and incorporated by reference in the Final Order issued by the Commission. 

The Parties stipulate and agree to the issuance by the Commission of the Proposed Order 

Effect and Use of Agreement 

1. 
any Party in any other proceeding except as necessary to enforce its terms before the 
Commission, or any State Court of competent jurisdiction. This Agreement is solely the result of 
compromise in the settlement process, shall not constitute a concession of subject matter 
jurisdiction, and except as expressly provided herein, is without prejudice to and shall not 
constitute a waiver of any position that any of the Parties may take with respect to any or all of 
the items resolved herein in any future regulatory or other proceedings and, failing approval by 
this Commission, shall not be admissible or discussed in any subsequent proceedings. 

This Agreement shall not constitute nor be cited as precedent or deemed an admission by 

2. The evidence in this Case constitutes substantial evidence sufficient to support the 
Agreement and provides an adequate evidentiary basis upon which the Commission can make 
any finding of fact and conclusions of law necessary for the approval of the Agreement, as filed. 

3. The issuance of the Final Order shall terminate any further proceedings in this Case. 

4. 
rights to make objections and motions to strike with respect to all testimony and exhibits and 
their right to cross-examine the witnesses presenting such testimony and exhibits. 

In the event this Case is required to be litigated, the Parties expressly reserve all of their 

6 .  The Parties to this Agreement shall not appeal the agreed Final Order or any other 
Commission order to the extent such orders are specifically implementing the provisions of this 
Agreement and shall support this Agreement in the event of any appeal by a person not a Party. 
This provision shall be enforceable by any Party, in any state court of competent jurisdiction. 

7. 
produced the Agreement have been conducted on the explicit understanding that they are or 

The communications and discussions during the negotiations and conferences that 
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relate to offers of settlement and shall therefore be privileged and not admissible in any 
proceeding. 

ACCEPTED and AGREED this 24th day of May, 1999. 

iviarK K. uversa 
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Senior Vice President 
American Electric Power 

Service Corporation 
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, 

Assistant Attom& b m l  
Attumey OaaaL O f h e  of Rate 
lntcrvcntion 
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Kentucky Industrial Utility CustomerS, /de , 

Boehm, Kurtz, & Lowry 

18 
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Kentucky Electric Steel, Inc. 

VanAntwCMonge, Jones & Edwards, LLP 
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ATTACHMENT A 
Page 1 of 1 

AEPlCSW MERGER 
NET ANNUAL MERGER SAVINGS 

AND KENTUCKY CUSTOMER BILL REDUCTIONS($OOO) 

RATE 
YEAR 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

NET CUSTOMER BILL SHAREHOLDER 
MERGER SAVINGS REDUCTION @ 55% NET SAVINGS @ - 45% 

2,469 
4,551 
5,757 
6,732 
7,385 
7,887 
8,279 
8,511 

1,464 
2,554 
3,185 
3,695 
4,037 
4,299 
4,505 
4,626 

1,005 
1,997 
2,572 
3,037 
3,348 
3,588 
3,774 
3,885 

51.571 28.365 23.206 
~ ~~ ~ ~ ~ ~ ~~ ~~ 

Note: Annual Customer Bill Reduction after year 8 until next base rate case is $5,242,785 



DIT P RI 

AITACHMENT B 
Page 1 of 3 

AEPlCSW MERGER 
EXAMPLE OF BASE RATE CASE TREATMENT 

BASED ON YEAR 3 ($000) 

ER CONTINUES 

INCLUDED IN TEST YEAR: 
GROSS MERGER SAVINGS 

CHANGE IN CONTROL AMORTIZATION 
OTHER CTA AMORTIZATION 
TOTAL CTNCIC AMORTIZATION 

NET MERGER SAVINGS IN TEST YEAR 

=BACK TO TEST YEAR COST OF SERVICE: 
CUSTOMER SHARE 
SHAREHOLDER PORTION 

NET BASE RATE REDUCTION 

KENTUCKY CUSTOMER RATE REDUCTION 

.-. , 

, 

3,184 
2,572 

5,756 

(3.184) 

(7.262) 

0 

(3,184) -- 



RATE 
YEAR 

ATTACHMENT B 
Page 2 of 3 

AEP/CSW MERGER 
BASERATECASETREATMENT 

FOR INCLUSION IN COST OF SERVICE ($000) 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

Add Back to Test Year Cost of Service 

lEl3uMs - CUSTOMER SHAREHOLDER 

1,464 
2,554 
3,185 
3,695 
4,037 
4,299 
4,505 
4,626 

1,005 
1,997 
2,572 
3,037 
3,348 
3,588 
3,774 
3,885 

28,365 23,206 



RATE 
YEAR 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

TOTAL 

ATTACHMENT B 
Page 3 of 3 

AEPlCSW MERGER 
AMORTIZATION OF ESTIMATED 

COSTS TO ACHIEVE* 

AMOUNT 

1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,502 
1,505,501 

** 12.044.015 

* Includes change in control payments. 
**May not add due to roundings. 



AEPMENTUCKY POWER SERVICE QUALITY 

Attachment C 
Page 1 of 6 

AEPKentucky Power (the Company) has as one of its highest priorities a desire to 
maintain and improve the quality and reliability of service to its customers. The Company 
commits that current levels of customer service and service reliability shall not degrade 
as a result of the merger and that it shall undertake all reasonable efforts to improve the 
quality and reliability of its service. In order to assure the Commission and Kentucky 
customers of continued excellent service quality in the post-merger environment, the 
Company commits and agrees to do the following: 

1. To maintain the overall quality and reliability of its electric service at levels no less 
than it has achieved in the calendar years 1995-1998. The Company will provide service 
reliability reports annually indicating its calendar year Kentucky Customer Average 
Interruption Duration Index (CAIDI) and Kentucky System Average Interruption 
Frequency Index (SAIFI), These indices shall be determined and reported, including all 
storms. Definitions for these mexures are included on page 4. On page 6 are listed 
Kentucky Power's annual SAIFI and CAIDI performance for the years 1995 through 
1998. 

2. To provide annual Call Center performance measures for those centers which handIe 
Kentucky customer calls. These will include the Call Center Average Speed of Answer 
(ASA), Abandonment Rate, and Call Blockage. Definitions for these measures are also 
included on page 5.  

by the end of May of the year following the calendar year in question. 
a) The performance measures described in paragraphs 1 and 2 above shall be provided 

3. Will continue to completely inspect its Kentucky electric facilities every two years and 
perform tree trimming, lightning arrestor replacement, animal guarding and pole and 
cross arm replacements. 

\ 

4. AEPKentucky Power management will compile outage data detailing each circuit's 
reliability perfom-mce. In addition, by monitoring repeated outages on a regular basis, 
the Company will identify and resolve reliability problems which may go unnoticed by 
using CAIDI and SAIFI results. This data will be coupled with feedback fiom district 
field personnel and supervision and management concerning other locations and 
situations where the impact of outages are quantified. This process will be used to 
develop a comprehensive work plan each year which focuses efforts to improve service 
reliability. The Company Will undertake all reasonable expenditures to achieve the god 
of limiting customer outages. 



Attachment C 
Page 2 of 6 

5. Plans to continue to maintain a high quality workforce to meet its customers’ needs. 

6 .  Shall designate an employee or agent within Kentucky who will act as a contact for 
retail consumers regarding service and reliability concerns and to provide a contact for 
retail consumers for information, questions and assistance. Such AEPKentucky Power 
representative shall be able to deal with billing, maintenance and service reliability issues. 

a) The company further commits to maintain in Kentucky a sufficient management 
team to ensure that safe, reliable and efficient electric service is provided and to respond 
to the needs and inquiries of its Kentucky customers. 

7. In the event the Commission adopts industry generic rules concerning customer service 
standards, AEPKentucky Power shall have at its option, the right to incorporate them 
into this agreement. 

a) AEPKentucky Power will have the opportunity to revisit with the Commission the 
agreed upon measure(s) should the Company wish to propose a specific 
performance-based ratemaking proposal provided the proposal either includes a reliability 
measure(s) and/or a customer satisfaction survey measure that contains service reliability 
as a component. 

b) These standards can be changed during the term of this agreement to reflect any 
performance-based ratemaking plans or rules which the Commission adopts either for 
AEPKentucky Power and/or generically for the electric utility industry. 

8. If retail access is mandated by the Kentucky General Assembly and/or the Commission 
and/or by federal legislation, AEPKentucky Power shall have the right to petition the 
Commission for modifications to this service quality agreement that are made necessary 
by the mandating of retail access. 

l 

a) Any such petition must estabIish the necessity of the proposed modifications and 
provide appropriate protections to ensure that AEPKentucky Power’s quality of service 
will not decline. “@e Commission will act upon the petition within 90 days or the petition 
will be deemed to be automatically approved. 

2 



Attachment C 
Page 3 of 6 

9. AI1 prudent costs incuned to comply with the items contained in this Agreement, once 
incurred, will constitute known and measurable expenses that Kentucky Power shall have 
an opportunity to recover in accordance with traditional ratemaking principles, through 
recognition of these costs in its revenue requirement in hture  rate review. 

' I  

3 



AEP/KEi a UCKY POWER SERVICE QUALITY a .- 

Attachment C 
Page 4 of 6 

AEP RELIABILITY MEASURES 

1) System Average Interruption Frequency Index (SAIFI) is defined as the number of 
customers interrupted divided by the number of customers served. It is calculated 
by the equation: 

SAIFI = Number of customers intempted 
Number of customers served 

2. Customer Average Intenuption Duration Index (CAIDI) is defined as the number of 
customer hours of interruption divided by the number of customers interrupted. It is 
calculated by the equation:, 

CAIDI = Sum of all customer hours of interruption 
' . Number of customers intempted 

4 



Attachment C 
Page 5 of 6 

AEP CALL CENTER MEASURES 

1) Averaee Speed of Answer (ASA) is defined 8s the average time that elapses in seconds 
between the instant when a call is answered and the time it is connected to a C d l  Center 
representative (CSR) or an interactive voice recorder (IVR). It is calculated using the 
equation: 

Average Speed of Answer = Time for all calls beetween call answer and CSMVR connection 
(seconds) TotaI number of calls made to the Call Center 

2) Abandonment Rate is the percentage of callers who hang up before being connected to a Call 
Center representative (CSR) or an interactive voice recorder (IVR). It is calculated using the 
equation: 

Abandonment Rate = 
(percent) . 

{Total number of callers who hang UP} x 100 
{Total number of calls made to the Call Center} 

3) Call Blockage is the percentage of non-outage call attempts which do not get connected to a 
Call Center (buy signal, etc.). It is calculated using the equation: 

Call Blockage = (Total number of non-outaae calls that do not Ret connected} x 100 
(percent) {Total number of non-outage calls made to the Call Center} 

5 
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AEPKENTUCKY POWER SERVICE QUALITY 

Attachment C 
Page 6 of 6 

AEPlKentucky Power Reliability Performance 
(includes all storms) 

- Year SAIFI - CAIDI - 

1995 1.794 4.12 

1996 ' ,  1.530 3.10 

1997 1.343 3.04 

1998 1.519 5.96 

6 



Attachment D 

COMMONWEALTH OF KENTUCKY 
BEFORE THE 

PUBLIC SERVICE COMMISSION OF KENTUCKY 

IN THE MATTER OF : 

JOINT APPLICATION OF KENTUCKY POWER COMPANY,) 
AMERICAN ELECTRIC POWER COMPANY, INC. 1 

REGARDING A PROPOSED MERGER 1 
AND CENTRAL AND SOUTH WEST CORPORATION ) CASE NO. 99-149 

On February 17, 1999 the Staff of the Public Service Commission of Kentucky 

(“Commission”) issued a letter stating staffs belief that the Commission has jurisdiction under 

KRS 278.020 (5) to review the proposed merger of Central and South West Corporation 

(“CSW”) into American Electric Power Company, Inc. (“AEP”) and requested that Kentucky 

Power Company (“Kentucky Power” “KPCO” or the “Company”) advise in writing by March 8, 

1999 of the date AEP would file an application for Commission approval of “the indirect change 

in control of Kentucky Power Company.” On March 5,1999 the Company issued a letter 

notifjkg the Commission that it would file the requested application by April 15, 1999. The 

letter also indicated that thC Company expected to provide the Staff and the Commission with 

sufficient information to enable the Commission to approve its application within the sixty (60) 

day period prescribed by the statute. The letter further preserved the Company’s legal arguments 

regarding the application of KRS 278.020 to this merger. 

On April 15, 1999, the Company, AEP and CSW filed a Joint Application with 

supporting testimony and work papers. The proceeding was designated P.S.C. Case No. 99-149. 
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On April 22, 1999, the Commission issued a letter indicating that the Commission staff had 

reviewed the Company’s application and found that it met the minimum filing requirements. 

On May 4, 1999, the Attorney General, Office of the Rate Intervention (“Attorney 

General”), and Kentucky Electric Steel, Inc. (“KESI”) were granted full intervention in Case No. 

99-149. On May 11, 1999, Kentucky Industrial Utility Customers, Inc. (“KlUC”), was also 

granted full intervention in Case No. 99-149. These parties will be referred to herein collectively 

as the “Intervenors.” 

On April 22, 1999, a Technical Conference was held at the Commission’s offices. On 

May 4, 1999, May 1 1, 1999, May 17, 1999 and May 20, 1999 settlement conferences were held 

at the Commission’s offices. All parties to the proceeding and the Commission staff were 

present and participated in the settlement conferences. 

Having considered the evidence and being duly advised, the Commission now 

finds: 

1. Notice and Jurisdiction. Due and timely notice of the hearing to consider the 

settlement proposed by the parties was given. Kentucky Power is a “utility” within the mea.tuig 

of that tern in KRS 278.010(3)(a) and is subject to the jurisdiction of the Commission in the 

manner and to the extent provided by the laws of the Commonwealth of Kentucky. 

2. The Settlement Agreement. As described in the Settlement Agreement, a copy of 
, .  

which is attached hereto a$ Exhibit A and incorporated herein by reference, the Settlement 

Agreement contains, an5ong other things, provisions regarding (a) net non-he1 merger savings; 

(b) fuel and purchased power merger savings; (c) limitation on requests for stranded cost 

recovery; (d) allocation of proceeds from the sale of facilities; (e) system integration agreements; 

( f )  Ohio Power waiver; (g) affiliate standards; (h) maintenance and enhancement of the adequacy 

-2- 
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and reliability of retail electric service, including certain reporting requirements, (i) settlement of 

the existing environmental surcharge litigation (Kentucky Court of Appeals Case Nos. 98-CA- 

00137,98-CA-01344,98-CA-01417,98-CA-01455); and Q) settlement of the pending six 

month review of KPCO's environmental surcharge in P.S.C. Case No. 98-624. The Settlement 

Agreement was agreed to by all parties to this proceeding. 

The Settlement Agreement further provides that if the proposed merger is ultimately 

consummated, AEP commits that upon issuance of any final and non-appealable order fiom any 

state or federal commission addressing the merger that provides benefits or imposes conditions 

on AEP that would benefit the ratepayers of any jurisdiction, such net benefits and conditions 

will be extended to all other retail customers to the extent necessary to achieve equivalent net 

benefits and conditions to all retail customers of AEP. 

The Settlement Agreement also provides that, upon approval by the Commission, the 

Intervenors, the Commission and its Staff shall not oppose the proposed merger before FERC or 

oppose AEP's previously made merger-related filings with the Securities and Exchange 

Commission. 

The Settlement Agreement further states that it shall not constitute nor be cited as 

precedent or deemed an admission by any party in any other proceeding except as necessary to 

enforce its terms before th'e, Commission, or any State Court of competent jurisdiction on these 

particular issues. The Settlement Agreement provides that it is solely the result of compromise 

1 :  

in the settlement process, shall not constitute a concession of subject matter jurisdiction, and 

except as expressly provided therein, is without prejudice to and shall not constitute a waiver of 

any position that any of the parties thereto may take with respect to any or all of the items 

resolved therein in any future regulatory or other proceedings. 

-3- 
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The Settlement Agreement states that if the Commission does not approve the Settlement 

Agreement in its entirety, it shall be null and void and deemed withdrawn, unless such change is 

approved by the parties. 

At a hearing held May 38, 1999, Richard E. Munczinski, Senior Vice President- 

Corporate Planning and Budgeting of American Electric Power Service Corporation, the service 

corporation subsidiary of AEP, and Errol K. Wagner, Director of Regulatory Affairs for 

Kentucky Power testified in support of Commission approval of the Settlement Agreement. Mr. 

Munczinski discussed the negotiating process which resulted in the Settlement Agreement and 

the public benefits that would result from its approval. Mr. Wagner testified regarding the 

mechanism by which the bill reductions will be implemented by Kentucky Power. 

During the course of this proceeding information about the proposed merger was 

requested from and provided by Kentucky Power, AEP and CSW. Additional information about 

the proposed merger has since been developed in the course of FERC proceedings and 

proceedings before other state commissions. After lengthy and detailed negotiations, Kentucky 

Power, CSW, AEP, the Attorney General, Office for Rate Intervention, Kentucky Industrial 

Consumers, Inc. and Kentucky Electric Steel have reached a unanimous agreement on terms and 

conditions that help ensure,that Kentucky consumers will fairly share in the benefits achieved by 

the merger and that Kentukky consumers will be protected against any detrimental effects. The 

Parties recommend that the Commission approve the Settlement Agreement as a fair and just 
I 

settlement of difference's regarding merger-related issues. 

Having reviewed the Settlement Agreement and the evidence relating thereto, the 

Commission finds that the recommendation of the Parties should be approved. The Commission 

further finds that the Settlement Agreement is a fair and reasonable resolution of the merger- 
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related issues of concern to the Commission and the Intervenors and should be approved in its 

entirety without modification. 

The Commission finds that AEP and Kentucky Power have and will retain the financial, 

technical and managerial abilities to provide reasonable service. 

The Commission hrther finds that the proposed merger of AEP and CSW is in 

accordance with the law, for a proper purpose and is consistent with the public interest. 

IT IS THEREFORE ORDERED BY THE PUBLIC SERVICE COMMISSION OF 

KENTUCKY that: 

1. The Settlement Agreement shall be and hereby is approved in its entirety 

without modification and that the merger of AEP and CSW is approved pursuant to KRS 

278.020(4) and KRS 278.020(5). 

2. Kentucky Power shall implement the Net Merger Savings Credit Tariff in the 

amounts shown in the tariff filed as Exhibit 2 to this Order, which tariff is approved. 

3. American Electric Power, Inc. and Central and South West Corporation will incur 

transaction, regulatory processing and transition costs to merge the two companies. The 

Commission orders that the Kentucky retail jurisdictional share of the estimated merger costs be 

deferred and amortized for recovery over eight years. The amortization should begin with the 

date of the combination aid continue for eight years on a straight-line basis. 
I 

4. The proposed regulatory plan is approved as are the steps necessary to implement 

it , specifically: 

a. the regulatory treatment of the fuel saving arising fiom the integrated 

-5- 

operations of AEP, CSW and Kentucky Power as set forth in the Settlement Agreement; 



. . . . .. . . . -  ._ .. . . , - . _.. I_ _ -  - - -.. ... . . ._ . , , .... ~ - . 

b. Kentucky Power is authorized to include as an allowable expense in cost 

of service the non-fuel merger savings, net of cost to achieve and amortization of estimated costs 

to achieve as set forth in Attachment B to the Settlement Agreement. 

5 .  Effective January 1, 2000, KPCO shall begin collecting the environmental 

Surcharge, including the costs of the Low Nox burners for the Big Sandy generating plant’s Unit 

No. 1 and Unit No. 2, in accordance with the Opinion and Order of the Franklin Circuit Court 

dated April 30, 1998, as amended by Opinion and Order dated May 14, 1998 in Consolidated 

Case Nos. 97-CI-00137,97-CI-01138,97-CI-01144 (except those portions of the decisions 

allowing retroactive recovery of the surcharge). 

6.  The Commission approves the settlement of the environmental surcharge 

litigation (Kentucky Court of Appeals Case Nos. 98-CA-00137,98-CA-01344,98-CA-01417, 

98-CA-01455, and 98 CA 002476) as described in the Settlement Agreement and authorizes its 

counsel to execute to necessary documents to dismiss the appeals and cross-appeals therein. 

7 The pending review of KPCO’s environmental surcharge in P.S.C. Case No. 98- 

624 shall be terminated and that proceeding is ordered closed without adjustment to the 

surcharge. 

8. This Order shall be effective on and after the date of its approval. 

By the Commission 



EXHIBIT 1 

STIPULATION AND 

SETTLEMENT AGREEMENT 



AMERICAN ELECTRIC POWER 

EXHIBIT 2 

ORIGINAL SHEET NO. 25-1 
CANCELING SHEET NO. 

P.S.C. ELECTRIC NO. 7 

NET MERGER SAVINGS CREDIT (N.M.S.C.) 

APPLICABLE. 

C.1.P.-T.O.D., C.S.- I.R.P., M.W., O.L., and S.L. 
To Tariffs R.S., R.S.-L.M.-T.O.D., Experimental RS-T.O.D., S.G.S., M.G.S., Experimental M.G.S.-T.O.D., L.G.S., Q.P., 

RATE. 

The Net Merger Savings Credit shall provide for a monthly adjustment to  base rates on a rate per KWH of monthly 
consumption. The Net Merger Savings Credit shall be calculated according to  the following formula: 

Net Merger Savings Credit = M.S.F. + B.A.F. 
Where: 

(M.S.F.) Is the Merger Savings Factor per KWH which is based on the total Company net savings 
that are to be distributed to  the Company's Kentucky retail jurisdictional customers in each 1 2-month period. 

Year 1. 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 
Year 9 

Net Savings 
to be 

Distributed 
$1,463,815 
2,553,660 
3,184,645 
3,695,003 
4,037.1 67 
4,299,432 
4,504,920 
4,626,369 
5,242,785 

Merger Savings 
Factor 
(M.S.F.) 

.021 C per Kwh 

.037C per Kwh 

.045C per Kwh 

.051 C per Kwh 

.055C per Kwh 

.057C per Kwh 

.059C per Kwh 

.059C per Kwh 

.066C per Kwh 

*The Net Merger Savings Credit will begin in the first full billing month available following thirty days from the 
consummation of the merger and will continue until the effective date of a Commission order changing the 
Company's base rates after Year 8 of this tariff. 

(B.A.F.) Is the Balancing Adjustment Factor per KW for the second through the twelfth months of the current distribution 
year which reconciles any over- or under-distribution of the net savings from prior periods. The B.A.F. will be determined 
by dividing the difference between amounts which were expected to  be distributed and the amounts actually distributed 
from the application of the Net Merger Savings Credit from the previous year by the expected Kentucky retail jurisdictions 
KWH. The final B.A.F. will be applied to  customer billings in the second month following the effective date of a 
Commission order changing the Company's base rates after Year 8 of this tariff. 

JERMS OF DISTRIBUTION. 

1 .  The total distribution to  the Company's customers will, in no case, be less than the sum of the amounts showi 
for the first eight years above. 

2. On or before the '2 ls t  of the first month of each distribution year following Year 1, the Company will file with 
the Commission a status report of the Net Merger Savings Credit. Such report shall include a statement 
showing the amounts which were expected to be distributed and the amounts actually distributed in previous 
periods, along with a calculation of the B.A.F. which will be implemented with customer billings in the second 
month of that distribution year to  reconcile any previous over-or under-distributions. 

3. The Net Merger Savings Credit shall be applied to  the customer's bill following the rates and charges for 
electric service, but before application of the school tax, the franchise fee, sales tax or similar items. 

DATE OF ISSUE DATE EFFECTIVE 

JSSUFD BY F K. WAGNER DIRECTOR OF REGULATORY AFFAIRS ASHLAND. KENTUCKY 
NAME TITLE ADDRESS 

Issued bv a 
. .  . uthoritv of an 0 rder of the Public Service Commission in Case No. 99-1 49 dated 



C O M M O N W E A L T H  OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

7 3 0  SCHENKEL LANE 
POST OFFICE BOX 61  5 

FRANKFORT, KY. 40602  
(502) 564-3940 

May 20, 1999 

To: All parties of record 

RE: Case No. 99-149 

We enclose one attested copy of the Commission's Order in 

the above case. 

Sincerely, 

b 

Ste 
Secretary of the Commission 

SB/sa 
Enclosure 



Errol K. Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 
Ashland, KY 41105 1428 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH 43215 2373 

Company, Inc. 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY 40602 0634 

Honorable Elizabeth E. Blackford 
Honorable G. Dennis Howard, I1 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY 40601 

Honorable Richard S. Taylor 
Attorney at Law 
315 High Street 
Frankfort, KY 40601 

Honorable Peter Brickfield 
Honorable James W. Brew 
Brickfield, Burchette & Ritts,P.C. 
1025 Thomas Jefferson Street, NW 
Eighth Floor West Tower 
Washington, DC 20007 

Honorable David F .  Boehm 
Honorable Michael L. Kurtz 
Boehm, Kurtz & Lowry 
2110 CBLD Center 
36 East Seventh Street 
Cincinnati, OH 45202 

Honorable William H. Jones 
Vanantwerp, Monge, Jones & Edwards 
1544 Winchester Avenue 
Fifth Floor 
Ashland, KY 41101 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE JOINT APPLICATION OF KENTUCKY POWER ) 
COMPANY, AMERICAN ELECTRIC POWER COMPANY, ) CASE NO. 99-149 
INC. AND CENTRAL AND SOUTH WEST CORPORATION ) 
REGARDING A PROPOSED MERGER 1 

O R D E R  

On May 14, 1999, the Kentucky Association of Plumbing-Heating-Cooling 

Contractors, Inc. and the Kentucky Propane Gas Association (collectively referred to as 

“Contractors”) filed a motion requesting full intervention on behalf of their respective 

members. The motion states that the Contractors “are encountering unfair competition 

from certain utilities of a sort which has been of concern to the Commission in 

Administrative Case No. 369,”‘ and they have a vital interest in the affiliate guidelines 

adopted by the Indiana Utility Regulatory Commission as part of its approval of the 

transaction under review in this case. 

On May 18, 1999, Kentucky Power Company, American Electric Power 

Company, Inc., and Central and South West Corporation (“Joint Applicants”) filed a 

response in opposition to the Contractors’ motion for intervention. The Joint Applicants 

note that there has been no allegation that they have engaged in any activities in 

Kentucky in competition with the Contractors, and the Joint Applicants affirmatively state 

that they are not engaged in any such competitive activities. The Joint Applicants 

further state that since the issue of appropriate guidelines for affiliate transactions is 

‘ Administrative Case No. 369, An Investigation of the Need for Affiliate 
Transaction Rules and Cost Allocation Requirements for All Jurisdictional Utilities. 



already under review by the Commission in Administrative Case No. 369, the issue is 

more appropriately addressed in that proceeding. 

already under review by the Commission in Administrative Case No. 369, the issue is 

more appropriately addressed in that proceeding. 

Based on the motion and the response, and being otherwise sufficiently advised, 

I the Commission finds that the Contractors have not demonstrated a special interest 

sufficient to warrant intervention in this case. The Contractors do not allege, and the 

Joint Applicants specifically deny, that the Joint Applicants are engaged in any 

competitive activities in Kentucky. In addition, the interest of the Contractors is 

expressly limited to guidelines for affiliate transactions, an issue which is already under 

investigation by the Commission in Administrative Case No. 369, a docket which 

includes all affected utilities, the Contractors, and other interested parties. Thus, 

Administrative Case No. 369 is the more appropriate docket for investigating affiliate 

transaction guidelines. 

IT IS THEREFORE ORDERED that the Contractors’ motion to intervene is 

denied. 

Done at Frankfort, Kentucky, this 20th day of May, 1999. 

By the Commission 

L- ) 
Executive Director 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

May 19, 1999 

To: All parties of record 

RE: Case No. 99-149 

We enclose one attested copy of the Commission's Order in 

the above case. 

Sincerely, 

Stephanie Bell 
Secretary of the Commission 

SB/sh 
Enclosure 



Errol K. Wagner 

American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 
Ashland, KY 41105 1428 

.Director of Regulatory Affairs 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH 43215 2373 

Company, Inc. 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY 40602 0634 

Honorable Elizabeth E. Blackford 
Honorable G. Dennis Howard, I1 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY 40601 

Honorable Richard S. Taylor 
Attorney at Law 
315 High Street 
Frankfort, KY 40601 

Honorable Peter Brickfield 
Honorable James W. Brew 
Brickfield, Burchette & Ritt6,P.C. 
1025 Thomas Jefferson Street, NW 
Eighth Floor West Tower 
Washington, DC 20007 

Honorable William H. Jones 
Vanantwerp, Monge, Jones & Edwards 
1544 Winchester Avenue 
Fifth Floor 
Ashland. KY 41101 

Honorable David F. Boehm 
Honorable Michael L. Kurtz 
Boehm, Kurtz & Lowry 
2110 CBLD Center 
36 East Seventh Street 
Cincinnati, OH 45202 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE JOINT APPLICATION OF KENTUCKY POWER 1 
COMPANY, AMERICAN ELECTRIC POWER COMPANY, 
INC. AND CENTRAL AND SOUTH WEST CORPORATION ) 
REGARDING A PROPOSED MERGER 1 

) CASE NO. 99-149 

O R D E R  

The Commission, on its own motion, HEREBY ORDERS that an informal 

conference shall be held on May 20, 1999 at 2:OO p.m., Eastern Daylight Time, in 

Hearing Room 2 of the Commission’s offices at 677 Comanche Trail, Frankfort, 

Kentucky . 
Done at Frankfort, Kentucky, this 19th day of May, 1999.  

By the Commission 

ATTEST: 



In The Matter 0 

COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

The Joint Application Of 

KENTUCK POWER COMPANY, AMERICAN 1 

REGARDING A PROPOSED MERGER 1 

ELECTRIC POWER COMPANY, INC. AND 1 CASE NO. 99- 149 
CENTRAL AND SOUTH WEST CORPORATION ) 

SECOND REQUESTS FOR INFORMATION 
PROPOUNDED BY THE ATTORNEY GENERAL 

Comes now the intervenor, the Attorney General of the Commonwealth of Kentucky, by and 

through his Office for Rate Intervention, and submits these Requests for Information Kentucky Power 

Company D/B/A American Electric Power to be answered by the date specified in the Commissionus 

Order of Procedure, and in accord with the following: 

(1) In each case where a request seeks data provided in response to a staff request, reference 

to the appropriate request item will be deemed a satisfactory response. 

(2) Please identify the company witness who will be prepared to answer questions 

concerning each request. 

(3) These requests shall be deemed continuing so as to require further and supplemental 

responses if the company receives or generates additional information within the scope of these requests 

between the time of the response and the time of any hearing conducted hereon. 

(4) 

Attorney General. 

(5) 

If any request appears confusing, please request clarification directly from the Office of 

To the extent that the specific document, workpaper or information as requested does not 

exist, but a similar document, workpaper or information does exist, provide the similar document, 

workpaper, or information. 

1 



(6)  To the extent that any request may be answered by way of a computer printout, please 

identify each variable contained in the printout which would not be self evident to a person not familiar 

with the printout. 

(7) If the company has objections to any request on the grounds that the requested 

information is proprietary in nature, or for any other reason, please notify the Office of the Attorney 

General as soon as possible. 

(8) For any document withheld on the basis of privilege, state the following: date; author; 

addressee; indicated or blind copies; all persons to whom distributed, shown, or explained; and, the 

nature and legal basis for the privilege asserted. 

(9) In the event any document called for has been destroyed or transferred beyond the 

control of the company state: the identity of the person by whom it was destroyed or transferred, and the 

person authorizing the destruction or transfer; the time, place, and method of destruction or transfer; and, 

the reason(s) for its destruction or transfer. If destroyed or disposed of by operation of a retention policy, 

state the retention policy. 

Respectfully Submitted, 

ASSISTANT bh’TORNEY GENERAL 
1024 CAPITAL CENTER DRIVE 
FRANKFORT KY 4060 1 
(502) 696-5453 
FAX: (502) 573-4814 

2 



CERTIFICATE OF SERVICE AND OF FILING 

I hereby certify that this the 1 lth day of May, 1999, I have filed the original and ten 

copies of the foregoing with the Kentucky Public Service Commission at 730 Schenkel Lane, 

Frankfort, Ky., 40601, and that I have served the parties by mailing a copy of same, postage 

prepaid, to: 

Errol K Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P 0 Box 1428 
Ashland KY 41 105 1428 

Kevin F D u m  
1 Riverside Plaza 
Columbus OH. 43215 2373 
Counsel for Kentucky Power and 
American Electric Power Company, Inc. 

Mark R Overstreet 
Stites & Harbison 
421 West Main Street 
P 0 Box 634 
Frankfort KY 40602 0634 
Counsel for Central and South West 

Richard S Taylor 
315 High Street 
Frankfort KY 4060 1 

Peter Brickfield 
James W Brew 
Brickfield Burchette & Ritts P C 
Eighth Floor West Tower 
1025 Thomas Jefferson Street NW 
Washington DC 20007 

3 

William H Jones 
Vanantwerp Monge Jones & Edwards 
1544 Winchester Avenue Fifth Floor 
Ashland KY 41 101 
Counsel for Kentucky Electric Steel 
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SECOND DATA REQUESTS OF THE ATTORNEY GENERAL, 

AG-2- 1 
Company (I&M)? 

What is the date of the last general rate case of Indiana Michigan Power 

AG-2-2 Were all or some portion of I&M’s individual and/or all or some portion 
of the allocated portions of AEP’s system-wide’ compliance costs for Phase I and Phase I1 
compliance with the Clean Air Act as Amended included in the last I&M rate case? If 
the answer is that some portion of those expenses were not included in I&M’s last rate 
case, please quantify the portion of expenses, as related to the company’s total expenses 
of achieving compliance, that were not included in the last rate proceeding. 

AG-2-3 Are the costs enumerated in AG-2-2 being recovered as a result of some 
proceeding outside a general rate case? If so, please name the proceeding, and please state 
the portion of the total costs recovered in that proceeding. 

AG-2-4 Will I&M’s individual or the allocated share of AEP system-wide costs of 
any added NOx compliance measures taken to comply with federal measures now under 
consideration that may arise during the period of the rate freezes operating in Indiana be 
recovered from I&M ratepayers during the period covered by the rate freezes? If the 
answer is yes, please describe the mechanism or means by which that recovery will occur. 

AG-2-5 Does the company know or has the company projected the impact the 
failure, if any, to recover the costs set out in AG-2-2 and AG-2-4 during the periods of 
the rate freezes will have on I&M’s financial rating? If so, what is that known or 
projected impact? 

AG-2-6 
I&M? If so, what has the impact been? 

Has the announcement of the rate freezes affected the financial rating of 

AG-2-7 What are the dates of the last general rate cases of CSW’s Central Power 
and Light Company (CPL), West Texas Utilities Company (WTU) and Southwestern 
Electric Power Company (SWEPCO)? 

AG-2-8 Were some or all of CPL’s, WTU’s and/or SWEPCO’s individual and/or 
some or all allocated portions of CSW’s system-wide compliance costs for Phase I and 
Phase I1 compliance with the Clean Air Act as Amended included in the last rate cases of 
each of those companies? If the answer is that some portion of those expenses were not 
included in any of the companies’ last rate cases, please quantify that portion of expenses, 
as related to each company’s total expenses of achieving compliance, that were not 
included in the last rate proceeding. 

AG-2-9 Are the costs enumerated in AG-2-8 being recovered as a result of some 
proceeding outside a general rate case? If so, please name the proceeding, and please state 
the portion of the total costs recovered in that proceeding. 

4 



AG-2-10 Will CPL’s, WTU’s and/or SWEPCO’s individual or the allocated share 
of CSW system-wide costs of any added NOx compliance measures taken to comply with 
federal measures now under consideration that may arise during the period of the rate 
freezes operating in Texas be recovered from CPL, WTU andor SWEPCO’s ratepayers 
during the period covered by those rate freezes? If the answer is yes, please describe the 
mechanism or means by which that recovery will occur. 

AG-2-11 Do the companies know or have the companies projected the impact the 
failure, if any, to recover the costs set out in AG-2-8 and AG-2-10 during the periods of 
the rate freezes will have on the financial ratings of CPL, WTU and SWEPCO? If so, 
what is that known or projected impact for each company? 

AG-2-12 Has Kentucky Power Company (KPC) had a change in its financial rating 
as a result of its earnings for the past 3 years? If so, when did that change occur and what 
was the change? 

AG-2-13 Has KPC had a change in its financial rating as a result of the 
Commission’s decision in its environmental surcharge case, Administrative Action 
Number 96-489? 

AG-2-14 Has KPC had a change in its financial rating as a result of the Franklin 
Circuit Court’s decisions in the appeals of the Commission’s Order in Administrative 
Action No. 96-489? 

5 



COMMONWEALTH OF KENTUCKY 
BEFORE THE 

PUBLIC SERVICE COMMISSION OF KENTUCKY 

nw 1 8  1999 
puBLiC aE:<’JiCE 

COMMISSION 

IN THE MATTER OF : 

JOINT APPLICATION OF KENTUCKY POWER COMPANY,) 
AMERICAN ELECTRIC POWER COMPANY, INC. 1 
AND CENTRAL AND SOUTH WEST CORPORATION ) CASE NO. 99-149 
REGARDING A PROPOSED MERGER ) 

Opposition of Joint Applicants to Motion of 
Kentucky Association of Plumbing-Heating-Cooling Contractors, Inc. 

And Kentucky Propane Gas Association to Intervene 

Kentucky Power Company, American Electric Power Company, Inc. and Central and 

South West Corporation (“Joint Applicants”) for their Opposition to the Motion of Kentucky 

Association of Plumbing-Heating-Cooling Contractors, Inc. (“KAPHCC”) and Kentucky 

Propane Gas Association (“KPGA”) to Intervene, state: 

On May 14, 1999 KAHPCC and KPGA moved to intervene in this merger case. 

The stated reason for the intervention is that their “members are encountering unfair competition 

fi-om certain utilities of a sort that has been of concern to the Commission in Administrative Case 

No. 369 . . ..” 

KAHPCC and KPGA do not allege in their Motion that Kentucky Power is 

competing with their members. Although Kentucky Power provides services to its customers 

such as electrical contracting in switch yards, safety training and the testing of rubber goods, it 

does not compete with the members of KAHPCC. In fact, Kentucky Power typically refers its 

customers to local contractors for work in connection with its financing program. 



The issues KAHPCC and KPGA seek to raise in this proceeding are, as KAHPCC 

and KPGA concede, being addressed in Administrative Case No. 369. As such, the issues 

should continue to be handled in that proceeding and not addressed on a piecemeal basis in this 

proceeding where they are immaterial. 

In light of the posture of the case, the intervention of KAHPCC and KPGA is 

untimely and likely to complicate or disrupt this proceeding. 

Wherefore, Kentucky Power Company, American Electric Power Company, Inc. and 

Central and South West Corporation respectfully request that the Motion of Kentucky 

Association of Plumbing-Heating-Cooling Contractors, Inc. and Kentucky Propane Gas 

Association for full intervention be denied. 

Respectfully Submitted, 
/“- ---**\ 

... 

Mark R. bverstreet 
STITES & HARBISON 
421 West Main Street 
P.O. Box 634 
Frankfort, Kentucky 40602-0634 

I 

Kevin F. Duffy 
American Electric Power Service Corporation 
1 Riverside Plaza 
Columbus, Ohio 43215-2373 

COUNSEL FOR KENTUCKY POWER 
COMPANY AND AMERICAN ELECTRIC 
POWER, INC. 

-2- 
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Ma& R. Overstreet 
STITES & HARBISON 
421 West Main Street 
P.O. Box 634 
Frankfort, Kentucky 40602-0634 

COUNSEL FOR CENTRAL AND SOUTH WEST 
CORPORATION 



CERTIFICATE OF SERVICE 

I hereby certify that a copy of the foregoing Joint Applicants' Opposition 

to the Motion of Kentucky Association of Plumbing-Heating-Cooling Contractors, Inc. and 

Kentucky Propane Gas Association for full intervention was served by first class mail on this 

1 sth day of May, 1999 upon: 

Elizabeth E. Blackford 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, Kentucky 40601 

David F. Boehm 
Boehm, Kurtz & Lowry 
21 10 CBLD Center 
36 East Seventh Street 
Cincinnati, Ohio 45202 

James W. Brew 
Brickfield Burchette Ritts, P.C. 
1025 Thomas Jefferson Street, N.W. 
Eighth Floor, West Tower 
Washington, D.C. 20007 

William H. Jones, Jr. 
VanAntwerp, Monge, Jones & Edwards, LLP 
1544 Winchester Avenue 
Fifth Floor 
Ashland, Kentucky 41 105-1 11 1 

Richard S. Taylor 
Capital Link Consultants 
3 15 High Street 
Frankfort, Kentucky 40601 

John David Myles 
413 Sixth street 
Shelbyville, Kentucky 40065 

KE057:KE131:2170:FRANKFORT -4- 



413 SIXTH STREET 
SH ELBYVILLE. KENTUCKY 40065 

May 14,1999 

Hon. Helen C. Helton 
Executive Director 
Kentucky Public Service Commission 
730 Schenkel Lane 
Frankfort, Kentucky 40601 

(502) 633-3252 

MAY 14 1999 

RE: Case No. 99-149 

Dear Ms. Helton: 

Enclosed please find the original and twelve copies of a Motion for Full 
Intervention filed on behalf of the Kentucky Association of Plumbing-Heating-Cooling 
Contractors and the Kentucky Propane Gas Association. 

If I can provide any krther information to assist the Commission or S t a i n  its 
review of this motion, please let me know. 

Thank you for your assistance in this matter. 
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COMMONWEACT" OF KENTUCKY 
Before the 

PUBLIC SERVICE COMMISSION 

In the Matter of 

JOINT APPLICATION OF KENTUCKY POWER ) 

POWER COMPANY, INC., AND C E N T W  ) Case No. 99-149 
COMPANY AND AMERICAN ELECTRIC 1 

AND SOUTH WEST CORPORATION 1 
REGARDING A PROPOSEb MERGER 1 

MOTION FOR FULL INTERVENTION 

Come now the Kentucky Association of Plumbing-Heating-Cooling Contractors, 

Inc., (KAPHCC), and the Kentucky Propane Gas Association (KPGA), by counsel, and 

for their motion state as follows: 

KAPHCC, a Kentucky non-profit corporation whose principle address is 1501 

Durrett Lane, Louisville, Kentucky 402 13 , and KPGA, a Kentucky non-profit 

corporation whose principle address is 5 12 Capital Avenue, Frankfort, Kentucky 40601, 

request 111 intervention pursuant to 807 KAR 5001, Subsection 3(8) in Case No. 99-149. 

KAPHCC represents some 280 plumbing, heating, and cooling contractors located 

throughout the Commonwealth of Kentucky. KPGA represents some forty-eight 

marketers who distribute propane gas to thousands of residential and commercial 

consumers in the Commonwealth of Kentucky through approximately 110 outlets across 

the state. KPGA also represents more than 190 supplier members who provide propane 

gas, propane-using appliances, and other equipment to member marketers and others. 

In their busiiesses, KAPHCC and KPGA members are encountering unfair 

competition fiom certain utilities of a sort which has been of concern to the Commission in 

Administrative Case No. 369 and which was obviously of great interest to the staff and the 

commissioners of the Indiana Utility Regulatory Commission when it reviewed this 

proposed merger. The proposed affiliate guidelines adopted by Indiana and their potential 
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application to the parties in this case and their potential effect on the proceedings in 

Administrative Case No. 369 are therefore of vital interest to KAPHCC, KPGA, and their 

members. 

The interests of KAPHCC and KPGA will not otherwise be adequately represented 

as there is currently no party similarly situated actively participating in this proceeding. 

KAPHCC and KPGA are prepared to present issues and develop facts relating to the 

businesses of their members and their interaction with various regulated utilities which will 

assist the Commission in filly addressing the matters addressed by the affiliate guidelines 

contained in the parties' filing. Intervention by KAPHCC and KPGA will not unduly 

complicate or disrupt this proceeding. 

Therefore, KAPHCC and KPGA respectfully request that the Commission grant 

them full intervention and full rights of parties in this proceeding. 

deb+ 

JohnDavid yes . I Counsel for Movants 
413 Sixth Street 
Shelbyville, Kentucky 40065 
(502) 633-3252 

CERTIFICATE OF SERVICE 

This is to certifjr that true and accurate copies of the foregoing Motion for Full 
Intervention have been mailed, iirst class postage prepaid to the persons listed on the 
attached service list this 14th day of May, 1999. / 

L Counsel for Movants 



Honorable David F. Boehm 
Honorable Michael L. Kurtz 

2110 CBLD Center 
36 East Seventh Street 
Cincinnati, OH"45202 

, t  t 8rW U. Wagner I !  

Dirqctpr of Regulatory Affairs , 1 1  
&e$iF+ Electric Power , 
170$ Central Avenue 

Rehland, KY 41105 1428 

I I Boehm, Kurtz & Lowry 1 

8 .  0. pox 1428 ' I  ' 
" .  , ,  

1 Honorable Kevin P. Duffy," ' " 1 
Counegl for Kentucky Power andl ~ : I  1 I 
~ m p ~ i c a q  Electric Power 1 ' 

1 Riverside Plaza 
Co+umbus, OH 43215 2373 

; I  Company, Inc. I 
I ... 

$ 8  I 1 -  

~ HanoFable Mark R. Overstreet , Cowgel for Central and South 
! '  St,$tes L' liarbison 

421  Feet plain Street 
P, 9. BOX 634 ' 8  

Pq+n)c$ort, p 40602 0634 $1 
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Hoporable Elizabeth E. Blackford 
#gnorable 0. Dennis Howard, I1 : 
Ws$stant Attorney General I ' 
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grp@cfort, Icy 40601 
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Ifonprable Richard S. Taylor, 
Attorney at Law 
3J$ High Street 
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1 ,  
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I .  

Prdfort, KY 40601 I I 0, 
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yanantverp, Monge, Jones & Edwards 
1%4f lyinchester Avenue * 
Pif thl Floor 
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COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

May 14, 1999 

To: All parties of record 

RE: Case No. 99-149 

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerely, 

- L  

Secretary of the Commission 

SB/hv 
Enclosure 



? 

Errol K. Wagner 

American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 
Ashland, KY 41105 1428 

‘Director of Regulatory Affairs 
Honorable David F. Boehm 
Honorable Michael L. Kurtz 
Boehm, Kurtz & Lowry 
2110 CBLD Center 
36 East Seventh Street 
Cincinnati, OH 45202 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH 43215 2373 

Company, Inc . 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY 40602 0634 

Honorable Elizabeth E. Blackford 
Honorable G. Dennis Howard, I1 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY 40601 

Honorable Richard S. Taylor 
Attorney at Law 
315 High Street 
Frankfort, KY 40601 

Honorable Peter Brickfield 
Honorable James W. Brew 
Brickfield, Burchette & Ritt6,P.C. 
1025 Thomas Jefferson Street, NW 
Eighth Floor West Tower 
Washington, DC 20007 

Honorable William H. Jones 
Vanantwerp, Monge, Jones & Edwards 
1544 Winchester Avenue 
Fifth Floor 
Ashland. KY 41101 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE JOINT APPLICATION OF KENTUCKY POWER ) 
COMPANY, AMERICAN ELECTRIC POWER COMPANY, 
INC. AND CENTRAL AND SOUTH WEST CORPORATION ) 
REGARDING A PROPOSED MERGER 1 

) CASE NO. 99-149 

O R D E R  

The Commission, on its own motion, HEREBY ORDERS that an informal 

conference shall be held on May 17, 1999 at 9:30 a.m., Eastern Daylight Time, in 

Hearing Room 2 of the Commission’s offices at 677 Comanche Trail, Frankfort, 

Kentucky . 

Done at Frankfort, Kentucky, this 14th day of May, 1999. 

By the Commission 

AlTEST: 

I 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 615 

FRANKFORT, KENTUCKY 40602 
www.psc.state.ky.us 

(502) 564-3940 

May 7,1999 

Mark R. Overstreet 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY 40602-0634 

RE: American Electric Power/ Kentucky Power Company 
Case No. 99-149 
Petition for Confidential Protection 

Dear Mr. Overstreet, 

The Commission has received the petition filed April 29, 1999, on behalf of 
American Electric Power and Kentucky Power Company to protect as 
confidential the power purchases planned for summer 1999 and the data to 
support the projections. A review of the information has determined that it is 
entitled to the protection requested on the grounds relied upon in the petition and 
it shall be withheld from public inspection. 

If the information becomes publicly available or no longer warrants confidential 
treatment, you are required by 807 KAR 5:001, Section 7(9)(a) to inform the 
Commission so that the information may be placed in the public record. 

Executive Director 

AN EQUAL OPPORTUNIN EMPLOYER MIFD 

cc: All parties of record 



SB/hv 
Enclosure 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

May 11, 1999 

To: All parties of record 

RE: Case No. 99-149 

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerely, 

Stepha 9@* ie Bell 
Secketary of the Commission 



Errol K. Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 
Ashland, KY 41105 1428 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH 43215 2373 

Company, Inc. 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY 40602 0634 

Honorable Elizabeth E. Blackford 
Honorable G. Dennis Howard, I1 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY 40601 

Honorable Richard S. Taylor 
Attorney at Law 
315 High Street 
Frankfort, KY 40601 

Honorable Peter Brickfield 
Honorable James W. Brew 
Brickfield, Burchette & Ritt6,P.C. 
1025 Thomas Jefferson Street, NW 
Eighth Floor West Tower 
Washington, DC 20007 

Honorable William H. Jones 
Vanantwerp, Monge, Jones & Edwards 
1544 Winchester Avenue 
Fifth Floor 
Ashland, KY 41101 

Honorable David F. Boehm 
Honorable Michael L. Kurtz 
Boehm, Kurtz & Lowry 
2110 CBLD Center 
36 East Seventh Street 
Cincinnati. OH 45202 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE JOINT APPLICATION OF KENTUCKY POWER 
COMPANY, AMERICAN ELECTRIC POWER COMPANY, 
INC. AND CENTRAL AND SOUTH WEST CORPORATION ) 

) 

REGARDING A PROPOSED MERGER ) 

) CASE NO. 99-149 

O R D E R  

IT IS ORDERED that American Electric Power Company, Inc. (“AEP”) shall file 

the original and 12 copies of the following information with the Commission no later than 

May 17, 1999, with a copy to all parties of record. Each copy of the data requested 

shall be placed in a bound volume with each item tabbed. When a number of sheets 

are required for an item, each sheet shall be appropriately indexed, for example, Item 

l(a), Sheet 2 of 6. Include with each response the name of the witness who will be 

responsible for responding to questions relating to the information provided. Careful 

attention should be given to copied material to ensure that it is legible. Where 

information requested herein has been provided along with the original application, in 

the format requested herein, reference may be made to the specific location of said 

information in responding to this information request. When applicable, the information 

requested herein should be provided for total company operations and jurisdictional 

operations, separately. 

1. Refer to the response to the Commission’s April 28, 1999 Order, Item 1. 

The question was seeking information concerning the potential exposure of Kentucky 

Power in the event a termination of the merger occurred. It is fully understood that 

these fees or payments will not be payable unless the merger is terminated pursuant to 



Section 9.1 of the Merger Agreement. With this clarification, provide the originally 

requested information. 

2. Refer to the response to the Commission’s April 28, 1999 Order, Item 15. 

The response only answered part of the request. Under the Affiliate Standards 

contained in the Indiana Settlement, would market information be readily available to an 

affiliate engaged in activities other than exempt wholesale generation or power 

marketing, such as telecommunication services or home appliance repair? Explain. 

3. Refer to the response to the Commission’s April 28, 1999 Order, Item 33. 

AEP/Kentucky Power have committed to provide the annual performance measures by 

the end of May of the year following the calendar year in question. 

a. Explain why it will take five months to provide this information. 

b. In the jurisdictions where this information is already provided 

routinely, indicate by jurisdiction how promptly AEP must provide this information. 

c. Indicate how promptly AEP and CSW have committed to providing 

this information in other jurisdictions. 

4. Refer to the response to the Commission’s April 28, 1999 Order, Item 20. 

The first sentence is not responsive to the original request. The testimony was clear 

that “no revenue enhancement opportunities were identified in this transaction.’’ The 

request referred to Mr. Flaherty’s example of increased off-system sales as a revenue 

enhancement opportunity. The request asked for an explanation of why the 

combination of AEP and CSW would not create a greater level of such revenue 

enhancement opportunities than the two systems could expect operating independently 

of each other. Please provide the explanation sought by the original request. 

-2- 
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5. Refer to the response to the Commission’ April 28, 1999 Order, Item 22. 

It is proposed that the estimated “Net Production-Related Savings” of $98 million arising 

from the merger be allocated on a 50/50 basis between AEP and CSW (as shown in Mr. 

Munczinski’s Exhibit REM-4, $49 million would be allocated to each company). Mr. 

Baker’s Exhibit JCB-2 shows that the Net Production-Related Savings were calculated 

by taking the estimated $1 98 million in Production-Related Savings, less the estimated 

$39 million in Transmission Costs, less the estimated $61 million in Foregone Net 

Revenues, to arrive at $98 million in Net Production-Related Savings. As indicated in 

part (a) of the above-referenced response, the power flows over the 250 MW 

transmission path are projected to be predominately from the East Zone to the West 

Zone. Also in part a. of the response Mr. Baker indicates that the $61 million in 

Foregone Net Revenues is an estimation of the amount that the East Zone (AEP) would 

not be receiving as a result of sales to the West Zone (CSW). Therefore, the 

Production-Related Savings occur due to AEP’s coal-fired generation displacing CSWs 

higher priced gas-fired generation. In addition, the Foregone Net Revenues will be 

AEP’s foregone revenues by virtue of its sales to CSW (presumably, the Transmission 

Costs would be costs borne by CSW as the party on the receiving end of these 

transactions). Given these circumstances, with the benefits being created by AEP and 

with AEP experiencing the greater amount of costs, i.e. lost revenues, explain why the 

50/50 sharing is reasonable from the perspective of AEP. 

6. Refer to the response to the Commission’s April 28, 1999 Order, Item 24. 

Therein, Mr. Bailey delineates several measures already in place or planned for the 

future to improve system reliability in the Kentucky Power service area. Mr. 

-3- 



Bailey’s direct testimony and exhibits identify the three primary measures used by AEP 

to monitor its service reliability and the three primary measures used to monitor the 

performance of its call centers. Is AEP willing to file with the Commission quarterly 

reports of these service reliability and performance measures? 

Done at Frankfort, Kentucky, this 11th day of Phy, 1999. 

By the Commission 

ATTEST: 



i 

SB/hv 
Enclosure 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

May 11, 1999 

To: All parties of record 

RE: Case No. 99-149 

We enclose one attested copy of the Commission’s Order in 

the above case. 

Stephanie Bell 
Secretary of the Commission 



Errol K. Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 
Ashland, KY 41105 1428 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH 43215 2373 

Company, Inc . 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY 40602 0634 

Honorable Elizabeth E. Blackford 
Honorable G. Dennis Howard, I1 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY 40601 

Honorable Richard S .  Taylor 
Attorney at Law 
315 High Street 
Frankfort, KY 40601 

Honorable Peter Brickfield 
Honorable James W. Brew 
Brickfield, Burchette & Ritts,P.C. 
1025 Thomas Jefferson Street, NW 
Eighth Floor West Tower 
Washington, DC 20007 

Honorable William H. Jones 
Vanantwerp, Monge, Jones & Edwards 
1544 Winchester Avenue 
Fifth Floor 
Ashland, XY 41101 

Honorable David F. Boehm 
Honorable Michael L. Xurtz 
Boehm, Kurtz & Lowry 
2110 CBLD Center 
36 East Seventh Street 
Cincinnati, OH 45202 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

KENTUCKY POWER COMPANY, AMERICAN ) 
ELECTRIC POWER COMPANY, INC. AND ) CASENO. 
CENTRAL AND SOUTH WEST CORPORATION ) 99-149 
REGARDING A PROPOSED MERGER ) 

O R D E R  

This matter arising upon the motion of the Kentucky Industrial Utility Customers, Inc. 

(“KIUC’I), filed May 4, 1999, for full intervention, and it appearing to the Commission that 

the KlUC has a special interest which is not otherwise adequately represented, and that 

such intervention is likely to present issues and develop facts that will assist the 

Commission in fully considering the matter without unduly complicating or disrupting the 

proceedings, and this Commission being otherwise sufficiently advised, 

IT IS HEREBY ORDERED that: 

1. 

2. 

The motion of the KlUC to intervene is granted. 

The KlUC shall be entitled to the full rights of a party and shall be served with 

the Commission’s Orders and with filed testimony, exhibits, pleadings, correspondence, 

and all other documents submitted by parties after the date of this Order. 

3. Should the KlUC file documents of any kind with the Commission in the 

course of these proceedings, it shall also serve a copy of said documents on all other 

parties of record. 



Y 

Done at Frankfort, Kentucky, this 11th day of W ,  1999. 

By the Commission 

ATTEST: 



Paul E. Patton 
Governor 

To: All Parties of Record 

Re: Case No. 99-149 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 615 

FRANKFORT, KENTUCKY 40602 

(502) 564-3940 
Fax (502) 564-3460 

www.psc.state.kv.us 

May 4,1999 

Ronald E. McCloud, Secretary 
Public Protection and 

Regulation Cabinet 

Helen Helton 
Executive Director 

Public Service Commission 

We enclose one attested copy of each of the Commission’s Orders 

In the above case: 

Sin cere I y , 

Stephanie Bell 
Secretary of the Commission 

SBIhv 
Enclosures - 2 

EDUCATION 
PAYS 

AN EQUAL OPPORTLIMN UiPLOYER M&/D 



I 
Errol K. Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0. BOX 1428 
Ashland, KY 41105 1428 

Honorable Kevin E’. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH 43215 2373 

Company, Inc. 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Prankfort, KY 40602 0634 

Honorable Elizabeth E. Blackford 
Honorable G. Dennis Howard, I1 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY 40601 

Honorable Richard S. Taylor 
Attorney at Law 
315 High Street 
Frankfort, KY 40601 

Honorable Peter Brickfield 
Honorable James W. Brew 
Brickfield, Burchette & Ritts,P.C. 
1025 Thomas Jefferson Street, NW 
Eighth Floor West Tower 
Washington, DC 20007 

Honorable William H. Jones 
Vanantwerp, Monge, Jones & Edwards 
1544 Winchester Avenue 
Fifth Floor 
Ashland, KY 41101 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

- KENTUCKY POWER COMPANY, AMERICAN ) 
ELECTRIC POWER COMPANY, INC. AND ) CASENO. - 

CENTRAL AND SOUTH WEST CORPORATION ) 99-149 
REGARDING A PROPOSED MERGER 1 

- .  
O R D E R  

. .  ._.. -.. 

This matter arising upon the motion of the Attorney General of the Commonwealth 

of Kentucky, by and through his Office of Rate Intervention ("Attorney General"), filed April 

22, 1999, pursuant to KRS 367.150(8), for full intervention, such intervention being 

authorized by statute, and this Commission being otherwise sufficiently advised, 

IT IS HEREBY ORDERED that the motion is granted and the Attorney General is 

hereby made a party to these proceedings. 

Done at Frankfort, Kentucky, this 4th day of Mw, 1999. 

By the Commission 

ATTEST: 



0 0 

COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

KENTUCKY POWER COMPANY, AMERICAN ) 
ELECTRIC POWER COMPANY, INC. AND ) CASENO. 

REGARDING A PROPOSED MERGER ) 
CENTRAL AND SOUTH WEST CORPORATION ) 99-149 

O R D E R  

This matter arising upon the motion of Kentucky Electric Steel, Inc. (“KES”), filed - 

April 27, 1999, for full intervention, and it appearing to the Commission that KES has a 

special interest which is not otherwise adequately represented, and that such intervention 

is likely to present issues and develop facts that will assist the Commission in fully 

considering the matter without unduly complicating -or disrupting the proceedings, and this 

Commission being otherwise sufficiently advised, 

IT IS HEREBY ORDERED that: 

1. 

2. 

The motion of KES to intervene is granted. 

KES shall be entitled to the full rights of a party and shall be served with the 

Commission’s Orders and with filed testimony, exhibits, pleadings, correspondence, and 

all other documents submitted by parties after the date of this Order. 

3. Should KES file documents of any kind with the Commission in the course 

of these proceedings, it shall also serve a copy of said documents on all other parties of 

record. 



- .. 

Done a t  Frankfort, Kentucky, this 4th h Y  Of kY, 1999- 

By the Commission 

ATTEST: 

1 



BOEHM, KURTZ & LOWRY 
ATTORNEYS AT LAW 

2110 CBLD CENTER 
36 EAST SEVENTH STREET 
CINCINNATI. OHIO 45202 

TELEPHONE (513) 421-2255 

TELECOPIER (513) 421-2764 
- 

Via Overnight Mail 

May 3, 1999 

Hon. Helen Helton 
Executive Director 
Kentucky Public Service Commission 
730 Schenkel Lane 
Frankfort, Kentucky 4060 1 

Re: In The Matter Of: Joint Application of Kentucky Power Company, American Electric Power 
Company, Inc., and Central and South West Corporation Regarding a Proposed Merger, Case No. 
99-149 

Dear Ms. Helton: 

Please find enclosed the original and ten copies each of the Petition to Intervene of Kentucky Industrial 
Utility Customers, Inc. in the above-referenced matter. By copy of this letter, all parties listed on the Certificate 
of Service have been served. 

Please place this document of file. 

Very Truly Yours, 

David F. Boehm, Esq. 
BOEHM, KURTZ & LOWRY 

MLwkew 
Attachment 
cc: Certificate of Service 



CERTIFICATE OF SERVICE 

I hereby certifl that a copy of the foregoing was served by mailing a true and correct copy, by regular 
U.S. mail (unless otherwise noted) to all parties on this 3rd day of May, 1999. 

Mark R. Overstreet, Esq. 
Stites & Harbison 
421 West Main Street 
Frankfort, KY 40602 

Richard G. Raff 
Public Service Commission of 
Kentucky 
730 Schenkel Lane 
Frankfort, KY 40602 

William H. Jones, Esq. 
VanAntwerp, Monge, Jones & 
Edwards, LLP 
1544 Winchester Avenue 
Fifth Floor 
Ashland, KY 41 105 

Elizabeth E. Blackford, Esq. 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY 40601 

Richard S. Taylor, Esq. 
Attorney-at-Law 
3 15 High Street 
Frankfort, KY 4060 1 

James W. Brew, Esq. 
Brickfield, Burchette & Ritts, P.C. 
1025 Thomas Jefferson Street, N.W. 
Eighth Floor, West Tower 
Washington, D.C. 20007 

n 
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BEFORE THE PUBLIC SERVICE COMMISSION %b >. 
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Case NO. 953-.1%9 -.Ya w && 
e# ). ~ 

In The Matter Of: Joint Application of Kentucky Power Company, 
American Electric Power Company, Inc., and Central and South \.., + * ,. L I + West Corporation Regarding a Proposed Merger \;I/-\” 

1. KIUC is an association of the largest electric and gas public utility customers in Kentucky. The purpose 

of KIUC is to represent the industrial viewpoint on energy and utility issues before this Comniission and before 

all other appropriate governmental bodies. The members of KIUC who purchase electricity from Kentucky 

Power Company (“KP”) and American Electric Power (“AEP”) and who will participate herein are: AK Steel 

Corporation, Calgon Carbon Corporation and Marathon-Ashland Petroleum, LLC. KIUC will supplement its 

Petition with the names of additional participating members as this information becomes known. 

~ 

PETITION TO INTERVENE OF 
KENTUCKY INDUSTRIAL UTILITY CUSTOMERS, INC. 

I 2. The matters being decided by the Commission in this case may have a significant impact on the rates 

Pursuant to K.R.S. 5278.310 and 807 KAR 5:OOl Section 3(8), Kentucky Industrial Utility Customers, 

Inc. (“KIUC”) requests that it be granted full intervenor status in the above-captioned proceeding and states in 

support thereof as follows: 

paid by KIUC for electricity. Electricity represents a significant cost of doing business for KIUC. The attorneys 

for KIUC authorized to represent them in this proceeding and to take service of all documents are: 

David F. Boehm, Esq. 
Michael L. Kurtz, Esq. 
BOEHM, KURTZ & LOWRY 
21 10 CBLD Center, 36 East Seventh Street 
Cincinnati, Ohio 45202 
(513) 421-2255 



3. The position of KnrC cannot be adequately represented by any existing party. KIUC intends to play a 

constructive role in the Commission’s decision making process herein and KIUC’s participation will not unduly 

prejudice any party. 

WHEREFORE, KIUC requests that it be granted full intervenor status in the above captioned 

proceeding. 

Respectfully submitted, 

Michael L. Kurtz, Esq. 
BOEHM, KURTZ & LOWRY 
21 10 CBLD Center, 36 East Seventh Street 
Cincinnati, Ohio 45202 
Ph: (513) 421-2255 Fax: (513) 421-2764 
E-Mail: KIIJC@aol.com 

COUNSEL FOR KENTUCKY INDUSTRIAL 
UTILITY CUSTOMERS, INC. 

May 3, 1999 
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COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

April 30, 1999 

Errol K. Wagner 
Director of Xeguiatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 
Ashland, KY. 41105 1428 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Company, Inc. 

Columbus, 011. 43215 2373 

Soilorable 2,lark K .  Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
2 .  G. Sox 654 
Frankfort, M. 40602 0634 

RE: Case No. 99-149 
- . 

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerelv, 

Stephanie Bell - Qceq 
Secretary of the Commission 

SB/hv 
Enclosure 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE JOINT APPLICATION OF KENTUCKY POWER ) 

REGARDING A PROPOSED MERGER ) 

COMPANY, AMERICAN ELECTRIC POWER COMPANY, ) CASE NO. 99-149 
INC. AND CENTRAL AND SOUTH WEST CORPORATION ) 

O R D E R  

IT IS HEREBY ORDERED that an informal conference shall be held on May 4, 

1999 at 9:30 a.m., Eastern Daylight Time, in Hearing Room 2 of the Commission’s 

offices at 677 Comanche Trail, Frankfort, Kentucky, to discuss the issues presented by 

the application and the parties’ requests for information. 

Done at Frankfort, Kentucky, this 30th day of April, 1999. 

By the Commission 

ATTEqT: P 

ds+ Executiv Director 



KENTUCKY POWER COMPANY 

AMERICAN ELECTRIC POWER SYSTEM 

ASSESSMENT 
OF 

GENERATION AND TRANSMISSION ADEQUACY 

SUMMER 1999 

DISCUSSION AT KENTUCKY PSC OFFICES 

April 29,1999 



ECAR and MAIN Regions 
Projected Peak Conditions = MW 

Sum mer 1999 

ECAR 

1. Total Internal Demand (TID) 
Direct Control Load Mgt. 
Interruptible Demand 

2. Net Internal Demand (NID) 

3. Net Capacity Resources 

4. Margin (TID) - MW 
- Yo Of TID 

5. Margin (NID) - Mw 
- Yo Of NID 

6. Margin (NID) Excluding Cook Plant 
-Mw 
- YO O f  NID 

~ 

94,996 

(3,224) 
91,680 

(92) 

1 04,757 

9,761 
10.3% 

13,077 
14.3% 

11,017 
12.0% 

1 

M A I N  

483 57 

(2,66 1 ) 
45,496 

- 

52,447 

4,290 
8.9% 

6,951 
15.3% 



. . . . .  . . _  . _ .  . . .  . 

Actual Projected 
1998 1999 lIl!x== 

1,213 [08/28/98] 1,231 18 (1.5%) 
Peak Internal Demand 

2 

2 

Kentucky Power Company and AEP System 
Summer Peak Demands - MW 
Actual 1998 vs. Projected 1999 

AEP SvStem 

Peak lntemal Demand 19,414 [07/21/98] 19,793 379 (2.0%) 

Buckeye Power Load 1,186 1,131 
Committed Off-System Sales (a) 31 5 584 

Total Demand 
20,915 2 1,508 593 (2.8%) 

Note: (a) Committed Sales Include: 
a a Firm Power to RPL 
0 45 Supplemental Power to VP 

Long Term Power to NCEMC 204 205 
Limited Term Power Sales 103 326 

31 5 Sum - 584 - 
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American Electric Power System 
(Including Buckeye Power) 

Projected Peak Generation - MW 
June, July and August 1999 

June July August 
1. Demand 

Peak Internal Demand, 1 8,579 19,432 19,793 

584 584 584 
Buckeye Power Load 1,019 1,131 1,131 

Committed Off-System Sales 

Total Demand 20,182 21,147 21,508 

2. Generation Resources 

Total Resources 25,04 1 25,046 25,046 

3. Reserve Margin 

Including all Generation Resources 

Mw 4,859 3,899 3,538 
% of Demand 24.1 % 18.4% 16.4% 

Excluding Cook Plant (2,060 MW) 
Mw 2,799 1,839 1,478 

6.9% % of Demand 13.9% 8.7% 



. .  . .  
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American Electric Power System 
(Including Buckeye Power) 

Projected Peak Conditions - MW 
Summer (August) 1999 

Based on Based on 
Including Excluding 

Interruptible Interruptible Interrupable 
Load Load Load 

1. Demand 
Peak Internal Demand I 19,793 674 19,119 

1,131 Buckeye Power Load 1,131 
Committed OffSystem Sales 584 326 258 

- 

21,508 1,000 20,508 Total Demand 

2. Generation Resources 

Total Resources 25,046 

3. Reserve Margin 

Including all Generation Resources 

Mw 
% of Demand 

3,538 
16.4% 

Excluding Cook Plant (2,060 MW) 

Mw 1,478 
% of Demand 6.9% 

25,046 

4,538 
22.1 % 

2,478 
12.1 % 
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American Electric Power System 
Generation Capacity Margin Utilization 

Summer (August) I999 

1. Projected Margin 

With Interruptible Loads Fully Served 

2. Margin Utilization 

Operating Reserve Requirements 

Typical Fossil-Capacity Random Outage 
Additional Load Due to Severe Weather 

3. Supplemental Capacity Resources 

a. System Purchases - Hourly, Daily, etc. 

b. I nterruptibles with Buy-throug h Provisions 
lntemptibles w/o Buy-through Provisions 

c. EconomiGCurtailable Loads 
Emergency-Curtailable Loads 

1,478 MW 

900 Mw 

1,000 Mw 
1,300 Mw 

to extent available 

299 MW 
375 Mw 

? 
? 
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AEP Emergency Operating Plan 
Capacity Deficiency Procedure - Steps 

1. Extra-load Capability of Generating Units 

2. Interruptible Loads 

3. Supplementary Oil and Gas Firing (Regain Curtailed Gen.) 

4. Emergency Hydro 

5. Curtailment of Generating Station Use 

6. Curtailment of Non-Essential Building Load 

7. Voltage Reduction 

8. Generating Plant Opacity Variance 

9. Operation of Fourth St. Plant in Ft. Wayne (15 MW) 

10. Curtailment of Short-Term Deliveries 

1 1. Voluntary Load Curtailment 

12. Mandatory Load Curtailment 

13. Extension of Mandatory Load Curtailment 

255 MW 

674 

* 

25 

25 

17 

147 

15 

326 



. .  ,.:.._. _:_ ._...  .. r .- . - . . . .  _.,_. . , _ .  . - . -_ . . I _  .. . . . . _ a , . .  . .  ._. 
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Kentucky Power Company and AEP System 
Transmission System Adequacy 

Summer 1999 

1. Recent System Improvements 
a. Inez Station 
b. Wyoming Series Reactors 
c. Dewey/Hazard Series Reactors 

2. Expected AEP Transmission System Perforr 
a. Power-Flow Patterns 
b. Transmission Service Reservations 
c. Impact on KPCo Transmission Perforrr 

lance 

ance 
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COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION wpw 2 8 79% 

IN THE MATTER OF: 

JOINT APPLICATION OF KENTUCKY 
POWER COMPANY, AMERICAN ELECTRIC ) 
POWER COMPANY, INC. AND CENTRAL 
AND SOUTHWEST CORPORATION 
REGARDING A PROPOSED MERGER 1 

CASE NO. 99- 149 

Comes now the intervenor, the Attorney General of the Commonwealth of Kentucky, by 

and through his Office for Rate Intervention, and submits these Requests for Information to 

Kentucky Power Company, American Electric Power, Inc., and Central and Southwest 

Corporation to be answered by the date specified in the Commission’s Order of Procedure, and 

in accord with the following: 

(1) In each case where a request seeks data provided in response to a staff request, 

reference to the appropriate request item will be deemed a satisfactory response. 

(2) Please identify the company witness who will be prepared to answer questions 

concerning each request. 

(3) These requests shall be deemed continuing so as to require further and 

supplemental responses if the company receives or generates additional information within the 

scope of these requests between the time of the response and the time of any hearing conducted 

hereon. 

(4) If any request appears confbsing, please request clarification directly from the 

Office of Attorney General. 

( 5 )  To the extent that the specific document, workpaper or information as requested 

does not exist, but a similar document, workpaper or information does exist, provide the similar 

document, workpaper, or information. 

1 



, 

(6)  To the extent that any request may be answered by way of a computer printout, 

please identify each variable contained in the printout which would not be self evident to a person 

not familiar with the printout. 

(7) If the company has objections to any request on the grounds that the requested 

information is proprietary in nature, or for any other reason, please notify the Office of the 

Attorney General as soon as possible. 

(8) For any document withheld on the basis of privilege, state the following: date; 

author; addressee; indicated or blind copies; all persons to whom distributed, shown, or 

explained; and, the nature and legal basis for the privilege asserted. 

(9) In the event any document called for has been destroyed or transferred beyond 

the control of the company state: the identity of the person by whom it was destroyed or 

transferred, and the person authorizing the destruction or transfer; the time, place, and method of 

destruction or transfer; and, the reason(s) for its destruction or transfer. If destroyed or disposed 

of by operation of a retention policy, state the retention policy. 

Respecthlly Submitted, 

ELIZABETH E. 
ASSISTANT A 
1024 Capital Center Drive 
Frankfort, Kentucky 4060 1 
(502) 696-5458 

2 



ATTORNEY GENERAL’S REQUESTS FOR INFORMATION 

1. As explained at the informal conference and as discussed in the testimonies of 
Thomas Flaherty and Richard Munczinski, premerger initiatives are savings to be 
achieved internally by the individual regulated company in order to prevent the 
need for rate increases. 

a. Absent the merger, would the identified premerger initiatives be 
implemented or occur? 

b. Absent the merger, would the ratepayers be subject to any rate impact 
apart from the continuation of current rates resulting from the implementation of 
the premerger initiative? 

2. As explained in the informal conference and discussed in the testimony of 
Thomas Flaherty, all merger savings are from identified sources and would not 
occur but for the merger. Please specifically identify those sources and the 
amounts of merger savings which are attributable to premerger initiatives as 
opposed to the merger. 

3. Have the Applicant’s considered treatment of the merger savings as regulatory 
assets and liabilities? 

a. If so, please explain why the regulatory treatment proposed was chosen 
rather than treating the savings as regulatory assets and liabilities? 

b. If not, are the Applicants opposed to treatment of the savings as regulatory 
assets and liabilities, and if they are opposed, please specifically describe 
the basis for that opposition. 

4. Under the regulatory scheme set out in the testimony of Richard Munczinski, 
both the “customer share” and the “shareholder portion” of the merger savings are 
to be reflected in any fbture rate case as a reasonable expense. Were the rates to 
be established in such a rate case to continue to operate past the expiration of the 
ten year period of the net merger savings credit, would those expenses continue to 
be a part of the rate base? 

5.  Does Indiana have an environmental surcharge or any other mechanism similar to 
the environmental surcharge by which expenses incurred in achieving compliance 
with statutes and regulations may be recovered separately from a general rate 
case? 

3 



6.  Does any state involved in the regulation of the subsidiary utilities of AEP and 
CSW other than Kentucky have an environmental surcharge or any other 
mechanism similar to the environmental surcharge by which expenses incurred in 
achieving compliance with statutes and regulations may be recovered separately 
from a general rate case? If so, please name the state and provide a copy of the 
statute or regulation establishing the mechanism. 

4 



CERTIFICATE OF SERVICE AND OF FILING 

I hereby certifi that this the 28* day of April, 1999, I have filed the original and ten 

copies of the foregoing with the Kentucky Public Service Commission at 730 Schenkel 

Lane, Frankfort, Ky., 40601, and that I have served the participants in the informal 

conference by a mailing a copy of same to: 

MARK R OVERSTREET 
STITES & HARBISON 
P 0 BOX 634 
FRANKFORT KY 40602 0634 

JAMES W BREW 
BRICKFIELD BURCHETTE RITTS P C 
1025 THOMAS JEFFERSON STREET N W 
EIGHTH FLOOR WEST TOWER 
WASHINGTON D C  20007 

WILLIAM H JONES JR 
VANANTWERP MONGE JONES & EDWARDS LLP 
1544 WINCHESTER AVENUE FIFTH FLOOR 
ASHLAND KY 4 1 105- 1 1 1 1 

DAVID F BOEHM 
BOEHM KURTZ & LOWRY 
2 1 10 CBLD CENTER 
36 EAST SEVENTH STREET 
CINCINNATI OH 45202 

5 



STITES &HARBISON 
I I 

A T T O R N E Y S  

April 26,1999 

Ms. Helen Helton 
Executive Director 
Public Service Commission of Kentucky 
P.O. Box 615 
Frankfort, KY 40602-06 1 5 

RE: P.S.C. Cise Ab. 99-14!? 

Dear Ms. Helton: 

421 West Main Street 
Post Office Box 634 
Frankfort, KY 40602-0634 

15021 223-4124 Fax 
w . s t i t e s . c o m  
Mark R. Overstreet 

moverstreet@stites.com 

15021 223-3477 

15021 223.3477 Ext. 219 

I have contacted representatives of K.I.U.C, Kentucky Electric Steel and the Attorney 
General, and each has indicated they are available to meet with the staff of the Commission 
beginning at 9:30 a.m. on Tuesday, May 4, 19Rto  discuss issues in the above proceeding. I 
thus request that an appropriate order be entered establishing the meeting. 

At the conclusion of the meeting, it is contemplated that the parties would reconvene 
without staff at my office to discuss settlement. 

Very truly yours, 

*fld 
Mark R. Overstreet 

cc: William H. Jones, Jr. 
Elizabeth E. Blackford 
James W. Brew 
Richard G. Raff 
David F. Boehm 

KE057:KE13 1 :2029:FRANKFORT 

Louisville, KY Lexington, KY Frankfort, KY Hyden, UY Jeffersonvil le,  IN Washington, DC 

http://w.stites.com
mailto:moverstreet@stites.com


American Electric P 
1701 Central Avenue 
P.O. Box 1428 
Ashland, KY 41 105-1428 

Ms. Helen C. Helton 
Executive Director 
Public Service Commission 
730 Schenkel Lane 
P. 0. Box 615 
Frankfort, KY 

21 April 1999 

Dear Ms. Helton: 

As requested by Commission Order dated 4/20/99 in Case No. 99-149, a duplicate 
of the notice and request to publish is enclosed. 

Sincerely, 

Director of Regulatory Affairs 

EKW/c 

Encl. 



April 2 1, 1999 

KENTUCKY PRESS ASSOCIATION 

ATTN: GLORIA DAVIS 

FAX 502-875-2624 

Dear Ms. Davis: 

As you requested, we are ‘faxing’ information to be pr. 

e 

in the Classified Section inder “Legal 

Notices” in the following “legal” newspapers in the American Electric Power-Kentucky service area: 

The Daily Independent 
P.O. Box 31 1 
Ashland, KY 41 105-03 1 1 

Big Sandy News 
P.O. Box 766 
Louisa, KY 4 1230 

Grayson Journal-Enquirer 
1 13 Hord Street 
Grayson, KY 41 143 

Greenup News-Times 
P.O. Box 724 
Greenup, KY 41 144 

The Morehead News 
722 West First Street 
Morehead, KY 40351 

Lewis County Herald 
206 Main Street 
Vanceburg, KY 41 179 

The Manchester Enterprise 
103 Third Street 
Manchester, KY 40962 

Floyd County Times 
P.O. Box 391 
Prestonsburg, KY 41 653-0391 

The Salyersville Independent 
P.O. Box 29 
Salyersville, KY 4 1 465 

The Jackson Times 
1003 College Avenue 
Jackson, KY 41339 

The Mountain Eagle 
P.O. Box 808 
Whitesburg, KY 41 858 

Leslie County News 
P.O. Box 91 7 
Hyden, KY 41 749 

Hazard Herald-Voice 
P.O. Box 869 
Hazard, KY 41 702 

Troublesome Creek Times 
P.O. Box 700 
Hindman, KY 41 822 

The Booneville Sentinel 
P.O. Box 129 
Booneville, KY 4 1 3 1 4 

Appalachian News-Express 
P.O. Box 802 
Pikeville, KY 41 502 

The Mountain Citizen 
P. 0. Box 1029 
Inez, KY 41 224 

Elliott County News 
P.O. Box 187 
West Liberty, KY 41 472 
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Martin County Sun 
P.O. Box 131 4 
Inez, KY 4 1224 

The Painuiville Herald 
West Third Street 
Paintsville, KY 4 1 240 

Licking Valley Courier 
P.O. Box 187 
West Liberty, KY 41 472 

Kentucky Public Service Commission regulations state that the notice must appear “in a newspaper of general 
circulation in the areas that will be affected one ( 1 ) time not less than seven (7) nor more than twenty-one 
(2 1 ) days prior to the hearing giving the purpose, time, place and date of hearing.” 

The hearing is scheduled for May 28, 1999, therefore the notice must appear after May 7, 1 999 
but no later than May 19, 1999. 

A copy of the final ad after it is reset should be ‘faxed’ to the below address for our approval. 

As we discussed, immediatelv followinsr Publication, vour office will DrePare a notarized affidavit and forward 
it. along: with the tear sheets, to the address below, 

The invoice for any costs associated with the service should be mailed to the address below. 

JANE CARTER 
AMERICAN ELECTRIC POWER 

P.O. BOX 1428 
REGULATORY AFFAIRS, 5th FLOOR 

ASHLAND, KY 4 1 105- 1 428 

If you have any questions, please call Jane at 606-327-1 191. 

Thank you, 

Errol K. Wagner 
Director of Regulatory Affairs 

COPY OF AD ON FOLLOWING SHEET 
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NOTICE OF PUBLIC 
HEARING 

A public hearing will be held on May 28 
1999 at 1O:OO a.m., Eastern Dayligh 
Time, in Hearing Room 1 of the offices o 
the Kentucky Public Service Commission 
730 Schenkel Lane, Frankfort, Kentuck] 
for the purpose of cross-examination o 
witnesses of Applicants and intervenors ir 
the Joint Applicatlon of Kentucky Powe 
Company, American Electric Powe 
Company, Inc. and Central South Wes 
Corporation Regarding a Proposed Merger 
Errol K. Wagner, Director of Regulatory 
Affairs 

Kentucky Power Company 
d/b/a 

American Electric Power 



STATE OF INDIANA 

INDIANA UTILITY REGULATORY COMMISSION 

: .:. ! / I  . ' 
i .A. r * :. ,j ' ;? 

ApR 2 3 1999" 
IN THE MATTER OF THE INVESTIGATION ) 

&BL=' S&\ilCE 
ON THE COMMISSION'S OWN MOTION ) c()MMlsSloFd 
INTO ANY AND ALL MATTERS RELATING ) 
TO THE MERGER OF AMERICAN ) 
ELECTRIC POWER, INC. AND CENTRAL ) 
AND SOUTH WEST CORPORATION ) 

' . e . . .  
I <.. . 

CAUSE NO. .... - 41.-2'1~.0:,; !.;.TIL::%; 
:7. L ': -; i, ,. .i .; ,:~ :' , . {', . ; . .. , ~ . ,  , -. . . I , , .2 .; . _. .' 

STIPULATION AND SETTLEMENT AGREEMENT 

On June 29, 1998, the Indiana Utility Regulatory Commission ("IURC" or "Commission") 
initiated this investigation regarding the proposed merger of American Electric Power Company, 
Inc. ("AEP"), the parent company of Indiana Michigan Power Company ("I&M"), and Central 
and South West Corporation ("CSW"). On September 2, 1998, the Commission appointed a 
Staff Negotiating Team "to attempt to negotiate a settlement of the issues presented in this 
cause." In a Docket Entry dated November 30, 1998 the presiding officers directed that "any 
negotiated settlement resolving the issues presented in this Cause should be filed with the 
Commission on or before March 5 ,  1999. . . .I' The Commission extended that deadline at the 
request of the Staff Negotiating Team eventually to April 12, 1999. 

Solely for the purposes of compromise and settlement of the issues in this proceeding, Indiana 
Michigan Power Company, which does business in Indiana as American Electric Power and the 
Staff Negotiating Team (collectively referred to as the "Parties") have met and reached a 
settlement agreement ("Agreement") which they hereby submit and recommend for approval to 
the Commission. If the Commission does not approve the settlement agreement in its entirety 
and incorporate it  in the Final Order, the proposed Agreement shall be null and void and deemed 
withdrawn, unless such change is agreed to by the Parties. 

SETTLEiMENT AGREEMENT 

WHEREAS AEP and CSW have filed various applications before federal and state agencies 
seeking approvals necessary to consummate a proposed merger of the two companies, and 

WHEREAS AEP, I&M and the Staff Negotiating Team have met and explored over a period of 
months various issues related to the proposed merger and their agreements and differences 
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regarding the effects of the proposed merger on competition between electricity providers and on 
the terms and conditions under which retail electric utility service is provided, and 

WHEREAS AEP, I&M and the Staff Negotiating Team recognize the costs and uncertainty of 
litigation and the desirability of consensual voluntary resolution of their differences and the 
legitimate interests and good faith of each of the parties in achieving the objectives each desires 
to achieve, and 

WHEREAS the Staff Negotiating Team is authorized to make recommendations to the IURC 
regarding a fair and just settlement of differences in the public interest, 

, 

The Parties agree as follows: 

The Staff Negotiating Team will recommend to the IURC that the following Agreement be 
adopted by the Commission in an order or other appropriate formal action that references this 
Agreement or incorporates all of the provisions thereof. Where appropriate, the Commission 
action may address or reserve other matters ancillary or incidental to the matters addressed in 
this Agreement, for immediate or future disposition, in a manner not inconsistent with the 
Agreement. 

All appropriate terms are defined in the “Definitions” section of the Agreement. 

THE rURC and STAFF: 

1. 
Commission (“FERC”). 

Will not oppose the proposed merger pending before the Federal Energy Regulatory 

-. 7 
Exchange Commission (“SEC”) in connection with the proposed merger, together with any non- 
material changes or supplements thereto. 

Will not oppose AEP’s filings previously made at the United States Securities and 

AEP, or its Indiana jurisdictional AEP operating company, conditional on merger consummation 
will: 

1. REGULATORY PLAN. I&M will implement net merger savings reduction riders that 
will reduce bills to customers by the annual amounts shown in Attachment A beginning with the 
first revenue month after the consummation of the merger. The annual bill reduction amounts 
shown in Attachment A will be allocated to rate classes based upon total revenues, excluding 

hour factor specific to each rate class. Each individual year’s bill reduction will apply for a 
twelve month period except for an adjustment during each third quarter to reconcile actual kWh 

I fuel cost adjustment, and credited to customers’ bills through the application of a per kilowatt 
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sales and projected kWh sales for the prior year. The last reduction will continue to apply in 
years following the end of year eight until base rates for the operating company are changed. 

The merger savings and costs are based on estimated values included in AEP's filing with FERC 
in Docket No. EC98-40-000. 

Notwithstanding any base rate proceeding during the eight year period after the consummation of 
the merger, the annual amounts shown in Attachment A will remain in effect. 

I&M must implement the above bill reductions in the manner and amounts described above 
notwithstanding any changes to the current regulatory structure in Indiana. In the event that 
retail electric deregulation legislation is implemented in Indiana, or if there is any unbundling or 
restructuring, I&M shall continue to apply the regulatory plan's provisions to regulated rates of 
its Indiana customers. 

Any legislatively mandated adjustments to base rates, of any kind, that are part of any retail 
electric deregulation legislation implemented in Indiana shall not diminish or offset, but shall be 
in addition to, the bill reductions established in this proceeding. 

Subject to this agreement, AEP and I&M will defer and amortize their Indiana jurisdictional 
estimated merger related costs-to-achieve over an 8-year recovery period. Costs to achieve the 
merger are those costs incurred to consummate the merger and combine the operations of AEP 
and CSW. These costs include, but are not limited to, investment banking fees; consulting and 
legal services incurred in connection with obtaining regulatory and shareholder approvals; 
transition planning and development costs; employee separation costs including severance costs, 
change-in-control payments and retraining costs; and facilities consolidation costs. The IURC 
will issue accounting orders or other orders necessary to authorize the deferral and amortization 
of merger costs. 

In any proceeding to change base rates for I&M to become effective after the consummation of 
the merger, the following rate treatment will be reflected: 

A. Estimated non-fuel merger savings, net of costs to achieve will be included in cost 
of service as an allowable expense in order to avoid duplication and to continue to 
provide shareholders with their share of the net savings. The amount to be 
included in the cost of service shall be based upon the test year period. (See 
Attachment B) 

B. Amortization of estimated costs to achieve will be included in cost of service as 
an allowable expense. The amount to be included in the cost of service shall be 
based upon the test year period. (See Attachment B) 

Doc #2741 
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In addition, the net merger savings allocated to the shareholders will be excluded from the 
earnings test in determining I&ILl's compliance with the provisions of I.C. 8-1-2-42(d)(2) and 
(3). 

To mitigate potential stranded investment, I&M will increase the funding for the provision of 
paragraph 21 of the settlement agreement approved by the Commission in Cause No. 38702- 
FAC40-S1 in the additional amount of $5.5 million annually starting January 1, 2001 for a three 
year period ending December 31, 2003. The rate filing limitation in paragraph 8 of that 
settlement agreement is extended by one year to January 1,2005. In addition, I&M will abide by 
the provisions of paragraphs 8, 9, and 10 of that settlement agreement, regardless of the outcome 
of litigation in that Cause. 

2. All savings of fuel and purchased power expenses 
resulting from the merger shall benefit retail customers through existing fuel clause recovery 
mechanisms applied by State Commissions. In circumstances when one or more AEP operating 
companies in one AEP zone are supplying power to the other AEP zone, and as a result, the 
supplying zone needs to purchase replacement power to serve its native load, AEP shall hold 
harmless the native load customers of the supplying zone from any price differential between the 
replacement power and the system power supplied to the other zone. Similarly, if one or more 
AEP operating companies in one AEP zone are supplying power to the other AEP zone, and as a 
result, the supplying zone loses the opportunity to sell power at a price higher than received from 
the zone being supplied, AEP shall credit the supplying zone for the foregone revenues. 

FUEL MERGER SAVIXGS. 

3. STRANDED COSTS. AEP and its operating companies agree not to seek or recover any 
stranded costs associated with the operating companies of one AEP zone fiom the retail 
customers of the other AEP zone. 

4. PROCEEDS OF FACILITY SALES. Any proceeds from the sale of facilities shall go to 
the AEP operating company in whose rate base the facilities are included, for further disposition 
in accordance with the rules and orders of the regulatory authorities whose jurisdiction 
encompasses the ultimate disposition of such proceeds. 

5.  SYSTEM INTEGRATION AGREEMENTS. To mitigate any perceived impacts of the 
merger on AEP's ability to exercise market power, AEP proposed in its FERC merger application 
a mitigation plan. To protect retail customers, AEP agrees to hold harmless the retail customers 
fiom any mitigation pian included in any FERC order approving the merger of AEP-CSW. To 
implement this Agreement in any general retail electric rate proceeding commenced by the filing 
of a petition on or after the date of this Agreement, in which an AEP operating company requests 
a change in its basic rates and charges, or in any other proceeding where so ordered by the State 
Commission, AEP shall have the burden therein to prove that such requested rate relief does not 
reflect mitigation-related costs. 

AEP commits to file any allocation of the cost of new, modified or upgraded generation or 
' 

Doc R 7 4 1  
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transmission facilities whose costs will be subject to the System Integration Agreement or the 
System Transmission Agreement with the FERC and to notify each State Commission of any 
such filing at the time it is made. Notification to each State Commission will include an estimate 
of the cost of construction, an explanation of the reasons for constructing the facilities, studies 
supporting the construction of the facilities, and a proposed allocation of the facilities' costs. If 
AEP plans to purchase an in-service facility or already constructed and soon-to-be-in-service 
facility, AEP will follow the above described procedures and will include as part of the 
notification to the State Commission an explanation of the circumstances causing the AEP 
operating company to make the purchase in question. 

6. REGULATORY AUTHORITY. AEiP agrees not to seek to overturn, reverse, set aside, 
change or enjoin, whether through appeal or the initiation or maintenance of any action in any 
forum, a decision or order of a State Commission based on the assertion that the authority of the 
Securities and Exchange Commission as interpreted in Ohio Power Co. v. FERC, 954 F.2d 779 
(D.C. Cir. 1992) cert. denied, 498 U.S. 73 (1992) impairs the State Commission's ability to 
examine and determine the reasonableness of non-power affiliate transaction costs to be passed 
to retail customers. The parties agree that the Ohio Power waiver does not include waiver of any 
arguments that AEP may have with respect to the reasonableness of SEC approved cost 
allocations. AEP will provide each State Commission with notice at least 30 days prior to any 
filings that propose new allocation factors with the SEC. The notice need not be in the precise 
form of the final filing but shall include, to the extent information is available, a description of 
the proposed factors and the reasons supporting such factors. AEP and State Commission Staff 
will make a good faith attempt to resolve their differences, if any, in advance of a filing being 
made at the SEC. 

7. REGIONAL TRANSMISSION ORGANIZATION. 

A. Prior to December 31, 2000, AEP will file with the FERC an unconditional 
application, consistent with the RTO agreement and tariff, to transfer the 
operation and control of its bulk transmission facilities in Indiana, Michigan, 
Kentucky, Ohio, Tennessee, Virginia and West Virginia owned, controlled andor 
operated by AEP to the Midwest Independent Transmission System Operator, Inc. 
or another FERC-approved Regional Transmission Organization directly 
interconnected with AEP transmission facilities. Provided that, if, by June 30, 
2000, there is pending before the FERC for approval an RTO to which AEP is a 
signatory that includes two or more directly interconnected control areas, at least 
one of which is not affiliated with AEP, the December 31, 2000 date shall be 
extended to the date that is 75 days after the date on which the FERC issues an 
order either approving or disapproving the RTO. 

B. AEP shall endeavor to incorporate equitable reciprocal pricing arrangements with 
contiguous RTOs in the Alliance RTO or any other filing to which AEP is a 
signatory seeking FERC approval of the formation of a new RTO. 

Doc a 7 4 1  
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G AEP will provide generation dispatch information necessary for RTOs to monitor 
the effect of such dispatch on the loading of that RTO's constrained transmission 
facilities. This information must be provided to any RTO of which AEP is a 
member, and to RTOs providing service over any transmission facilities directly 
interconnected with the AEP east zone transmission facilities. Each of these RTOs 
shall determine the format, quantity, and timing of these data as necessary to 
perform this monitoring function. The information provided by AEP shall be 
equivalent to that provided by all parties, which have control of the dispatch of 
generation facilities, taking service from these RTO(s) and shall be subject to 
appropriate confidentiality provisions. 

D. AEP believes that its RTO commitment, as defined in this document, is in 
keeping with its goal of achieving a large, economically efficient RTO in the 
Eastern Interconnection. 

E. Nothing in this Agreement precludes the Commission, or its staff from actively 
participating in any proceedings at the FERC arising from any RTO filings made 
by AEP. However the Commission and its staff commits that it will not offer 
such participation as a reason to delay the consummation of the merger or to 
advocate a position before FERC inconsistent with Paragraph A. above. 

8. AFFILIATE STANDARDS. The following affiliate standards shall apply from the date 
of closing of the merger until new affiliate standards imposed by state legislation or State 
Commission action become effective. 

A. The financial policies and guidelines for transactions between an AEP operating 
company and its affiliates shall reflect the following principles: 

1. An AEP operating company's retail customers shall not subsidize the 
activities of the operating company's non-utility affiliates or its utility 
affiliates. 

2. An AEP operating company's costs for jurisdictional rate purposes shall 
reflect only those costs attributable to its jurisdictional customers. 

3. These principles shall be applied to avoid costs found to be just and 
reasonable for ratemaking purposes by the affected State Commission 
being left unallocated or stranded between various regulatory jurisdictions, 
resulting in the failure of the opportunity for timely recovery of such costs 
by the operating company andor its utility affiliates; provided, however, 

Doc #2741 
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that no more than one hundred percent of such costs shall be allocated on 
an aggregate basis to the various regulatory jurisdictions. 

4. An AEP operating company shall maintain and utilize accounting systems 
and records that 'identify and appropriately allocate costs between the 
operating company and its affiliates, consistent with these 
cross-subsidization principles and such financial policies and guidelines. 

B. Each State Commission shall have access to the employees, officers, books and 
records of any affiliate of its jurisdictional AEP operating company to the same 
extent and in like manner that each such State Commission has over a public 
utility operating within the state in which such State Commission exercises its 
regulatory authority if the affiliate had engaged in direct or indirect transactions 
with the jurisdictional AEP operating company. If such employees, officers, 
books and records can not be reasonably made available to a State Commission, 
then upon request of a State Commission, the AEP operating company shall, in 
accordance with state reimbursement rules, reimburse the State Commission for 
appropriate out-of-state travel expenses incurred in accessing the employees, 
officers, books and records. Each AEP operating company shall maintain, in 
accordance with generally accepted accounting principles, books, records, and 
accounts that are separate from the books, records, and accounts of its affiliates, 
consistent with Part 101 - Uniform System of Accounts Prescribed for Public 
Utilities and Licensees Subject to the Provisions of the Federal Power Act. Any 
objections to providing all books and records must be raised before the State 
Commission and the burden of showing that the request is unreasonable or 
unrelated to the proceeding is on the AEP operating company. The 
confidentiality of competitively sensitive information shall be maintained in 
accordance with each State Commission's rules and regulations. 

C. In accordance with generally accepted accounting principles and consistent with 
state and federal guidelines, an AEP operating company shall record all 
transactions with its affiliates, whether direct or indirect. An AEP operating 
company and its affiliates shall maintain sufficient records to allow for an audit of 
the transactions involving the operating company and its affiliates. Asset 
transfers from an AEP operating company to a non-utility affiliate and asset 
transfers from a non-utility affiliate to an AEP operating company shall be at h l ly  
distributed costs in accordance with current Securities and Exchange Commission 
(SEC) issued requirements or other statutory requirements if the SEC has no 
jurisdiction. 

D. An AEP operating company shall not allow a non-utility affiliate to obtain credit 
under any arrangement that would permit a creditor, upon default, to have 
recourse to the operating company's assets. The financial arrangements of an 

Doc a 7 4 1  
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AEP operating company's affiliates are subject to the following restrictions unless 
otherwise approved by that operating company's State Commission: 

1. Any indebtedness incurred by a non-utility affiliate will be without 
recourse to the operating company. 

2. An AEP operating company shall not enter into any agreements under 
terms of which the operating company is obligated to commit h d s  in 
order to maintain the financial viability of a non-utility affiliate. 

3. An AEP operating company shall not make any investment in a non-utility 
affiliate under circumstances in which the operating company would be 
liable for the debts andor liabilities of the non-utility affiliate incurred as a 
result of acts or omissions of a non-utility affiliate. 

4. An AEP operating company shall not issue any security for the purpose of 
financing the acquisition, ownership, or operation of a non-utility affiliate. 

5 .  An AEP operating company shall not assume any obligation or liability as 
guarantor, endorser, surety, or otherwise in respect of any security of a 
non-utility affiliate. 

6 .  An AEP operating company shall not pledge, mortgage or otherwise use 
as collateral any assets of the operating company for the benefit of a 
non-utility affiliate. 

7. AEP shall hold harmless the retail customers of an AEP operating 
company from any adverse effects of credit rating declines caused by the 
actions of non-utility affiliates. 

Transactions between AEP operating companies and affiliates involving a money pool 
for the financing of short-term funding requirements are exempt from the requirements of 
this paragraph. Further, the provisions of this paragraph would not preclude AEP 
operating companies from issuing securities or assuming obligations related to their 
existing coal subsidiaries. 

E. Any untariffed, non-utility service provided by an AEP operating company or 
affiliated service company to any affiliate shall be itemized in a billing statement 
pursuant to a written contract or written arrangement. The AEP operating 
company and any affiliated service company shall maintain and keep available for 
inspection by the State Commission copies of each billing statement, contract and 
arrangement between the AEP operating company or affiliated service company 
and its affiliates that relate to the provision of such untariffed non-utility services. 

Doc #2741 
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G. 

H. 

I. 

J. 

K. 

L. 

Any good or service provided by a non-utility affiliate to an AEP operating 
company shall be by itemized billing statement pursuant to a written contract or 
written arrangement. The operating company and non-utility affiliate shall 
maintain and keep available for inspection by the State Commission copies of 
each billing statement, contract and arrangement between the operating company 
and its non-utility affiliates that relate to the provision of such goods and services 
in accordance with applicable State Commission retention requirements. 

Employees responsible for the day to day operations of the AEiP operating 
companies and those of affiliated exempt wholesale generators or affiliated power 
marketers shall operate independently of one another. AEP shall document all 
employee movement between and among all affiliates. Such information shall be 
made available to each State Commission and consumer advocate upon request. 

An AEP operating company may not own property in common with an affiliated 
exempt wholesale generator or affiliated power marketer. 

No market information obtained in the conduct of utility business may be shared 
with an affiliated exempt wholesale generator or affiliated power marketer, except 
where such information has been publicly disseminated or simultaneously shared 
with and made available to all non-affiliated entities who have requested such 
information. Customer specific information shall not be made available to an 
affiliated exempt wholesale generator or affiliated power marketer except under 
the same terms as such information would be made available to a non-affiliated 
company, and only with the written consent of the customer specifying the 
information to be released. 

A non-utility affiliate may use an AEP operating company's name or logo only if, 
in connection with such use, the affiliate makes adequate disclosures to the effect 
that (i) the two entities are separate; (ii) it is not necessary to purchase the 
non-regulated product or service to obtain service from the operating company; 
and (iii) the customer will gain no advantage from the operating company by 
buying from the affiliate. 

An AEP operating company shall not condition or tie the provision of any 
product, service, pricing benefit, or waiver of associated terms or conditions, to 
the purchase of any good or service from its affiliated exempt wholesale generator 
or power marketer. 

Except as provided in paragraph M, an affiliated exempt wholesale generator or 
affiliated power marketer shall not share office space, office equipment, computer 
systems or information systems with an AEP operating company. 

DOC -741 
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Computer systems and information systems may be shared between an AEP 
operating company and non-utility affiliates only to the extent necessary for the 
provision of corporate support services; however, the operating company shall 
ensure that the proper security access and other safeguards are in place to ensure 
full compliance with these affiliate rules. 

An AEP operating company may engage in transactions directly related to the 
provision of corporate support services with its affiliates in accordance with 
requirements relating to service agreements. As a general principle, such 
provision of corporate support services shall not allow or provide a means for the 
transfer of confidential information from the operating company to the affiliate, 
create the opportunity for preferential treatment or unfair competitive advantage, 
create opportunities for cross-subsidization of affiliates, or otherwise provide any 
means to circumvent these affiliate rules. 

Except as provided in paragraph N, an AEP operating company may only make a 
product or service available to an affiliated exempt wholesale generator or an 
affiliated power marketer if the product or service is equally available to all 
non-affiliated exempt wholesale generators and power marketers on the same 
terms, conditions and prices, and at the same time. An AEP operating company 
shall process all requests for a product or service from affiliated and non-affiliated 
exempt wholesale generators and power marketers on a non-discriminatory basis. 

An AEP operating company which provides both regulated and non-regulated 
services or products, or an affiliate which provides services or products to an AEP 
operating company, shall maintain documentation in the form of written 
agreements, an organization chart of AEP (depicting all affiliates and AEP 
operating companies), accounting bulletins, procedure and work order manuals, or 
other related documents, which describe how costs are allocated between 
regulated and non-regulated services or products. Such documentation shall be 
available, subject to requests for confidential treatment, for review by State 
Commissions in accordance with Paragraph B. above. 

AEP shall designate an employee who will act as a contact for State Commissions 
and consumer advocates seeking data and information regarding affiliate 
transactions and personnel transfers. Such employee shall be responsible for 
providing data and information requested by a State Commission for any and all 
transactions between the jurisdictional operating company and its affiliates, 
regardless of which affiliate(s), subsidiary(ies) or associate(s) of an AEP 
operating company from which the information is sought. 
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AEP shall designate an employee or agent within each signatory state who will 
act as a contact for retail consumers regarding service and reliability concerns and 
to allow a contact for retail consumers for information, questions and assistance. 
Such AEP representative shall be able to deal with billing, maintenance and 
service reliability issues. 

AEP shall provide each signatory state a current list of employees or agents that 
are designated to work with each State Commission and consumer advocate 
concerning state regulatory matters, including, but not limited to, rate cases, 
consumer complaints, billing and retail competition issues. 

Thirty (30) days prior to filing any affiliate contract (including service 
agreements) with the SEC or the FERC an AEP operating company shall submit 
to each affected State Commission a copy of the proposed filing. 

Any violation of the provisions of these affiliate standards are subject to the 
enforcement powers and penalties at the State Commissions. 

AEP shall contract with an independent auditor who shall conduct biennial audits 
for eight years after merger consummation of affiliated transactions to determine 
compliance with these affiliate standards. The results of such audits shall be filed 
with the State Commissions. Prior to the initial audit, AEP will conduct an 
informational meeting with State Commissions regarding how its affiliates and 
affiliate transactions will or have changed as a result of the proposed merger. 

If the Public Utility Holding Company Act of 1935 is repealed or materially 
amended during the time this Agreement is in effect and equivalent jurisdiction is 
not given to another federal agency, AEP will work with the State Commissions 
to ensure that AEP continues to furnish the State Commission with the 
appropriate information to regulate its jurisdictional AEP operating company. 
The State Commission may establish its reporting requirements regarding the 
nature of intercompany transactions concerning the operating company and a 
description of the basis upon which cost allocations and transfer pricing have been 
established in these transactions. 

9. ADEQUACY AND RELIABILITY OF RETAIL ELECTRIC SERVICE. AEP agrees to 
maintain or enhance the adequacy and reliability of retail electric service provided by each of the 
AEP operating companies. Service reports will be submitted to the State Commissions 
participating in this Agreement in the format described in Attachment C to this Agreement. 

10. Provided the proposed merger is ultimately 
consummated, AEP commits that upon issuance of any final and non-appealable order from any 
state or federal commission addressing the merger that provides benefits or imposes conditions 

STATUTORY AND OTHER ISSUES. 

DOC #2741 
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on AEP that would benefit the ratepayers of any jurisdiction, such net benefits and conditions 
will be extended to all other retail customers to the extent necessary to achieve equivalent net 
benefits and conditions to all retail customers of AEP. 

11. CONTINUED P.4RTICIPATION. Nothing in this Agreement is intended to preclude the 
Commission and its staff from addressing in a manner not inconsistent with th.is Agreement 
issues raised in FERC Docket No. EC98-40-000. 

12. ENFORCEABILITY. .4EP and I&M will not assert in any action to enforce an order 
approving this Agreement that the Commission lacks the authority to have the provisions of this 
Agreement enforced under Indiana law. 

DEFINITIONS 

1.  "AEP zone" means either the area comprising the AEP operating companies providing 
service in Indiana, Michigan, Kentucky, Ohio, Tennessee, Virginia and West Virginia ("East") or 
the area comprising the former CSW operating companies providing service in Arkansas, Texas, 
Oklahoma and Louisiana ("West"). 

2. 
regulation by the FERC and/or a state utility regulatory agency. 

"AEP operating company" means an AEP affiliate that is a public utility subject to rate 

3. 
of the operating company or a subsidiary of the holding company. 

"Affiliate" means an entity that is an operating company's holding company, a subsidiary 

4. Tonsumer advocate" means an agency of the state government designated as a 
representative of consumers in matters involving utility companies before the applicable State 
Commission. 

5 .  "Entity" means a corporation or a natural person. 

6. "Exempt wholesale generator" means an entity which is engaged directly or indirectly 
through one or more affiliates exclusively in the business of owning or operating all or part of a 
facility for generating electric energy and selling electric energy at wholesale and who: 

a. does not own a facility for the transmission of electricity, other than an essential 
interconnecting transmission facility necessary to affect a sale of electric energy 
at wholesale; and 

b. has applied to the FERC for a determination under 15 U.S.C. Section 79z-5a. 

7. "FERC" means the Federal Energy Regulatory Commission, or any successor 
governmental agency. 

Doc E 7 4 1  
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8. 
utility affiliate includes a foreign affiliate. 

"Non-Utility Affiliate" means an Affiliate which is not a domestic public utility. Non- 

9. "Holding Company" means AEP, or its successor in interest, or any Entity that owns 
directly or indirectly 10 percent or more of the voting capital stock of a utility operating 
company, or its successor in interest. 

10. "Power Marketer" means an entity which: 

a. becomes an owner or broker of electric energy in a state for the purpose of selling 
the electric energy at wholesale; 

b. does not own transmission or distribution facilities in a state; 

C. does not have a certified service area; and 

d. has been granted authority by the FERC to sell electric energy at market-based 
rates. 

1 1. 
electric transmission equipment and facilities on a regional basis. 

"Regional Transmission Organization" (RTO) means an organization that operates 

12. 
governmental agency. 

"SEC" means the United States Securities and Exchange Commission, or any successor 

13. "Service Agreement" means the agreement entered into between American Electric 
Power Service Corp. and AEP's operating companies, under which services are provided by 
American Electric Power Service Corp. to the operating companies. 

14. "Service Company" means an Affiliate whose primary business purpose is to provide, 
among other functions, administrative and general or operating services to AEP utility operating 
companies. 

15. "Services" means the performance of activities having value to one party including, but 
not limited to, managerial, financial, accounting, legal, engineering, construction, purchasing, 
marketing, auditing, statistical, advertising, publicity, tax, research, and other similar services. 

16. 
controlled by another Entity. 

"Subsidiary" means any corporation 10 percent or more of whose voting capital stock is 

17. 
utility. 

"Utility Affiliate" means an affiliate of a utility operating company that is also a public 
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Presentation of Agreement To the Commission 

1. The Parties shall move for the admission of this Agreement into evidence at the hearing 
scheduled for April 19, 1999 and sponsor evidence including testimony and exhibits as may be 
required to support Commission approval of this Agreement. 

2. The Parties stipulate and agree to the issuance by the Commission of the Proposed Order 
in the form attached hereto as Attachment D. All of the terms and agreements contained in the 
Proposed Order,are to be interpreted consistent with the provisions of this Agreement, which is 
to be attached to and incorporated by reference in the Final Order issued by the Commission. 

Effect and Use of Agreement 

1. This Agreement shall not constitute nor be cited as precedent or deemed an admission by 
any Party in any other proceeding except as necessary to enforce its terms before the 
Commission, or any State Court of competent jurisdiction. This Agreement is solely the result of 
compromise in the settlement process, shall not constitute a concession of subject matter 
jurisdiction, and except as expressly provided herein, is without prejudice to and shall not 
constitute a waiver of any position that any of the Parties may take with respect to any or all of 
the items resolved herein in any future regulatory or other proceedings and, failing approval by 
this Commission, shall not be admissible or discussed in any subsequent proceedings. 

2. The evidence in this Cause constitutes substantial evidence sufficient to support the 
Agreement and provides an adequate evidentiary basis upon which the Commission can make 
any finding of fact and conclusions of law necessary for the approval of the Agreement, as filed. 

3. The issuance of the Final Order shall terminate any further proceedings in this Cause. 

4. In the event this Cause is required to be litigated, the Parties expressly reserve all of their 
rights to make objections and motions to strike with respect to all testimony and exhibits and 
their right to cross-examine the witnesses presenting such testimony and exhibits. 

5.  
this Agreement on behalf of their designated clients who will be bound thereby. 

6 .  The Parties to this Agreement shall not appeal the agreed Final Order or any other 
Commission order to the extent such orders are specifically implementing the provisions of this 
Agreement and shall support this Agreement in the event of any appeal by a person not a Party. 
This provision shall be enforceable by any Party, in any state court of competent jurisdiction. 

The undersigned have represented and agreed that they are fully authorized to execute 

7. The communications and discussions during the negotiations and conferences that 
produced the Agreement have been conducted on the explicit understanding that they are or 
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relate to offers 
proceeding. 

of settlement and shall therefore be privileged and not admissible in any 

ACCEPTED and AGREED this 121h day of April, 1999. 

Indiana Michigan Power Company 

/ 

By: 

I 
AEP \ 

-&hard E. M c z i n s k l - /  
Senior Vice President 
American Electric Power 

Service Corporation 

IURC Staff Negotiating Team 

By: . 
Robert C. Glazier 
Director of Utilities 

Special Cdunsel to We 
Staff Negotiating Team 
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Attachment A 
Page 1 of 1 

AEPlCSW MERGER 
NET ANNUAL MERGER SAVINGS 

AND INDIANA CUSTOMER BILL REDUCTIONS ($000) 

(3) 

Net Customer Bill - Period Merqer Savinqs Reduction 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

5,591 
10,633 
13,531 
15,903 
17.437 
18,606 
19,515 
20,039 

3.306 
5,927 
7,434 
8,668 
9,465 

10,073 
10,546 
10,818 

121,255 66,238 

(4) 

Shareholder 
Savinas 

2,286 
4.706 
6,097 
7,235 
7,972 
8,533 
8,969 
9.221 

5501 7 



e 
AEPIc8w MERGER 

EXAMPLE OF BASE RATE W E  fREATMEKf 
BASED ON-3 ($000) 

CREDIT PER RIDER CONTINUES 

F S T ~  
GROSS MERGER SAVlNGS 

CHANGE IN CONTROLAMORTEATION 
OTHER CTA AMORTKATION 
TOTAL CTA AMORTIZATION 

NET MERGER SAVlNGS IN TESTYEAR 

768 

ATTACHMENY B 
Page 1 of 3 

(17,048) 

2.751 
3,517 

(13,531) 

TO F!?T YEAR 3F- 
CUSTOMER SHARE (Attsctunent A, Cd. 9, Yew 3) 
SHAREHOLDER PORTlON (Attsctunent A Cd 4. Yew 3) 

7,434 
6.097 

13,531 

NET BASE RATE REDUCllON 

I N O W  CUSTOMER RATE REDUCTION 

0 

f7.434) 

6 .  

! 
.. 



e 
ATTACHMENT B 
Page 2 of 3 

AEPlCSW MERGER 
BASE RATE CASE TREATMENT 

FOR INCLUSION IN COST OF SERVICE ($000) 

YEAR 1 
YEAR2 
YEAR 3 
YEAR 4 
YEAR 5 
YEAR 6 
YEAR 7 
YEAR 8 

Customer Shareholder 
Net Savinns Net Savinas 

3,306 
5,927 
7,434 
8,668 
8,465 

10,073 
10,546 
10,818 

2,286 
4,706 
6,097 
7,235 
7,972 
8,533 
8,969 
9,221 



YEAR 1 
YEAR 2 
YEAR 3 
YEAR 4 
YEAR5 
YEAR 6 
YEAR7 
YEAR 8 

ATTACHMENT B 
Page 3 of 3 

AEPICSW MERGER 
AMORTIZATION OF ESTIMATED 

COSTS TO ACHIWE 

AMOUNT 

3,517,436 
3,517,436 
3,517,436 
3,5 17,436 
3,517,436 
3,517,436 
3,s 17,438 
3,517,436 

TOTAL 28,139,494 

May not add due to rounding 



Attachment C 

Quality of Service Reporting 

Indiana Michigan Power will maintain the overall quality and reliability of its electric service at 
levels no less than it has achieved in the past decade. 

Indiana Michigan Power will provide service reliability reports annually indicating its calendar 
year Indiana Customer Average Interruption Duration Index (CADI) and Indiana System 
Average Intemption Frequency Index (SAIFI). These indices shall be determined and reported, 
including all storms. Definitions for these measures are included in this Attachment. 

Indiana Michigan Power also will provide annual Call Center performance measures for those 
centers which handle Indiana customer calls. These will include the Call Center Average Speed 
of Answer (ASA), Abandonment Rate, and Call Blockage. Definitions for these measures are 
included in this Attachment. 

The performance information described above shall be provided by the end of May of the year 
following the calendar year in question. 



AEP Reliability hleasures 

1) System Averase Interruption Frequencv Index (SALFI) is defined as the number of customers 
interrupted divided by the number of  customers served. It is calculated by the equation: 

SAIFI = number of customers interrupted 
number of customers served 

2) Customer Averaqe Interruption Duration Index (CAIDI) is defined as the number of customer 
hours of interruption divided by the number of customers interrupted. It is calculated by the 
equation: 

CAIDI = sum of ail customer hours of interruption 
number of customers interrupted 



AEP Call Center Measures 

1)  Average Speed of Answer (ASA) is defined as the average time that elapses in seconds 
between the instant when a call is answered and the time it  is connected to a Call Center 
representative (CSR) or an interactive voice recorder (IVR). It is calculated using the equation: 

Average Speed of Answer = time for all calls between call answer and CSMVR connection 
(seconds) total number of calls made to the Call Center 

2) Abandonment Rate is the percentage of callers who hang up before being connected to a Call 
Center representative (CSR) or an interactive voice recorder (IVR). It is calculated using the 
equation: 

Abandonment Rate = {total number of callers who hang up)  x 100 
(percent) {total number of calls made to the Call Center} 

3) Call Blockage is the percentage of non-outage call attempts which do not get connected to a 
Call Center (busy signal, etc.). I t  is calculated using the equation: 

Call Blockage = {total number of non-outage calls that do not get connected} x 100 
{total number of non-outage calls made to the Call Center) (percent) 

- I  



Attach men t D 

STATE OF INDIANA 

INDIANA UTILITY REGULATORY COMMISSION 

IN THE MATTER OF THE INVESTIGATION ) 
ON THE COMMISSION’S OWN MOTION ) 
INTO ANY AND ALL MATTERS RELATING ) 
TO THE MERGER OF AMERICAN ) 
ELECTRIC POWER, INC. AND CENTRAL ) APPROVED: 
AND SOUTH WEST CORPORATION ) 

CAUSE NO. 41210 

BY THE COMMISSION: 
David E. Ziegner, Commissioner 
Carnie J. Swanson-Hull, Commissioner 
Claudia J. Earls, Administrative Law Judge 

On June 29, 1998, the Commission on its own motion initiated an investigation regarding 
the proposed merger of American Electric Power Company, Inc. (“mP’*) and Central and South 
West Corporation (“CSW’). AEP is the parent company of Indiana Michigan Power Company 
(“I&M”) which provides electric utility service in the State of Indiana. The Order noted that AEP 
and CSW had filed an application with the Federal Energy Regulatory Commission (“FERC”) for 
approval of the merger under 5 203 of the Federal Power Act. 

Petitions to intervene in this matter were filed by the Citizens Action Coalition of Indiana, 
Inc.. Indiana Consumers For Fair Utility Rates (an ad hoc group of industrial companies), PSI 
Energy, Inc. and Steel Dynamics. Inc’. These petitions were granted and these persons were made 
parties to this proceeding. The Office of Utility Consumer Counselor also participated in this 
proceeding. 

After receiving lvritten comments of the parties on ccrtain issues relating to the proposed 
merger and aAer holdins a preliminary hearing on August 4, 1998, the Commission on September 
2, 1998, issued an Order appointing a negotiating team of members of the Commission Staff (the 
“Staff Negotiating Team”) to attempt to negotiate a settlement of the issues presented in this matter. 

By docket entries, ISrM was directed to respond to various data requests seeking information 
about the proposed mergcr and to provide to the Commission, the Staff Negotiating Team and the 
other parties certain documents relating thereto. I&M responded to the requests by providing the 
requested information and documents. 

-~ 

SDI subsequently withdrew from the proceeding. I 



During the course of this proceeding, status hearings were held at which time the Staff‘ 
Negotiating Team submitted reports regarding the progress of negotiations. On April 9,1999, I&M 
and the Staff Negotiating Team submitted to the Commission and recommended for approval a 
Stipulation and Settlement Agreement (the “Settlement Agreement”) executed by I&M, AEP and 
the Staff Negotiating Team. 

On April 15, 1999, the parties to the Settlement Agreement prefiled with the Commission 
prepared testimony and evidence in support of the Settlement Agreement. Pursuant to notice of 
hearing given as provided by law. a public evidentiary hearing on the Settlement Agreement was 
held on April 19, 1999, at 1O:OO a.m. in Room TClO‘of the Indiana Government Center South, 
Indianapolis, Indiana. At that time, the Settlement Agreement and evidence relating thereto were 
accepted into the record. 

Having considered thc evidence and being duly advised, the Commission now finds: 

1. Notice and Jurisdiction. Due legal and timely notice of the settlement hearing was 
given and published as required by law. I&M is a “public utility” within the meaning of that term 
in IC 8-1-2-1 and is subject to the jurisdiction of the Commission in the manner and to the extent 
provided by the laws of the State of Indiana. 

2. The Settlement Acreement. As described in the Settlement Agreement, a copy of 
which is attached hereto as Exhibit A and incorporated herein by reference, the Settlement 
Agreement contains, among other things, provisions regarding (a) net non-fuel merger savings; (b) [ 
fuel and purchased power merger savings; (c) limitation on requests for stranded cost recovery; (d) 
allocation of proceeds from the sale of facilities; (e) system integration agreements; ( f )  Ohio Power 
waiver; (g) regional transmission organization commitments; (h) affiliate standards; and (i) 
maintenance and enhancement of the adequacy and reliability of retail electric service, including 
certain reporting requircmcnts. 

The Settlement Agreement further provides that if any other state commission or any federal 
commission issues a final and non-appealable order addressing the merger that provides benefits or 
imposes conditions that would bcnefit ratepayers of another jurisdiction. AEP will extend equivalent 
net benefits and conditions to all AEP retail customers. 

The Settlement Agreement also provides tha4 upon approval by the Commission, neither the 
Commission nor its Staff shall opposc the proposed merger bcfore FERC or oppose AEP’s 
previously made merger-related filings with the Securities and Exchange Commission. 

The Settlement Agrcemcnt also states that i t  shall not constitute nor be cited as precedent or 
deemed an admission by any party in any other proceeding except as necessary to enforce its terms 
before the Commission. or any State Court of competent jurisdiction on these particular issues. The 
Settlement Agreement provides that i t  is solely the result of compromisc in the settlement process, 
shall not constitute a concession of subject matter jurisdiction, and except as expressly provided 
therein, is without prejudicc to and shall not constitute a waiver of any position that any of the 



. .. 

parties thereto may take with respect .to any or all of the items resolved therein in any future 
regulatory or other proceedings. 

The Settlement Agreement states that if the Commission does not approve the Settlement 
Agreement in its entirety, it shall be null and void and deemed withdrawn, unless such change is 
approved by the parties. 

At the settlement hearing, Robert C. Glazier, Director of Utilities for the Indiana Utility 
Regulatory Commission, Richard E. Munczinski, Senior Vice President-Corporate Planning and 
Budgeting of American Electric Power Service Corporation, the sewice corporation subsidiary of 
AEP, and Kent D. Curry, Director of Regulatory Affairs for I&M, testified in support of 
Cornmission approval of the Settlement Agreement. Mr. Glazier and Mr. Munczinski discussed the 
negotiating process which resulted in the Settlement Agreement and the public benefits that would 
result fiom its approval. Mr. Curry testified regarding the mechanism by which the bill reductions 
will be implemented by I&M. 

3. Commission Findings. In our Order dated June 29, 1998, the Commission stated that 
this investigation was comrnenccd because the Commission believed that the proposed merger of 
AEP and CSW could have a significant impact on the electric industry and customers in Indiana and 
across the region and the Commission was concerned about the proposed merger's effect on 
reliability of service and the development of independent system operators. During the course of 
this proceeding considerable information about the proposed merger was requested from and 
provided by I&M. Additional information about the proposed merger has since been developed in 
the course of FERC proceedings and proceedings before other state commissions. After lengthy and 
detailed negotiations, I&M, . U P  and the Staff Negotiating Team have reached agreement on terms 
and conditions which help ensure that Indiana consumers will fairly share in the benefits achieved 
by the merger and that Indians consumers will be protected against any detrimental effects. The 
Staff Negotiating Team recommends that the Commission approve the Settlement Agreement as a 
fair and just settlement o!' di ffcrcnces regarding merger-related issues. Having reviewed the 
Settlement Agreement and thc evidence relating thereto, the Commission finds that the 
recommendation of the Staff Negotiating Teani should be approved. The Commission further finds 
that the Settlement Agreement is a fair and rcasonable resolution of the merger-related issues of 
concern to the Commission and should be approved in its entirety without modification. 

IT IS THEREFORE ORDERED BY THE INDIANA UTILITY REGULATORY 
C0h.I M ISS IO N that : 

1. The Settlement Agreement shall be and hereby is approved in its entirety without 
modification. 

2. I&M shall implcmcnt the bill reductions 11s set forth in the Agreement. 

-3- 



3. I&M shall be and hereby is authorized to defer and amortize its Indiana jurisdictional 
estimated merger related costs-to-acheive savings over an eight-year period, as set forth in the 
Agreement. 

4. 
hereby terminated. 

The investigation in this Cause commenced by our Order dated June 29, 1998 is 

5 .  This Order shall be effective on and after the date of its approval. 

McCARTY. KLEIN, RIPLEY, SWANSON-HULL AND ZIEGNER CONCUR: 

APPROVED: 

I hereby certiFy that the above is a true 
and correct copy of the Order as approved. 

Joseph M. Sutherland. Secretary to the Commission 

-4- 



INDIANA U T I L I T P R E G X X P O R S S I O N  

IN THE iMATTER OF THE APPLICATION ) 
OF INDIANA MICHIGAN POWER 1 
COMPANY FOR APPROVAL OF A NEW ) 
FUEL COST ADJUSTMENT CHARGE FOR ) CAUSE NO. 38702-FAC40-Sl 
ELECTRIC SERVICE, APPLICABLE FOR ) 
THE BILLING MONTHS OF OCTOBER, 
NOVEMBER AND DECEMBER 1998. APPROVED: 

BY THE COMMISSION: 
William D. McCarty, Chairman 
Claudia J. Earls, Administrdtive Law Judge 

On July 17. 1998, Indiana Michigan Power Company d/b/a American Electric Power 
(“AEP”) filed its Verified Application for a New Fuel Cost Adjustment Charge to be applicable for 
the billing months of October. November. and December 1998, pursuant to the provisions of I.C. 8- 
1-2-42. 

Citizens Action Coalition of Indiana. Inc. (“CAC’) and Indiana Consumers for Fair Utility 
Rates (“ICFUR”) intervened and participated as parties in this proceeding (collectively 
“Intervenors”). Steel Dynamics. Inc. (“SDI”) filed a “Petition to Intervene” on August 6, 1998. The 

No. 38702-FAC40 on August 1 I .  1998. SDI‘s intervention was withdrawn on November 10, 1998. 
The Office of Utility Consumer Counselor (“OUCC”) also participated as a party in this proceeding. 

, Commission granted SDI’s petition over the objections of AEP at the initial hearing held in Cause 

On A u g s t  26, 1998. the Commission issued an Order in Cause No. 38702-FAC40 that 
established the instant Subdocket to consider issues associated with the D.C. Cook Nuclear Power 
Plant Outage and the reuonablencss of the fuel costs. At the hearing held on Tuesday, August 11, 
1998, the parties agreed to a procedural schedule for the FAC40 Subdocket (“Subdocket”). Pursuant 
to motions and agreements by the parties. various changes were made to the procedural schedule and 
were approved by the Commission. AEP’s testimony and exhibits were prefiled on July 17, 1998 
along with its FAC4O application. AEP filed supplemental testimony on August 14, 1998. 
Intervenors prefiled testimony and exhibits on September 18, 1998, and on November 20, 1998. The 
OUCC prefiled testimony and exhibits on September 22. 1998 and November 20, 1998. AEP 
prefiled rebuttal testimony on February 9, 1999. On March 12, 1999, CAC, ICFUR, OUCC and 
AEP entered into a Stipulation and Settlement Agreement (“Settlement Agreement”). The parties 
jointly moved the Commission for leave to file conditionally a Settlemcnt Agreement as a proffered 

. resolution of this Cause, which motion was granted and satisfies the requirements of IC 8-1-2.54. 
The Settlement Agreement is sufficient to constitute a utility plan for a fixed term of years under 



IC 8-1-2.5-6(c). AEP published notice to the public under IC 8-1-2.5-6(d) and the hearing on the 
Settlement.Agreement !vas c'onducted in accordance with IC 8- 1-2.5-6(e). Notices of the hearings 
in this Cause were dso'published by the Commission as required by law. The notice of hearing 
published by the Commission also contained a statement that to the extent the Settlement A,oreement 
was deemed to require notice under IC 8-1-3.5, et seq, that the hearing on March 29, 1999 would be 
conducted in accordance with IC 5-1-2.5-6. On March 19, 1999 CAC, ICFUR, OUCC and AEP 
jointly filed testimony in support of the Settlement Agreement. 

A public hearing was convened on March 15, 1999 in Room TC10, Indiana Government 
Center South, Indianapolis, Indiana and continued to March 29, 1999. The proofs of publication of 
the notices of the March 29, 1999 hearing were incorporated into the record of this Cause by 
reference. AEP, OUCC, CAC, and ICFUR were represented at the hearings. At the March 29, 1999 
hearing, Steel Dynamics, Inc. ("SDI") appeared by counsel. SDI filed a "Petition to Intervene" at the 
hearing. The "Petition to Intervene'' is discussed more fully in Rhetorical Paragraph 2, hereinbelow. 
At the March 29, 19999 hearing the Settlement Agreement and testimony in support thereof was 

offered and admitted into evidence without objection. Proposed tariffs were included with the 
evidence and an agreed proposed order was provided. All parties waived cross-examination. 

Based upon the applicable law and evidence herein. the Commission now finds: 

1. Notice and .Jurisdiction. Due legal and timely notice of the iMarch 29, 1999 
hearing was given and published by the Commission as required by law. AEP is a public utility 
within the meaning of the Indiana Public Service Commission Act, as amended, and is subject to the 
jurisdiction of the Commission. in [he manner and to the extent provided by the laws of the State of 
Indiana. 

2. SDI Intervention. 

Intewene" which contained the following allegations: 
a. SDI's Position. At the March 29. 1999 hexing, SDI filed a "Petition to 

1. SDI owns and operates a steel production facility which purchases electric 
service from AEP pursuant to a Contract for Electric Service, approved by this 
Commission in Cause No. 300 10 and amended in Cause No. 4 1345. 

2. SDI relied upon the "treatment of nuclear prudence-related issues involving 
PSI Energy, Inc.'s Marble Hill plant that resulted in a substantial sum being returned 
to ratepayers. While current customers were to receive bill credits, former customers 
were to receive checks--refunds." SDI Petition, p. 2. SDI further alleges "[Ulnder 
established Commission principles, the subject monies should be credited to the 
ratepayers that paid them." Id., p. 3. 



3. 

for attorney's fees." Id., p. 4 

SDI stated that it should be refunded all monies it paid to AEP from April 
t h ~ - , k .  3 I ? ~ : ~ b e r .  !9%, Z?C! thzt "it shcdd  not be exc!nded f r ~ r ; l  L;~i;;g icimt;i;isc.c! 

4. 
was ever filed. 

SDI stated that it would file a "Protest" later on iMarch 29, 1999. No "Protest" 

5 .  SDI states that it became aware of the Settlement and requested a copy of it. 

6. SDI alleges that there was no public notice of this Stipulation and Settlement. 

b. Other Parties' Position. All parties to the Settlement objected to SDI's 
intervention. AEP noted that SDI withdrew its intervention in this case on November 10, 1998. 
AEP's counsel also stated that SDI. in an agreement with AEP, also agreed not to either directly or 
indirectly participate in this proceeding. ICFUR, CAC and the OUCC all stated that SDI had 
independently settled its differences with AEP and willingly withdrew from this Cause. Counsel for 
CAC stated that SDI should not be allowed "a second bite of the apple." Counsel for CAC also 
noted that the hearing in this Cause was noticed with regards to the Stipulation and Settlement 
Agreement and its treatment as an ARP filing. Counsel for AEP noted that notice of the filing of the 
Settlement was published in newspapers in all 23 newspapers covering all counties which AEP 
serves. 

c. Commission Findings. The Commission's Rules of Practice and Procedure provide 
that petitions to intervene are to be filed at least five days prior to the hearing date. If filed closer 
to the hearing date, they may only be entertained by leave of the Commission. In its Petition to 
Intervene, SDI's counsel states that he was made aware of the Settlement Agreement. A hearing in 
this Cause was held on March 15, 1999. Had counsel for SDI appeared at such hearing, he could 
have been provided details concerning the Settlement Agreement. That hearing was noticed on the 
Commission docket. Counsel for SDI was subsequently provided a copy of the Settlement 
Agreement. but again offers no explanation for why the Petition to Intervene w a  not filed until the 
record was opened in this Cause on March 29. 1999. Our administrative rules are in place to assure 
the orderly presentation of evidence. Counsel for SDI did not appear at the March 29 hearing with 
witnesses. Granting of the late-filed intervention would have needlessly prolonged this proceeding. 

More troubling, though, is SDI's repeated allegation that the Commission's Orders which 
stated that thc monies collected would be "subject to refund" somehow limited this Commission's 
ability to reduce AEP's Fuel Adjustment Clause ("FAC") rates prospectively. Either SDI is 
unfamiliar with the historical workings of FAC Proceedings or its feigned ignorance is a poorly 
masked attcmpt to position itself as an injured party on appeal. The Fuel Adjustment Clause 
proceedin: was initially enacted by the Legislature in 197 1 and codified LS IC 5-1-2-42. The statute 
w u  substantially revised by PL 75-1975. In our Order in Cause Nos. 33735s  1 and 33735S2, 
issued March 24. 1976. we established a procedure whereby differences between the estimated fuel 
costs and actual fuel costs would be reconciled in subsequent FAC proceedings. We stated that the 
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procedure adopted there "should also allay the criticism of some persons who consider the present 
procedures as permitting an improper retroactive billing feature." Order, p. 8. 

In State of Missouri ex rel. Utilitv Consumers' Council of Missouri. Inc. v. Missouri Public 
Service Commission. 585 SW2d 4 1. (1979) the Missouri Supreme Court stated that "in our mobile 
society customers move in and out of the territory of any particular utility as they chan, me j obs or 
careers. new customers in. for example, October will be charged for an actual increase in fuel costs 
incurred in August when different customers were using electricity for air conditioning, etc." p. 287. 
The Missouri Supreme Court went on to state, "[Wle do not mean to imply that the method of 
allocation approved by the commission is not a good or reasonable one, if authorized, but simply to 
state that given these factors, fuel costs are not directly assignable to the fuel use of the customer. 
. . " - Id. 

In Indiana Gas Comuanv. Inc. v. Office of Utilitv Consumer Counselor, 575 N.E.2d 1044 
(1991), the Court of Appeals noted "[Tlhe clear legislative intent is to prevent the utility from 
overeming, and there is no indication that the resultant rates may not be set as interim rates, subject 
to refund. The Commission cannot divine the future. so overearning may only be prevented by an 
examination of the utility's earnings after the fact." p. 1052. The differences between FAC 
proceedings and other cases, such ;1s the psI case cited by SDI were clearly delineated by the Court 
in Indiana Gas. These differences were previously discussed by the Commission in our Order issued 
in this Cause on December 9, 1998. The Court in Indiana Gas also noted that the prohibition against 
retroactivity is to retain the "impetus of the 'invisible hand described by classical economists as one 
of the prime benefits of the free market system." In the accompanying footnote. the Court quoted 
Adam Smith. who stated. "he is in this, as in many other cases, led by an invisible hand to promote 
an end which was no part of his intention. Nor is it always the worse for the society that was no part 
of it. By pursuing his own interest he frequently promotes that of the society more effectually than 
when he really intends to promote it." The Wealth of Nations, cited in Id., p. 1053. 

In the instant proceeding. SDI was an integrril instigator of the investigation into the D.C. 
Cook Nuclear Power Plant ("Cook Nuclear Plant") outage. and SDI filed testimony in this Cause 
which illustrated many questionable prxtices on the part of AEP. However. SDI withdrew from this 
case. As was stated in the hearing on March 29, 1999 by counsel for the OUCC. SDI " was an 
important element in the earlier stages of this litigation and SDI went to the company and they made 
their own peace." To somehow collaterally attack a Settlement Agreement as violating some 
imagined obligation to "refund" monies. is an attack without merit. The history of the FAC 
proceedings is replete with examples of over-earnings being utilized to reduce prospective FAC 
factors. As Mr. Curry testified at the March 29. 1999, hearing, to require AEP to develop a program 
to refund monies to historical customers based upon revisions in an FAC proceeding would be 
costly. time consuming. inefficient and without precedent. Although SDI states in its Petition to 
Intervene that  "[Ulndcr established Commission principles. thc subject monies should be credited 
to thc ratepayers that paid them". this Commission is unawm of any timc when variances from an 
FAC proceeding w r e  rcconcilcd exccpt through the modification of futurc FAC txtors. 

' I  
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Allen County newspapers. While counsel for SDI questions the captfon of the Cause, the 
Commission would note that the notice of the March 29, 1999 hearing contained specific cites to the 
Indiana Code sections relating to Alternative Regulatory Plans and provided much more information 
than would have been contained in a caption. In addition. AEP submitted proofs of publication of 
the notice of the filing of the Settlement Agreement which appeared in newspapers in every county 
where AEP serves including the county in which SDI is located. The Commission finds that SDI's 
allegation that notice of the filing of the prospective settlement agreement was defective is without 
merit. 

p-rinn th& h , f a A n m  C n . r n h r  - -A 

The Commission also notes that SDI is not subject to the FAC charge pursuant to the 
contract approved in Cause No. 4 1345, and thus would have questionable interest in the resolution 
of this cause as it  pertains to prospective FAC factors. 

Based upon all the foresoing. the Commission finds that SDI's Petition to Intervene should 
be denied. 

3. Settlement Agreement. The Settlement Agreement is attached hereto. Our 
brief discussion thereof is provided to support our findings with regard to the principal elements of 
the Settlement Agreement. This discussion is not provided to change or alter the terms of the 
parties' agreement. 

As stated in the Settlement Agreement. this Cause involves disputed issues among the parties 
arising out of Cause Nos. 38702-FAC 39,40.4 1 and 42. The parties also have a pending dispute 
concerning Cause No. 38702-FAC 38. Due to the uncertainty as to the length of the ongoing 
temporary shutdown at the D.C. Cook Nuclear Power Plant ("Cook Nuclear Plant") that commenced 
September 9, 1997 (the "Outasc"). i t  was the expectation of the parties that disputes could have 
continued to exist in future proceedings before the Commission. The Settlement Agreement resolves 
all issues in these proceedings and associated with the Outage and removes the subject to refund 
provisions of previous orders. 

Under the Settlement Apxment. AEP shall be responsible for the costs associated with the 
Outage and shall only recovcr the Indiana jurisdictional share of such costs through the rites charged 
to AEP's Indiana jurisdictional retail customers in accordance with and to the extent authorized by 
specified provisions of the Scttlcincnt Agreement. Among other things. the Settlement Agreement 
provides for a tixed fuel adjustment charge. The Settlement Agreement requires AEP to credit to 
customers $55 million by reducing the fixed fuel adjustment charge during the billing months of 
July, August and September 1999, subject to a one-time corrective rcconciliation to true up for actual 
versus projected usage. 

Absent ajbrce mijcurc, the Scttlement Agreement provides that AEP and the Intervenors 
shall not seek a change in thc tixcd fuel adjustment charge or AEP's basic rates and charges 
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approved in Cause No. 39314 that would be effective prior to January 1, 2004. The Settlement 
Apreemeni sets f n ~ h  cemin xc'c~~ntinn - z u h ~ t : :  tc pc.mit .\E? to defe: ~ i i i d  ziiionize cemin Lei 
and non-fuel operation and maintenance costs through the end of 2003. The Settlement Agreement 
also provides that AEP will not in any event. including the enactment of legislation providing for 
stranded cost recovery, seek or accept recovery of any unamortized balance of the deferrals 
authorized under paragraph 15 of the Settlement Agreement. except as authorized in paragraphs 2, 
4, 5, and 15 of the Settlement A, ureement. 

The Settlement Agreement also provides that AEP will pay reasonable attorneys fees and 
expenses in accordance with the provisions of the Settlement Agreement. The Settlement 
Agreement also continues the flexible funding procedure previously authorized by the Commission 
in Cause No. 38702-FAC33 until the expiration of the fixed fuel adjustment charge. The flexible 
funding procedure approved in Cause No. 38702-FAC 33 authorizes AEP to periodically reclassify 
Indiana jurisdictional pre-April 7, 1983 spent nuclear fuel disposal hnds as nuclear 
decommissioning funds depending on the status of the spent nuclear fuel trust funds. Absent aforce 
majeure, the Settlement Agreement provides that AEP will be authorized and shall be obligated to 
increase by $2,500,000 the annual provision for nuclear decommissioning approved in Cause No. 
393 14 through December 3 I ,  2003. The Settlement Agreement and evidence submitted in support 
thereof attest that the Settlement Agreement is in the public interest and satisfies the criteria set forth 
in IC 8- 1-2.5 er seq. for approval of an alternative regulatory plan. 

4. Discussion and Findings. There is substantial evidence of record to support the 
conclusion that the Settlement Agreement is in the public interest and complies with applicable 
statutory provisions. The testimony submitted in this Cause by the various ratepayer groups had 
alleged that the additional fuel costs incident to the D.C. Cook outage were approximately $60 
million. The Settlement Agreement provides for the reconciliation of $55 million of fuel costs 
which will be used to reduce the FAC factor during the billing months of June, July and August, 
1999. This reduced factor will decrease consumers'electric bills during the peak months of usage. 
In addition, the fixed fuel adjustment charge and limitations on requests for changes in basic rates 

and charges should provide rate stability to customers and AEP. The accounting authority is 
reasonable under the circumstances and will promote efficiency. The evidence also demonstrates 
that the fixed fuel adjustment charge is significantly lower than the actual fuel costs being incurred 
during the Outage and is retlective of the level of fuel costs which may be expected with the normal 
level of generation from the Cook Nuclear Plant. The Settlement Agreement provides for a 
continuation of current base rates and charges and a tixed fuel factor which provide for performance 
based rewards and penalties designed to promote efficiency in the rendering of retail energy services. 
We find that approval of the plan set fonh in the settlement Agreement will be beneficial for AEP's 

customers and AEP and will promote energy utility efficiency. as contemplated by IC S-1-2.5-6(a). 
Accordingly, we find that the Settlement Agreement is a reasonable resolution of the matters in this 

Cause m d  associated with the Outagc. 

5. Further Discussion and Findines on Nuclear Decommissionin9 Fundinc. The 
rates approved in AEP's last rate case rccognizcd an annual Indiana jurisdictional provision in the 
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amount of S 18,732,300 for nuclear decommissioning. The parties in this proceeding request that 
AEP be granted accountins authority to increase its cash contributions to its nuclear 
decommissioning trust funds in an amount equal to $2.500.000. The S18,732.300 shall be allocated 
between Unit 1 and Unit 2 as provided in Cause No. 393 14 and the additional $2,500,000 shall be 
allocated equally between Unit I and Unit 2.  The Commission further finds the annual amounts of 
decommissioning costs to be included in the cost of service for Cook Nuclear Plant Units No. 1 and 
No. 2 for the hdiana jurisdiction are, commencin,o April 1, 1999, $10,982,400 and $10,249,900, 
respectively, through December 3 1. 2003. and thereafter $9,732.400 and $8,999,900 previously 
authorized in Cause No. 393 14. respectively. 

6. Conclusion. Based on our review of the evidence, we find that the Settlement 
Agreement and associated tariffs should be approved in their entirety and without change. 

IT IS THEREFORE ORDERED BY THE INDIANA UTILITY REGULATORY 
COMMISSION that: 

I .  The Settlement Agreement shall be and hereby is approved, including without 
limitation. the approvals enumerated below: 

a. AEP shall credit S.55 million to customers in accordance with the Settlement 
A, Oreemen t. 

b. The subject to refund language imposed by all orders entered in Cause Nos. 
38702-FAC39, FAC40, FAC4 1 and FACLF:! and under Cause No. 38702-FAC40(S I) ,  including, but 
not limited to, the Order dated February 25, 1999 in Cause No. 38702-FAC42, shall be and hereby 
is removed and the fixed fuel adjustment charge of 0.591 mills per kWh is not and shall not be 
subject to refund in accordance with the Settlement Agreement. 

c. AEP shall be and hereby is authorized to defer my unrecovered fuel revenues 
accrued between September 9. 1997 and December 3 I .  1999. including, but not limited to, the 
amount (excluding interest) credited to customers under Paragraph'l of the Settlement Agreement. 
AEP shall be md  hereby is authorized to amortize dl such fuel deferrals on a straight-line basis over 

a five-year period ending December 3 I ,  3003. AEP also shall be and hereby is authorized to defer 
and amortize up  to $150 million of that portion of non-fuel nuclear operation and maintenance 
expenses incurred during 1999 that is above the jurisdictional amount embedded in their current base 
rates of approximately $ I 30 million for non-fuel nuclear operation and maintenance expense. AEP 
shall be and hereby is authorized to amortize a11 such deferrds on a straight-line basis over a five 
year period ending December 3 1,2003. 

d. The fixed fuel adjustment charge of 0.59 I mills per kWh authorized under 
Paragraph 4 and thc proccdurc dcscribcd in Paragraph 6 of the Settlement Agreement shall not be 
affected by any change in the Commission's fuel adjustment procedures that may result from the 
generic purchasc power investisation initiated by the Commission in Cause No. 41 363. 

-7- 



e. AEP shall be and hereby is authorized to continue the flexible fundins 
procedure previously authorized by the Commission in Cause No. 38702-FAC33 until the expiration 
of the fixed fuel adjustment charge under Paragraph 7 of this Settlement Agreement. Absent aforce 
tnujeiire. AEP shall be and hereby is authorized, and AEP shall be obligated. to increase by 
S2.500.000 the annual provision for nuclear decommissioning approved in Cause No. 393 14 through 
December 3 1,2003. 

f. To the extent necessary,, all approvals required under IC 8- 1-2.5 ef seq. shall 
be and hereby are granted. 

2. The tariff sheets agreed to by the Parties to implement the fixed fuel adjustment 
chargeprovided for by the Settlement Agreement shall be and hereby are approved. AEP shall file 
copies of the tariff sheets with the Engineering Division of this Commission. 

._ 

3. The Petition to Intervene filed by SDI shall be and hereby is DENIED. 

4. The Settlement Asreement and this Order shall not constitute nor be cited as 
precedent by any Party nor be deemed an admission by any of the Parties in any other proceeding, 

' except as necessary to enforce the terms of the Settlement Agreement before the Commission or in 
a court of competent jurisdiction. 

5 .  This Order shall be effective on and after the dace of its approval. 

McCARTY. KLEIN. RIPLEY. SWANSON-HULL AND ZIEGNER CONCUR: 

APPROVED: 
!ifiAF I -  

I hereby certify that the aboVe-rs r'thti$995 
and correct copy of the Ordcr as approved. 
A 

.Jo#phlM. Sutherland. Secretary to the Commission 
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WDW3'A UTILITr' RECUL~ITORY COI'VIMISSION 

IN THE 3IATTER OF Tli E A PPLICATIOW 1 
OF INDIANA MICH1Ctt.U PO\i ER COMPANY 1 
FOR APPROVAL OF A SEW FUEL COST ) CAUSE NO. 38702-FAC40-SI 
ADJUST.MENT CHARGE FOR ELECTRIC 1 
SERVICE. APPLICABLE FOR THE B i u r w  1 
FiOIUTHS OF OCTOBER. YOvEJIBER, A N D  1 
DECEMBER 1338. 1 

Cause No. 3870t-F.4C40( S 1 ) malves disputed issues among the panies arising OUT of Cause 

No. 38702-F.+C 39. 40, 4 I and 4: The panies also have a pending dispute concerning Cause No. 

58702-FAGS. Due to the unceca in tv  as  to the lcngrh of the onsoiny temporary shutdown at the 

D C. Cook Nuclear Power P!.inr c..C'uok Suclear Plant") that commenced September 9, 1997 (the 

"Ourage"), it is thc expecrnriuri 111' the  Panies that disputes may continue to occur in future 

proceedings before thc Indian2 L tilit\  I<er~larorv Conmission ("Commission"). Solely for purposes 

of compromise and sertlemrnt. l n t i i m a  \lichigari Poncr  Cuixpany. which docs business in Indiana 

as rtnerican E!ecrric Power { - .4W') ,  [he Indiana Ofice of Utility Consumer Counselor ("OUCC), 

and Intervenors: Indiana Consumers for Fair Utility Rates ICFUR"), and Citizens Action Coalition 

o f  Indiana. Inc. ('-CXC**). (all of rhc above collec~ively referred 10 as the "Parties") being all the 

panies t o  Cause No. ~ S - J ~ U ~ - F , A C : ~ O ( S  1 )  and havins been duly advised by their respective staff, 

rxpens and counsel. stipu1;lrtl 2nd 3yre.r that the terms and condirions sct t b ~ h  below re?resent a f i r ,  

rc3ronable and just rcsolution o f ~ l l  matrcrs a issue in Cause Nos. 38702-FAC 38, 39, 40, 4 I and 42 

and Cause No. ;S703-FXC-I0 (SI) and all issues associated w i t h  the OutaSe, subjccr to their 
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incorporation in a final Cornmissiurl order ("Final Order") without modification or funher condition, 

whch may be unaccqiabie to anv ofthe Parties. If the Commission does nor approve the Setdement 

Ageernem in its entirery and incrirporare i t  in a Final Order as provided above, the entire Settlement 

Agreement shall be null and void and dccnied withdmvn. unless othenvisc ayreed to in wrixing by 

the Parties. The Panics agee  tu submit this Stipulation and Setdement Agreement as ajoint exhibit 

at h e  settlement hearins before the Commission. There are no other agreements in existence among 

the Pmies relating to rhe mal~ers cuvered by this Scrtlernent Asreement which in any way affect this 

Scrrlernent Agreement. ICFUR is dn ad hoc yroup comprised of the following industrial customers: 

l/W Tck. Central Soya Co . Iric Poi1l3iid Forye, Rockweft Automation Dodse, Air Products and 

Chemicals. Inc., General Motors Cnrporatian. and Praxair. Inc. 

. .  

. .  

Terms and Conditions o f  ,\greed Final Order 

I .  AE? will crcdir i t ?  cusroincrs SSS million. which includes all applicable interest, by 

reducing rhe fixed he1 adjustrncr;~ d w c c  authorized under Paragraph 4 to ( 14,009) milIs per kWh 

durins the billing months ot' J u l y ,  Augusr and September 1999, subject to a one-time corrective 

reconciliation IO true up for actu;d tw'sus projectcd usase, as shown in the tariff provisions to be 

presenrcd with the supplemental testimony. 

2. AEP shall be responsible for dl replacement he1 costs and operation and maintenance 

costs rtssociatcd wirh the Ourace and shall unly recover the Indiana jurisdicrioiial share of such COSLS 

through the basic and fucl rates charged fu AEP's Indiana jurisdictional retail cuscornefs in 
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accordance with and to the extent authorized under paraynphs 1. 4 ,  5 ,  and 15 ofthis Setdement 

Agreerncnt . 

3.  This Sexfemenr rlgreement. incfudiny the fixed h e i  adjustmcnr charge agreed to 

herein. shall be used for the purpose of making a final determination of all matiers ai issue in Cause 

Nos. 38702-FAC3c). F.ACJ0, F t K 4  I and FAC4Z and in Cause No 38702-FAC40-S 1,  includins the 

reasonableness of AEP's fie1 costs and all outage issues The "subject to refind" language imposed 

by all orders enrered in Cause Nos 38702-FAC39, FACJO, FACII and FAC4Z and under Cause No. 

38702-FACJO-S1, including bur not limited to the order dated Febmary 25. 1999 in Cause 

iVo.38702-FAC.12. shall be rernovcri. 

4 .  Etfeciive as of the beSinninc of the April 1999 billins month. and subjca 10 the 

provisions of Paragaph 6. X P  shall bc authoired.  subject 10 rfie requirements of IC 8-1 -2-12(d)(2). 

and (d)(3), io recover a fixed total furl rate of 9 7, mills per kWh. which includes a base race of 8,609 

mills per kWh and a fuel adjustment charge of 591 inills per k W h ,  as shown in the tariff provisions 

to be presented with rhe supplemental rcstimany. The 0 531 mills per kWh charge authorized 

pursumnr IO tkis Settlenicnt Ayrcernrrit shall conrinue in effect wirliout challenge, esccpr for the IC 

3- I -Z42fd)(?)  and (d)(3) iests. by rhe I'anies until I? change authorized by this Settlement Asreemem 

is approved by order of the Commission. or the 0.59 I mills pcr kWh charye expircs in accordance 

with the terms of Paragraph 7 o f  this Settlement Ayrement,  whichever occurs sooncr. 

5 .  The fixed tile1 adjusrnenr charge ot'O.53 I mills per k W 3  shall not be subject 10 refund 

for anv r e son  exczpt fur the pro\isians of  IC S-I-Z42(d)(2)  and ( d ) ( j )  tests. DurinS the period in 

which rhc tiscd rile1 adjustment chars2 i s  in etfecr. a )  AEP tviIl have made eve? reasonable effOK 10 

acquire he1 and zenerme or purchase power or both so as to provide elccrrkity 10 i t s  rctail cusiorners 
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at the lowest fuej c o s  rearonabiy possible and b) E T ’ S  esrimate of its prospecrive averasc fuel coszs 

will be reasonable. 

6. In each semi-annual FAC filing X P  shall calculate the difference betwetn AEP’s 

actual incurred fuel casts in mills per kWh and 9.2 miils per kWh, for rhe period the fixed he! 

adjustment charge ofthe 0.591 k M  is in effect. If at the end of the fixed fuel adjustment period, rhe 

weishred averase of X P ’ s  ac,ual incurred fuel cost in mills per k W h  before adjustment for the (d)(2) 

and (d)(3) tesu is less than 9.2 mjlls per kWh, for rhe period of April 1, 1999 through December 3 1, 

2003. (or for the fixed fuel adjustment period) then the dollar amount equal to the product of such 

difference in mills per kWh times the toral kWh consumed during rhat period will be credited to 

customers as appropriate as soon as possible after the end of rhe fixed fuel adjusment period. 

7. Absent a force majeure. a requesr for a change in the total h e 1  rare or rhe fixed fuel 

adjustment c h q e  shall not be filed by AEP sooner than January 1, 2004. The charge in effcct shall 

expire as of March I ,  2004 and unless and until otherwise ordered by the Commission the fixed h e !  

adjustment charze shall equal 0 00 mills per k W h  thereaher. 

8 Absent a force majeure, G P  shall not file a peririon. which, if approved, would have 

rhe efFecr. either direnly or indirecily, of authorizing a yeneral increase in basic rates and charges that 

would be ctTecrive prior IO January 1, 2004 

9. Absent a force majeure. AEP. OUCC. ICFUR, and the CAC shall not fiie pnor KO 

January I ,  2004 a perition under IC 8-1 -2.S. e! 5 ~ 4  , which, if approved, would have the effect, either 

directly or indirecily, ofchan_uin_u AEP’s basic rates and charses in a manner proscribed by this 

Serrlemcni :\yreemcnt, or which would orherwise conflict with this Sefllerncnr Agreement. 

-4- 
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IO.. For purposes oithis Settlement Ageemem, force majeure shall mean circumstakes 

wherein a) the Commission finds an emergency under IC 5- 1-2-1 13, or bJ the pemanent closure of 

one or both uniis of the Cook Nuclear Plant, or c) a substantial and material inc:ease in the coss 

related to compliance with ne1.v Federal or state environmental re_uulntions or laws first promulgated 

or enacted aAer March 1, 1999. including but not limited to cosls associated with compliancg with 

new regularory requirements for continuing operations, maintemnce and licensing of nuclear 

yeneraring stations. A force majeure may only exist under the rems of this Settlement Agremmt 

if the Commission finds that the circurnsianc:s allowed for under this Settlement Agreement are in 

fact a forcz majeure, as derined In : h ~ s  Setrlernenr Agreement. after a public evidentiary hearing in 

which all the Panies may participate In the event AE? fifes with the Commission under the force 

rnajeare provisions of this Settlement Ayreement for a change in the fixed he1 adjustment charge or 

a general increase in basic m e c  and charges, AEP will not seek to recover in the filing any 

unamortized balanccs of rhe ddccrrals authorized under parayraph 15 herein. U P ' S  inability 10 

recover any unamonized balances or the economic impacrs on AEP resulting therefrom will not 

consrirute a force majeure under rhls Seiilemenr Agreement or orhenvise be compensable in a force 

majeure fiiinr made for othcr I C ~ S O ~ I S  

I I .  During the penod in which this Settlement Ayreement is in effect, and absent a filins 

by AEP under the force majeure provisions of this Sctrlement Arrecment and except as provided in 

parayraph 20 of this Agreernex, CAC. ICFLR, ICFUR's member companies and their counse1, will 

not iniriate or direrriy or indirectly pmicipate in a proc,o=din_u brouzht under IC 8-1 -2-42. IC 8- 1-2- 

54, IC 5-1-2-58, or IC 8-!-1:59 that 5eeks a yeneral decrease duriny such period in AEP's 

jurisdictional rcrail electric base rafes or thc fixed furl adjustment charge authorized pursuant to this 

- 5 -  
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Satlement Ayre:mmr. CAC ad ICFLR and their counsel shail not initiate or intcwene in a lawsuit 

or orhe: proceodiny, in any jurisdicrion. conceminy the Outage 

12. The fixed lie1 adjusrmcnr charge of 0.59 1 mills per kWh aurhoriztd under Paragraph 

4 and the procedure described in Paragraph 6 shall nor be affeaed by any change in the Commission's 

he! adjusrment procedures I hat may rcsulc from the yenenc purchase power invesrigarion iniriated 

by the Commission in Cause No. 4 1363. 

13. CAC, ICFLR and the OUCC will, within two business days of an order of the 

Commission approving this Serrlcment Ayremenr becoming final and unappealable, dismiss wiih 

prejudicc their Joinr Motion for Rrhr3rinlr/Reconsiderarion of the Commission's December 9, 1998 

Order in FAC 38 ("Joint Motion"). Pendins the Commission's review and disposition of  his 

Settlemenr Ayreernenr, the Joinr %.lotion shall be held in abeyance. 

14. AEP will pay reasonable attorney fees to OUCC, ICFUR and CAC based on the 

Indianapolis hourly prevailing market rate for practiciny la\byers of public utilities law times actual 

hours worked. In addirion. XEP shall rcimburse OUCC. ICFUR and CAC for all other reasonable 

fees and other expenses incurred 3s 3 result of  Cause No 3870t-FAC38, 39, 40, 41 and 42 and the 

subdocket herein resolved The total amount of reasonable attarriey fees and other fees and expenses 

paid under this Parayraph shall equal 5500,000. AEP will pay OUCC. ICFUR and CAC jointly by 

payins to an account identified by the requestins parties within seven (7) days of m order from the 

Commission approviny this Srrrlrment Xrpxne3r becoming final and unappealable. h y  differcxe 

berween the reasonable ar~oncy fees and COSIS paid by AEP and those saughc by OUCC, ICFLR and 

CAC shall be contributed to the Indiana Utility Ratepayer Trust. 
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15.  AEP shall be authorized to defer any unrecovered fuei revenues a c m e d  berwctn 

September 9,  1997 and Dectrnber 3 1, 1999, including but not limited to the amcunt (cxcfuding. 

interest) credited to customers under Paragrapn 1 above. AI he! defenais under this paragaph will 

be amonld  on a straight-line basis over a five-year period endins December 3 I ,  2003. AE? shall 

also be authorized to defer up IO 4150 million of rhat portion of non-he1 nuclear operation and 

maimenance expenses incurred duriny 1999 that is above the jurisdiction$ amount embedded in their 

cunent base r a m  of approximately $ I30 million for non-fuel nuclear operation and mahenanct 

expense. All non-he! nuclear operation and maintenance deferrals under this paragraph will be 

amonized on a srraight-line basis over a five-year period ending December 3 1, 2003. AI deferrals 

and amonizations under this paragraph shall be included in determining AEP's compliance with the 

provisions of IC 8-1-2-12 (d)(Z) and (3). 

16. ,4EP will not in any event, including the enactment of legislation providing for 

stranded cost recovery, seek or accept recovery of any unamonized balance of the deferrals 

aurhonzed under paragaph I S  except as authorized in parayraphs 2, 4, 5 ,  and 1 5  of this Settlement 

A p e m e n r .  XEP will nor seck or accept recovery of compensation for the economic consequences 

stemminy from the amoniza!i.on. accelerated or orhenvise. of any unamonized balance of the 

defends authorized under paragaph 1 5  which may be required by any event occurring on or after 

March 1 ,  1999. 

17. In the event that the panies agret or rhe Commission derennines thar one or both units 

of rhc Cook Sucfrar Plant is permanently c l o d  prior IO January 1, 200.1, the  h e !  adjustment charse 

authorized by the Settlement Ageernent shall expire s i p  (60) days after m y  such permanent closure. 
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M e s s  and untii othenrise ordered by the Commission, the fixed fuel adjustmeit charge shall equal 

0.00 mills per kWh thereaiter. 

13. The Sderr.es  Agzmnent is in the pubfic interest, satisfies the snt&a in I.C. 8-1-23 

et. wq., and should be approved by rhe Commission. 

19 All materials filed with and being maintained under seal with the Commission in 

accordance with a preliminary finding o f  confidentiality in this or any related p r o d i n g  shdl be .. - . - . .  

withdrawn. The Commission shall rewrn all such materials to A€P within 2 days of the entry of the 

Commission Order approviny this Sertlernent Asreement becoming final and unappeaIable while 

maintaining their confidential sratus in rhe interim 

20. The Panics to this Agrermcnr and their counsel are fie= to pankipate in all 

procdings concerning the proposed merger of AEP and Central South West Corporation. If that 

mcrgcr is approved, any savings ordered to be passed through to AEf’s Indianajunsdictiond retail 

customers pursuant to such approval shall pass IO customers without reduction notwithstanding this 

Setllement Agreement 

tl AEP will be authorized IO continue rhe flexible funding procedure previously 

aurhorizcd by rhe Commission in Cause No 38702-FXC?? until the expiration of the.fixcd he1 

adjustment charye under Paragaph 7 of this Serrlemenr Ageerncnt. Absent a force majeure. AEP 

Will be authorized and shall be obligated to increase by 92.5 million the annual provision for nuclear 

decommissioning approved in Cause No, 393 14 through December 3 1,2003. 

-8- 
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Of S e , r l e m e n t r n e  * Q nf T o  thp Corn- 
. .  

1. The Panies shall joinrly move.for leave to file this Settiernex Agrement and 

additional supponing - evidence IO be subsequently prepared, reviewed and approved by the Panics 

and to continue rhe hearing now scheduled to begin March IS, 1999. Such cvidcnc: shall be 

arppicmmral to the evidence heretofore prefded by the PYries and shall inciude such evidence as may 

be required to mpporr Commission approvd of tfijs Sdemen t  Agreement under 1.C. 8-1-23 e. s q .  

Solely for purposes of this Settlement Agreement, such evidence shall be admitted into evjdcnct 

without objedon and the Pames hereby waive cross-examination. The joint motion shall sate bat  

the Pmies propose IO submir this Sexlemcnt Agrement and the supponing evidencr conditionally 

and that, if the Commission fails IO approve the Serrlemenr Ayretrnent in its entirety without any 

chanye or with condition( s) unacceptable to any Parry, the Serrlement Agreement and supporting 

evidence shall be wirhdrawvn and the Commission Will continue IO h e x  Cause 3870Z-FAC4O-Sl. 'The 

joint morion shall funher srae rhat the prefilins of the Settlement Ayreernent and the admission of 

the supponing evidence for heariny is  conditioned upon rhe Commission granting the joint motion. 

2. The Pmies sripulate and asree to the issuance by the Commission of the Proposed 

Order in the form arrached hereto as . AI1 of the !erns and agreements contained in the 

Proposed Order are 10 be intcrptertd consistent with the provisions of this Sertlernent Agreement, 

which is to be arrached to and incorporated by reference in the Final Order issued by the Commission. 

-9- 
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1. This Se:t!ement Agretme3t shall not constitute nor be circd as precedent by any 

peMn or d m d  an admission by any Pany in any other procetdiny exc+ as necessary to cnforct 

its terns More the Commission, or any State Coun of competent jurisdicrion on these partidar 

issues. This Settlement Agreement is solely the result of compromise in the settlement process, shall 

not conslinrrc an admission of liability, and except as expressly provided hccin, is without peudice 

to and shall not constitute a waiver of any position that any of the Parties may take with respect IO 

any or all o f  the items resolved herein in any fiture reyularory or other proceedings and, fkhg 

approval by this Commission, shall not be admissible or discussed in any subsequent proceedings. 

2. The evidence in this Cause constitutes substantial evidence sufficient to support the 

Settlement Agctmenr and provides an adequate evidentiary basis upon which the Commission can 

make any findiny of fact and conclusions of law necessary for the approval of the Setdement 

Agreement, as filed. 

3.  If and to the extent that the ratemaking treatment agreed to in this Setrlemenr 

Ayreemenr requires rhe Commission's approval under IC 8-1-2.5 et seq., the motion filed by the 

panies se&ny approval of ihis Sertlement .4getrnent is sufficient to consritute a petition under IC 

8-1-2.54 and this Settlement Aqeement is sufficient to constitute a utility plan for a fixed term of 

years under IC 8-1-2.5-6(c). A L P  will provide norice IO the public under IC 8-1-2.5-6(d) and the 

hesring on this Settlement Asreement will be the hearins required under IC 8-1-2.5-6(~). By 

approval of the Settlement Agreement, the Commission will establish rates and charges based on 

prices that use pen'omancz based rewards and penalries and which are desi_aed to promote efficiencj 

in thc renderiny of retail ener3y services. 

-10- 
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4. The issuance of he Fmal Order shall terminate any firnher procetdings in this Cause. 

The Panies shall be obiigated IO provide responses and objecrions only to discovery pending as of 

March 5 ,  1999. AI confidential discovery responses provided in this proceeding and depositions 

shall be used for purposes of Cause No. 38702-FACJO(S 1) only. 

5 .  If the Settlement A p t m e n t  is not approved by the Commission, an informal 

attorneys’ c c d k m m  WiIl be promptly scheduled in which a procedural schedule Will be fxed for rhc 

proceassing of rhe balance of this Cause. In the wem this Cause is required 10 be litigated, the PYtics 

expressly reserve all of their riyhts to make objections and motions to strike with respect to all 

. .-r 

-, 

renimony and e.dubits and their risht to cross-examine the witnesses preseflting such testimony and 

exhibits. 

6 .  The undenitgred have represented and a g d  that they are fully aurhorized to exemre 

this Settlement Agreement on behalf of their designated clients who will be bound thereby. 

7. The Parties shall not appeal the a g e d  Final Order or any other Commission order 

to the ertent such orders are specifically irnplemenrin~ the provisions of this Settlement Agreement 

and shall S U ~ ~ O K  :his Settlement Acreernex - in the event o f  any appeal by a person not a Pmy. This 

provision shall be enforceable by any Pany. m any state coun of comFetent jurisdiction. 

8. The communicuions and discussions during the negotiations and conferences which 

produced the Satlement Agytemcni have b c n  conducttd on the explicit understanding that thy are 

or relate to offers of settlement and shall therefore be privileged. 

9.  The Paxies shall ayree on the form, wording and timing of a publidmedia 

announczmtnt of this Setdement Ageenlent and the terms thereof to be issued contemporaneous 

with the filing of this Settlement Xyreement No Parry Will release any infomarion to the pubiic or 

- 1  1- 
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media prior to the dorementioned announcement. All Parries r a y  respond individually and without 

prior approval of rhc orhcr B&es to questions from the pubfic or media. provided that such 

responses are consistent bvith such announcement and do not disparase any of the Panies to this 

Settlement Agreement. 

ACCEPTED and AGREED [his 12th day ofMarch, 1999 

Indiana Michigan Power Company 
n 

By: 

Office of UtSliry Consumer Counselor 

Indiana Co sumers for Fair Utilit Rates t k 

CI \h( ens Acrion Coalition of Indiana, Inc. 

* 



STATE OF INDIANA 

INDWNA UTILITY REGULATORY C O M M I S R Y  9;‘D 
1LiL 

IN THE iMATTER OF THE INVESTIGATION ) 

CAU E 83i5‘’ ‘J‘ILIY ON THE COMMISSION’S OWN MOTION ) 
INTO ANY AND ALL MATTERS RELATING ) 
TO THE MERGER OF AMERICAN ) 
ELECTRIC POWER, INC. AND CENTRAL ) 
AND SOUTH WEST CORPORATION 1 

 LA I ~~IP~-,~..,,..~SS!CN 

PREPARED TESTIMONY AND EXHIBITS IN SUPPORT 
OF STIPULATION AND SETTLEMENT AGREEMENT 

Indiana Michigan Power Company (“I&h/f’) which does business in Indiana as American 

Electric Power submits herewith its prepared testimony and exhibits in support of the Stipulation and 

Settlement Agreement between I&M, American Electric Power Company, Inc. and the Staff 

Negotiating Team which was filed with the Commission on April 12, 1999. 

RespectfUlly submitted, 

A 

MXC E. Lewis (1 1743-02 j 
~ 

Indiana Michigan Power Company d/b/a 
American Electric Power 
One Summit Square 
P. 0. Box 60 
Fort Wayne, IN 46801 
(2 19) 425-2 195 



Daniel W. McGill(9489-49) 
Barnes & Thornburg 
11 South Meridian Street 
Indianapolis, IN 46204 
(3 17) 23 1-7229 

Attorneys For Indiana Michigan Power 
Company d/b/a American Electric Power 

2 
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CERTIFICATE OF SERVICE 

/ h  I hereby certifir that a copy of the foregoing document was served this day of 

April, 1999 by United States mail, postage prepaid, upon the following 

JohnF. Wickes, Jr. 
Bette J. Dodd 
Lewis & Kappes, P.C. 
1700 One American Square 
Indianapolis, IN 46282 

Anne E. Becker 
Robert M. Glennon 
Office of Utility Consumer Counselor 
Indiana Government Center North 
100 N. Senate Avenue, Room N50 1 
Indianapolis, IN 46204 

Michael A. Mullett 
Mullet & Associates 
309 West Washington Street 
Suite 233. 
Indianapolis, IN 46204 

Susan Hedman 
Environmental Law & Policy Center 
35 East Wacker Drive, Suite 1300 
Chicago, IL 60601 

Peter J.P. Brickfield 
Frederick H. Ritts 
AlexM. Schnell 
Brickfield, Burchette & Ritts 
1025 Thomas Jefferson Street, N.W. 
Washington, DC 20007 

Robert K. Johnson 
Bose, McKinney & Evans 
2700 First Indiana Plaza 
135 N. Pennsylvania 
Indianapolis, IN 46204 

Ronald J. Brothers 
Kay E. Pashos 
PSI Enera ,  Inc. 
1000 East Main Street 
Plainfield, Indiana 46 168 

Mark A. Lindsey (19458-32) 2) 
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Respond en t's Exhibit 1 

IN THE RIATTER OF THE LXVESTIGATION 
ON THE CORIhIISSION'S O\VN MOTION 

INTO ANY AND ALL MATTERS RELATING 
TO THE RIERGER OF 

AIkIERICAN ELECTRIC POWER COMPANY, nUC. 
AND CENTRAL AND SOUTH WEST CORPORATION 

IURC CAUSE NO. 41210 

DIRECT TESTIMONY 
OF 

RICHARD E. RIUNCZIiiSKI 
IN SUPPORT OF STIPULATION 

AND SETTLEMENT AGREEMENT 

SPONSORING RESPONDENT'S EXHIBIT 2 

DIRECT TESTIMONY 
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13 
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DIRECT TESTIMONY 
OF 

RICHARD E. MUNCZINSKI 
IN SUPPORT OF 

STLPULATION AND SETTLEMENT AGREEMENT 

Please state your name and business address. 

M y  name is &chard E. Munczinski and my business address is 1 Rwerside Plaza, Columbusl 

Ohio 432 15-23 73. 

By whom are you employed and what is your position? 

I am employed by the American Electric Power Service Corporation ("AEPSC"), the service 

corporation subsidiary of American Electric Power Company, Inc. ( " E P " )  as Senior Vice 

President - Corporate Planning and Budgeting. 

What is your responsibility in connection with the proposed merger of AEP and Central 

and South West Corporation ("CSW")? 

I have . C P  management responsibility for the regulatory approvals required to implement the ' 

proposed business Combination between AEP and CSW. 

Please describe your business experience with AEPSC. 

I joined AEPSC in 1978 as an assistant Project Control Engineer and was subsequently 

promoted to Project Control Engineer in 1979 and Senior Project Control Engineer in 198 1. 

In 1982, I joined the Controller's Department (now Corporate Planning and Budgeting 

1 
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12 .A. 

13 

14 

15 

16 
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18 
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Department), I was promoted to manager ofFinancia1 Planning and Forecasting in 1985 and 

to Assistant Controller in 1990. In 1992, I was named Director of the Rate Division of the 

Rates Department (subsequently renamed the Regulatory Services Division and the Energy 

Pricing and Regulatory Services Department, respectively). In November 1996, I was 

promoted to l'ice President - Regulatory Services. In this position, I provided supenision. 

administration and rate case management for each of the five AEP State Ofice Regulatory 

Affairs Departments whose personnel are employees of the major AEP operating company 

subsidiaries as \vel1 as supervision and direction to the Regulatory Services Staff at PLEPSC. 

On January 1, 1998, I assumed my present position. 

W'hat is the purpose of your direct testimony? 

The purpose of my direct testimony is to identify, describe and support the Stipulation and 

Settlement Agreement (the "Agreement") which was filed with the Commission on April 12, 

1999, by AEP, Indiana Michigan Power Company ("I&M"), the AEP operating company that 

provides electric utility service in the State of Indiana, and the Staff Negotiating Team (the 

"Team"). My testimony also confirms the recommendation by AEP, I&M and the Team that 

the Agreement be approved by the Cornmission. 

Mr. Kent D. Curry is providing testimony supporting the rate design methodology used to 

allocate the annual customer bill reductions to I&M's rate clauses. 

2 
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Please identify the document that has been marked for 

Exhibit 2. 

Respondent's Exhibit 2 is a copy of the Agreement. 

!n t fication as Respondent's 

What was your involvement in the negotiation of the Agreement? 

I was responsible for the negotiation of the Agreement on behalf of AEP and I & h t  I 

executed the Agreement on behalf of AEP. Marc E. Lewis executed the Agreement on behalf 

of I&M. Robert C. Glazier, the Commission's Director of Utilities, and -4bby R. Gray, 

Special Counsel to the Staff Negotiating Team, executed the Agreement on behalf of the Staff 

Negotiating Team. 

Please describe the process which lead to the execution of the Agreement. 

In its Order in this proceeding dated September 2, 1998, the Commission appointed the Team 

and directed it to attempt to negotiate a settlement of the issues presented in this cause. From 

that date through the date the Agreement was filed (a period of seven months), 

representatives of AEP, I&M and the Team conferred regularly both in person and othenvise 

in an effort to reach a settlement which would (a) satisfy the Team that Indiana consumers 

would benefit from the proposed merger and that the merger would not be anti-competitive 

and (b) satisfy AEP, I&M 'md the Team that they would be able to achieve the benefits which 

they sought from the merger in a timely manner. AEP and I&M also desired assurance that 

this Commission would not oppose the proposed merger in pending approval proceedings 

3 
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before the Federal Energy Regulatory Commission ("FERC") and would not oppose merger- 

related filings made by X P  with the Securities and Exchange Commission (IISEC'I). A 

considerable amount of information about the merger was provided by AEP to the Team (and 

other parties) during the course of this proceeding. Eventually, after extensive good faith 

negotiation, .=PI I&M and the Team were able to resolve their differences by compromise 

and incorporate in the Agreement stipulations and agreements which AEP, IgSM and the 

Team now recommend the Commission approve in their entirety without modification as a 

fair and just settlement of the issues. 

Q. Does the Team agree with AEP and I&hl that the Agreement is a fair and just 

settlement of the issues? 

A. Yes. The Agreement states that the Team is authorized to make recommendations to the 

Commission regarding a fair and just settlement of the differences in the public interest and 

that the Team does recommend the Agreement for approval by the Commission. Mr. Robert 

C. Glazier is also filing testimony in support of the negotiated Agreement. 

Q. 

A. 

Please summarize the commitments made by AEP and I&M in the Agreement? 

The substantive commitments of AEP and I&M are contained in Sections 1 through 12 of the 

Agreement. These provisions benefit I&M's Indiana customers in particular, but many are 

capable of being adopted and applied in other AEP states as well. 

4 
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1. In Section 1 (Regulatory Plan), IgSM commits to implement net merser 

saiings reduction riders that will reduce bills to Indiana retail customers in order to allon 

them to share in the net non-he1 cost savings resulting from the proposed merger. The bill 

reductions will be made beginning with the first revenue month after the effective date of the 

merger pursuant to riders to I&Ms tariffs. Section 1 contains provisions that ensure that the 

net non-he1 merger savings bill reductions will remain in effect if I&M has a base rate case 

during the eight year period following the closing on the merger and that I&M will be able 

to retain the share of the net non-he1 merger savings allocated to AEP's shareholders. After 

eight years, the riders will continue in effect until I&M has a base rate case at which time the 

riders shall terminate and savings will be reflected in I&iLI's rates. Section 1 also provides that 

AEP and I&hl will defer and amortize their Indiana jurisdictional estimated merger-related 

costs-to-achieve over an eight year recovery period. Section 1 fbrther states that the agreed 

to rate treatment for estimated non-fbel merger savings and amortization of estimated costs 

to achieve will be to include them in cost of service as an allowable expense in any base rate 

proceeding occurring during the 8 year period in order to avoid duplication and to continue 

to provide shareholders with their share of cost savings. In addition, Section 1 states that for 

the three year period beginning January 1 ,  2001, I&M will increase its annual provision for 

nuclear decommissioning by $5.5 million annually above the level provided for in the 

settlement agreement in Cause No. 38702-FAC40-S 1 (the "Subdocket") approved by the 

Commission on March 30, 1999. I&M is already subject to a moratorium on filing any new 

base rate case petition as a result of the Subdocket settlement agreement. Section 1 provides 

5 



that the moratorium provided for in the Subdocket settlement agreement shall be extended 

by one year from January 1, 2004, to January 1, 2005. 

I 4 

5 

6 
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2. Pursuant to Section 2, all fuel and purchased power cost savings resulting 

from the merger will be included in the existing Indiana fuel clause recovery mechanisms for 

the benefit of retail customers. .Also, AEP agrees to hold harmless the native load customers 

in the existing service area of the ,4EP operating companies (the "East Zone") from higher 

replacement power costs or foregone revenues caused by such companies supplying power 

to the service area of the CSW operating companies (the "West Zone"). 

3 .  In Section 3 ,  AEP and I&M agree not to seek or recover in one AEP Zone 

stranded costs from the other AEP Zone. 

4. Under Section 4, any proceeds from the sales of facilities in the rate base of 

an AEP operating company must go to that operating company for hrther disposition in 

accordance with the regulation of that state. This would not preclude the parties to this 

Agreement from any arguments they may seek to put forth as to the appropriate disposition 

of such proceeds. 

5 .  AEP and CSW have proposed to FERC a plan to mitigate any perceived 

impacts of the merger on market power. Section 5 provides that AEP will hold harmless the 

6 
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retail customers from the costs of any mitisation plan adopted by FERC in connection lvith 

approving the proposed merger. In any kture  senera1 retail rate proceedins ivhere an AEP 

operating Company has requested a change in its rates and charges, AEP shall have the 

burden to prove that such requested rate relief does not reflect mitigation-related costs. .4EP 

also agrees to file with FERC and give State Commissions notice of the allocation of new 

I generation and transmission facilities (whether constructed or purchased) when the costs n i l 1  

be subject to the System Integration Agreement or the System Transmission Agreement. 

AEP also agrees to provide certain information about such projects as part of its notification 

to the State Commissions. 

6.  Some transactions between AEP affiliated companies are subject to SEC 

review and approval under the Public Utility Holding Company Act. In Section 6, AEP 

agrees that it will not assert that any such SEC approval impairs the ability of the state 

commissions to determine the reasonableness of non-power affiliate transaction costs being 

passed to retail customers. This provision was fashioned in response to the "Ohio Power" 

court decision cited in Section 6. AEP does not waive arguments that AEP may have with 

respect to the reasonableness of SEC-approved cost allocations and agrees to not@ the state 

commissions at least 30 days prior to filing of any new allocation factors with the SEC and 

make a good faith attempt to resolve any differences with State Commission Staff in advance 

of any such filing with the SEC. 

7 
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7. . Section 7 contains a commitment by AEP within certain time frames to file 

with FERC an application for approval to transfer operation and control of its bulk 

transmission facilities in the East Zone to the Midwest Independent Transmission System 

Operator, Inc. or another FERC-approved Regional Transmission Organization (I'RTOII) 

directly connected with AEP transmission facilities. AEP also agrees to endeavor to 

incorporate equitable reciprocal pricins arrangements with contiguous RTOs which .4EP joins 

and to provide generation dispatch dormation to RTOs in which AEP is a member or which 

provide senice over anv transmission facilities directly interconnected with AEP east zone 

transmissions facilities. 

S. Section S describes affiliate standards and guidelines applicable to transactions 

behveen AEP operating companies and their affiliates. These standards will be effective from 

the date of closing of the merger until new affiliate standards imposed by state legislation or 

ILXC action become effective. These standards provide assurances that the merger will not 

cause cost shifting, cost-subsidization or discriminatory treatment between I&M and non- 

regulated affiliates. This section also requires, among other things, AEP to provide contact 

persons for state commissions, consumer advocates and retail customers seeking certain types 

of information. 

S 
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9. In Section 9. . G P  agrees to maintain or enhance the adequacy and reliabilit). 

of retail electric sertice and to submit service reports to the State Commissions participating 

in the A, ureement. 

10. Section 10 states that if in connection with approving the rnerser any state or 

federal commission provides benefits or imposes conditions on AEP that would benefit the 

ratepayers in one jurisdiction, AEP will extend equivalent net benefits and conditions to retail 

customers in the other jurisdictions. 

1 1 .  Section 1 1 ensures that the Commission and its Staff are not precluded from 

addressing in a manner not inconsistent with the Azreement issues raised in the FERC merger 

prcceeding. 

12. Section 12 provides that AEP and I&M will not assert in any action to enforce 

the Commission Order approvin,o the AFeement that the Commission lacks authority to have 

the provisions of the Agreement enforced in accordance with Indiana law. 

Q. What factors do AEP and I&M consider important in evaluating the rate reduction 

provisions described in Section l?  
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A. Seyeral factors are important. The plan must be fair to customers and shareholders and must 

prol-ide sufficient m!ue for the merged company. The .i?greernent adcpts a fixe6 !ex/:! cf 

merger sa\.ings and provides customers with current cash benefits reducing esisting bills. 

Because the AEP and CSW operating companies are subject to the jurisdiction of several 

reyulatory commissions and to FERC's jurisdiction, the plan should incorporate general 

principles that are capable of being implemented in all jurisdictions. In addition, the plan must 

be simple to applv. not be costly to implement and avoid the shifting of costs among 

jurisdictions. SLEP believes the Agreement is consistent with these factors. 

Q. Why are the rate reduction provisions reflected in the Agreement reasonable for 

Indiana customers? 

The Agreement provides Indiana customers with current rate reductions and protects the 

customers from higher rates due to the merrger. The Agreement also accomplishes a fair 

sharing of merger benefits in a manner that does not require complex regulatory proceedings 

in the hture. Approval of a fixed total level of net merger savings that will be used to benefit 

customers shifts the risk of achieving the estimated net savings to shareholders. In addition, 

the Agreement is flexible enough to work under either a continuation of regulation or a shift 

A .  

to retail competition and unbundling. 

10 
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\\'hat happens if the savings realized by AEP and I&M fall short of the estimates used 

t o  develop the agreed-upon rate reductions? 

3 -A. 

4 

5 

6 Q. 
7 A  

s 
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10 

1 1  

12 Q. 

13 

14 A. 

15 

16 

17 

18 

19 

-4EP and I&M are guaranteeing a fixed level of benefits to customers and will bear the risk 

of any failure to actually achieve the full amount of savings. 

\\'hat commitments do AEP and ISrM receive in the Agreement? 

In return for the commitments of AEP and I&M described above, the Agreement provides 

that neither the Commission nor its Staffwill oppose the proposed mer3er at FERC or oppose 

X P ' s  previously made merger-related filings with the SEC, together with any non-material 

changes or supplements thereto. 

\Vhy does AEP believe the Agreement represents a fair and  just compromise which is 

in the public interest? 

AEP believes the merger will have important and long-lasting benefits to the public in the 

states where its operating companies provide service. AEP seeks support for the merger from 

the regulatory commissions in these states. AEP has been proactive in making agreements 

which it is not legally obligated to make in order to obtain this support, to convince our 

reglators that consumers will benefit from the proposed merger and to avoid time consuming 

and expensive litigation that might otherwise take place. 

20 

21 Q. What  action do the parties to the Agreement request the Commission to take? 

11 
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.A. The parties to the Agreement request that the Commission approve the Agreement in its 

entirety ivithout modification. The parties have stipulated and agreed to the issuance by the 

Commission of an Order approving the Agreement in the form of Attachment D to the 

Agreement. In accordance with the Agreement, the proposed order will approve the 

Ageement and terminate this proceeding. Certain actions will be required by the Commission 

at a later time in order to implement the Agreement: including approving the net annual 

merger savings rate reduction riders and issuing accounting orders authorizing the deferral 

and amortization of the costs to achiei-e the merger. 

Q. Does this conclude your prepared direct testimony on the Stipulation and Settlement 

Agreement? 

12 A .  Yes 

12 
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RPR-14-1999 14:57 REP F I NQNC I GL SEW ICES 

STATE OF GVDIANA 

INDIANA UTILITY REGULATORY COMMISSION FILED 

IN THE MATTER OF THE INVESTXGATION ) 
ON THE COMMISSION'S OWN MOTION ) 
INTO ANY AND ALL MAlTERS RELATING ) 
TO THE MERGER OF AiiRICAN 1 
ELECTRIC POWER, NC. AND CENTRAL ) 
AND SOUTS WEST CORPOF2ATION 1 

CAUSE NO. 41 21 0 

STIPULATIOP AND SETTLEMENT AGREEMENT 

On June 29, 1998, thc Indiana Utiliry Regulatory Commission ('*ILJRC" or "Commission") 
initiated this investigation regarding the proposed merger of American Elecmc Power Company, 
Inc. ("AEP"), the parent company of Indiana Michigan Power Company ( ' T W ) ,  and Ceaaal 
and South West Corporation ("CSW). On September 2, 1998, the Commission appointed a 
Staff Negotiating T e a  "lo attempt to negotiatc a settlement of thc issues presented in this 
cause." In a Docket Entry dated November 30, 1998 the presiding officcrs directcd that *'any 
negotiatcd. settlement resolving the issues presented in this Cause should be filed With the 
Commission on or before March 5, 1599. . . ." Tine Commission extended that deadline at the 
request of the Staff Negotiating Team eventually to April 12, 1999. 

Solely for the purposes of compromise and settlcment of the issues in this proceeding, Indiana 
Michigan Power Company, which does business in Indiana as American E k m c  Power and the 
Staff Negotiating Team .(collectively rcferred to as the "Parties") have met and rcached a 
settlement agreement ("Agreement") which they hereby submit and recommcnd for approval to 
the Commission. If the Commission does not approve the settlement agreement in its entirety 
and incorporate it in the Final Order, the proposed Agreement shaiI be null and void and deemed 
withdrawn, unless such change is ageed to by the Parties. 

SETTLEMENT AGREEMENT 

WHEREAS AEP and CSW have filed various applications before federal and state agencies 
seeking approvals necessary lo consummate a proposed merger of the two companies, and 

WHEREAS AEP, I&M and the Staff Negotiating Team have mct and explored over a period of 
months various issues related to the proposed merger and their agreements and differences 
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regarding the effects of the proposed nierger on competition between ekmci ty  providers and on 
the terms and conditions under which retail electric utility service is provided, and 

WHEREAS AEP, I&M and the Staff Negotiating Te rn  r e c o p z e  the costs and uncertainty of 
litigation and the desirability of consensual voiuntary resolution of their differences and the 
legitimate interests and good faith of each of the parties in achieving the objectives each desires 
to achieve, and 

WHEREAS the Staff Negotiating Team is authorized to make recommendations to the IURC 
regarding a fair and just settlement of differences in the public interest, 

The Parties agree as follows: 

The Staff Negotiating Tcam will rccommend to the IURC that the following Agreement be 
adopted by the Commission in an order or other appropriate formal action that references this 
Agreement or incorporates all of thc provisions thereof. Where appropriate, the Commission 
action m3y address or reserve other matters ancillary or incidental to the matters addressed in 
this Agreement, for immediate or fiiturc disposition, in a manner not inconsistent with the 
Apreemcnt . 

All appropriate tenns are defined in the “Definitions” section of the Agrement. 

THE KJRC and STAFF: 

1. 
Commission (“‘FERC”). 

Will not oppose h e  proposed merger pending beforc the Federal Energy Regulatory 

2. Will not oppose AEP’s filings previously made at the United States Securities and 
Exchange Commission (“SEC”) in conncction with the proposed merger, together with any non- 
material changes or supplements thereto. 

AEP, or its lndiana jurisdictional AEP operating company, conditional on merger consummation 
will: 

I .  REGULATORY PLAN, I&M will implement net merger savings reduction riders that 
will reduce bills to customers by the annual amounts shown in Attachment A beginning with the 
first revenue month aftcr the consummation of the merger. The annual bill reduction amounts 
shown in Attachment A will bc allocated to rate classes bascd upon total revenues, cxcludhg 
fuel COST adjustmcnt, and credited to customers’ bills through the application of a per kilowatt 
hour factor specific to each rate class. Each individuai yeads bill reduction will apply for a 
twelve month period exccpr for an adjustment during each third quarter to reconcile actual kwh 

Doc ?E741 
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sales and projected k w :  sales for the prior year. The last reduction will continue to apply in 
years foIlowing the end of year eight until base rates for the operating company are changed- 

The merger savings and costs are based on estimated values incIuded in AEP’s filing with FERC 
in Docket No. EC98-40-000. 

Notwithstanding any base ratc proceeding during the eight year period after the consummation of 
the merger, the annual amounts shown in Attachment A will r a n a h  in effect. 

I&M must implement the above bill reductions in the manner and amounts described above 
notwithstanding any changes to the cunent regulatory structure in Indiana In the event that 
retail electric dcregulation legislation is implemented in Indiana, or if there is any unbundling or 
restmcturing, I&M shall continue to apply the regulatory plan’s provisions to regulated rates of 
its Indiana customers. 

Any legislativeiy mandated adjustments to base ratcs, of any kind, that are part of any retail 
electric deregulation legidation implemented in Indiana shall not diminish or offset, but shall be 
in addition to, the bill reductions established in this proceeding. 

Subject to &is agreement, AEP and i&M will defer and amortize their Indiana jurisdictional 
estimated merger related costs-to-achieve over an 8-year recovery period. Costs to acbieve the 
merger are those cosfs incurred to consummate the merger and combine the operations of AEP 
and CSW. These costs include, but are not limited to, investment banking fees; consulting and 
legal services incurred in connection with obtaining regulatory and shareholder approvals; 
transition planning and development costs; employee separation costs including severance costs, 
change-in-control payments and retraining costs; and facilities consolidation costs. The IURC 
will issue accounting orders or other orders necessary to authorize the defenal and amortization 
of merger costs. 

In any proceeding to change base rates for I&M to become effective after the consummation of 
the merger, the following rate treatment will be reflected: 

. A.” 

B. 

Estimated non-fuel merger savings, net of costs to achieve will bc included in cost 
of service as an aIlowable expense in order to avoid duplicauon and to continue to 
provide shareholders with their share of the net savings. The amount to be 
includcd in the cost of service shall be based upon the test year period. (See 
Amchment B) 

Amonization of estimated costs to achieve will bc included in COSK of sewice as 
an allowable expense. The amount to be included in the cost of service shall be 
based upon the test year period. (See Attachment B) 
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In addition, the net merger savings allocated to the shareholders will be excluded fiom the 
earnings test in determining I&M's compliance with the provisions of I.C. 8-1-2-42(d)(2) and 
(3):" 

To mitigate potential stranded investment, I&M will increase the funding for the provision of .; 
paragraph 21 of the settlement agreement approved by the Commission in Cause No. 38702-,' 
FAC40-S1 in the additional amount of $5.5 million annually starting January 1,2001 for a three 

(.. year period ending December 31, 2003. The rate filing limitation in paragraph 8 of that" 
settiement agreement is extended by one year to January 1,2005. In addition, I&M will abide by- 
the provisions of paragraphs S, 9, and 10 of that setiiement agreement, regardless of the outcome 
of litigation in that Cause. * 

2. All savings of fuel and purchased power expenses 
resulting from the merger shall benefit retail customers through existing fbel clause recovery 
mechanisms applied by State Commissions. In circumstances when one or more AEP operating 
companies in one AEP zone are supplying power to the other AEP zone, and as a result, the 
supplying zone needs to purchase replacement power to sewe its native load, AEP shall hold 
harmless the native load customers of the supplying zone horn any price differential between the 
replaccment power and the system power supplied to the other zone. Similarly, if one or more 
AEP operating companies in one AEP zone are supplying power to the other AEP zone, and as a 
result, the supplying zone loses the opportunity to sell power at a price higher than received ffom 
the zone being supplied, AEP shall credit the supplying zone for the foregone revenues. 

FUEL MERGER SAVINGS. 

3. STRANDED COSTS. AEP and its operating companies agree not to seek or recover any 
stranded costs associated with the operating companies of one AEP zone fiom the retail 
customers of the other AEP zone. 

4. PROCEEDS OF FACILITY SAL+ES. h y  proceeds fiom the sale of facilities shall go to 
the AEP operating company in whose rate base the facilitics arc included, for further disposition 
in accordance with the rules and orders of the regulatory authorities whose jurisdiction 
encompasses the ultimate disposition of such proceeds. 

5. SYSTEM INTEGRATION AGREEMEhTS. To mitigate any perceived impacts of the 
merger on AEP's ability to exercise market power, AEP proposed in its FERC merger application 
a mitigation plan. To protect rctail customers, AEP agrees to hold harmless the retail customers 
from any mitigation plan included in any FERC order approving the merger of AEP-CSW. To 
implement this Agreement in any general retail electric rate proceeding commenced by the filing 
of a petition on or after the date of this Agreement, in which an AEP operating company requesu 
a change in its basic rates and charges, or in any other proceeding where so ordered by the State 
Commission, AEP shall have the burden therein to prow that such requested rate relief does not 
reflect mitigation-related costs. 

AEP commits to file any allocation of the cost of new, modified or upgraded generation or 
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transmission facilities whose cosx will be subject to the System Integration Agreement or the 
System Transmission Agreement with the FERC and to notify each State Commission of any 
such filing at the time it is rnadc. Notification to each State Commission will include an estimate 
of thc cost of construction, an explanation of the reasons for constructing the facilitics, studies 
supporting the construction of the facilities, and a proposed allocation of the facilities' costs. If 
AEP plans to purchase an in-scrvice facility or already constructed and soon-to-be-in-service 
facility, AEP will follow the above described procedures and WiIl include as part of the 
notification to the State Commission an explanation of the circumstances causing the AEP 
operating company to make thc purchase in question. 

6.  REGULATORY AUTHORITY. AEP agrees not to seek to overturn, reverse, set aside, 
change or enjoin, whether through appeal or the initiation or maintenancc of any action in any 
forum, a dccision or order of a State Commission based on the assertion that the authority of the 
Securities and Exchange Commission as interpreted in Ohio Power Co. v. FERC, 954 F3d 779 
(D.C. Cir. 1992) cert. denied, 438 US. 73 (1992) impairs the State Commission's ability to 
examine and determine thc reasonableness of non-power affiliate transaction costs to be passed 
to retail customers. The parties agree that the Ohio Power waiver does not include waiver of any 
arguments that AEP may have with respect to the reasonableness of SEC approved cost 
allocations. AEP will provide cach State Commission with notice at least 30 days pnor to any 
filings that propose new allocation factors with the SEC. The notice need not be in the precise 
form of the final filing, but shall include, to the extent information is available, a description of 
the proposed factors and the reasons supporting such factors. AEP and State Commission Staf€ 
wilI make a good faith artcmpt to resoive their differences, if any, in advance of a filing being 
made at the SEC. 

7. REGIONAL TRANSMLSSION ORGANEATION. 

A. Prior to December 31, 2000, AEP wili file with the FERC an unconditional 
application. consistent with the RTO agreement and tariff, to' transfkr the- 
operation and conrrol of its bulk transmission facilities in Indiana, Michigan, 
Kentucky, Ohio, Tennessee, Virginia and West Virginia owned, controlled andor 
operated by AEP to the Midwest Indepcndcnt Transmission System Operator,-Inc. 
or another FERC-approved Regional -Transmission Organization directly 
interconnccted with AEP transmission facilities. Provided that, if, by June 30. 
2000, there is pcnding before the FERC for approval an RTO to which AEf is a 
signatory that includes two or more directly interconnected control areas, at leas: 
one of which is not affiliated with AEP, the December 31, 2000 date shall be 
extended IO the date that is 75 days aftcr thc date on which the FERC issues an 
order either approving or disapproving the RTO. 

B. AEP shall endcavor IO incorporate equitable reciprocal pricing arrangements with 
contiguous RTOs in the Alliance RTO or any other filing to which AEP is a 
signatory seeking FERC approval of the formation of a new RTO. 

Doc 02751 
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6, AEP will provide gcnaation dispatch information necessary for RTOs to monitor 
the effect of such dispatch on h e  loading of that RTO's constrained transmission 
facilities. This information must be provided to any RTO of which AEP is a 
member, and to RTOs providing service over any transmission facilities directly 
interconnected with the AEP east zone transmission facilities. Each of these RTOs 
shaIl determine the format, quantity, and timing of these data as necessary to 
perform this monitoring function. The infomarion provided by AEP shall be 
equivalent to that provided by ail parties, which have control of the dispatch of 
generation facilities, taking service from thee RTO(s) and shall be subject to 
appropriate confidentiality provisions. 

D. AEP believes that its RTO commitment, as defined in this document, is in 
keeping with its goal of achieving a large, economically efficient RTO in the 
East em Interconnection. 

E. Nothing in this Agreement precludes the Commission, or its staff from actively 
participating in any proceedings at the FERC arising from any RTO filings made 
by AEP. However the Commission and its staff commits that it will not offer 
such participation as a reason to delay the consummation of the mergcr or to 
advocate a position before FERC inconsistent with Paragraph A. above. 

8. AFFILIATE STANDARDS. Thc following affiliate standards shall apply from the date 
of closing of the merger until new affiliate standards imposed by state legislation or State 
Commission action become effectivc. 

A. The financial policies and guidelines for transactions between an AEP operating 
company and irs afiliates shall rcflect the following principles: 

1. An AEP operating company's retail customers shall not subsidize the 
activities of the operating company's non-utility affiliates or its utility 
affiliates. 

2. An AEP operating company's costs for jurisdictional rate purposes shall 
reflect only those costs attributable to its jurisdictional customers. 

3. These principles shall be applied to avoid costs found to be just and 
reasonable for ratemaking purposes by the affected State Commission 
being left unallocated or stranded between various regulatory jurisdictions, 
resulting in rhz failure of the opportunity for rimcly rccovery of such costs 
by the operating company and/or its utility affiliates; provided, however, 
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B. 

that no more than one hundred percent of such costs shall be atlocated on 
an aggregate basis to the various regulatory jUrisdictions. 

4. An AEP operating company shall maintain and utilize accounting systems 
and records that identify and appropriately allocate costs between the 
operating company and its affiliates, consistent with these 
cross-subsidization principles and such financial policies and guidelines. 

Each State Commission shall have access to the employees, officers, books and 
records of any afiliatc of its jurisdictional AEP operating company to the same 
extent and in like manner that each such State Commission has over a public 
utility operating within the state in which such State Commission exercises its 
regulatory authority if the affiliate had engaged in direct or indirect transactions 
with the jurisdiction21 AEP operating company. If such employees, officers, 
books and records can not be reasonably made available to a State Commission, 
then upon request of a State Commission, the AEP operating company shall, in 
accordance with state reimbursement rules, reimbune the State Commission for 
appropriate out-of-state travei expenses incurred in accessing the employees, 
officers, books and records. Each AEP operating company shall maintain, in 
accordance with generdly accepted accounting principles, books, records, and 
accounts that are separate from the books, records, and accounts of its affiIiates, 
consistent with Pan 101 - Uniform System of Accounts Prescribed for Public 
Utilities and Licensees Subject to the Provisions of the Federal Power Act. Any 
objections to providing all books and records must be raised before the State 
Commission and the burden of showing th3t the request is unreasonable or 
unrelated to the proceeding is on the AEP operating company. The 
confidentiality of competitively sensitive information shall bc maintained in 
accordance with each State Commission’s rules and regulations. 

C. in accordance wirh generally accepted accounting principles and consistent with 
state, and federal guidelines. an AEP operating company shall record all 
transactions with its affiliates, whether direct or indirect. An AEP operating 
company and its affiliates shall maintain sufficient records to allow for an audit of 
the transactions involving the operating company and its affiliates. Asset 
transfers from an AEP operating company to a non-utility affiliate and asset 
transfers from a non-utility afiliate to an AEP operating company shall be at fully 
distriburcd costs in accordance with current Securities and Exchange Commission 
(SEC) issued requirements or other statutory requirements if the SEC has no 
jurisdiction. 

D. An AEP openring company shall not allow a non-utility affiliate to obtain credit 
under any amgemcnt  that would permit a creditor, upon default, to have 
recourse io the operating company’s assets. The financial amgemcnts  of an 
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AEP operating company's affiliates are subject to the folIowing restrictions unless 
otherwise approved by that operating company's State Commission: 

I 

1. Any indebtedness incurred by a non-utility afixliate will be without 
recourse to the operating company. 

~n AEP operating company shall not cntcr into any agreements under 
t e r n  of which the operating company is obligated to commit funds in 
order to maintain the financial viability of a non-utili@ affiliate. 

2. 

3. An AEP operating company shall not make any investment in a non-utility 
affiliate under circumstances in which the operating company would be 
liablc for the debts and/or liabilities of the non-utility affiliate incurred as a 
result of acts or omissions of a non-utility affiliate. 

4. An AEP operating company shall not issue any security for the purpose of 
financing the acquisition, ownership, or operation of a non-utility afliliate. 

5 .  An AEP operating company shall not assume m y  obligation or liability as 
guarantor, endorser, surety, or otherwise in respect of any security of a 
non-utility affiliate. 

6. An AEP operating company shall not pledge, mortgage or otherwise use 
as collateral any assets of the operating company for the benefit of a 
non-utility affiliatc. 

7. AEP shall hold harmless the retail customers of an AEP operating 
company from any adverse effects of credit rating declines caused by the 
actions of non-utility affiliates. 

Transactions between AEP operating companies and affiliates invoIv6g a money pool 
for the financing of shorr-term funding requirements are exempt from the requirements of 
this paragraph. Further, the provisions of this paragraph would not preclude AEP 
operating companies hiom issuing securities or assuming obligations related to their 
existing coal subsidiaries. 

E. Any untariffed, non-utility service providcd by an U P  operating company or 
affiliated servicc. company ro any afZiliare shall be itemized in a billing statement 
pursuant to a written contract or written arrangement. The AEP operating 
company and any affiIiatcd scrvicc company shall maintain and keep available for 
inspection by the State Commission copies of each biiling statement, contract and 
arrangement betwccn the AEP operating company or affiliated service company 
and its affiliates that relate to the provision of such untariffed non-utility services. 
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F. Any good or service provided by a non-utility affiliate to an AEP operating 
company shall bc by itemized billing statement pursuant to a written contract or 
written arrangement. The operating company and non-utility affiliate shali 
maintain and keep available for inspection by the State Commission copies of 
each billing statement, contract and arrangement between the opexating company 
and its non-utility affiIiates that relate to the provision of such goods and services 
in accordance with applicable State Commission retention requirements. 

G. Employees responsibIe for the day to day operations of the AEP operating 
companies and those of affiliated exempt wholesale generators or affiliated power 
marketers shall opcnte independently of one another. AEP shall document all 
employee movement between and among all affiliates, Such information shall be 
made available to each State Cornmission and consumer advocate upon request. 

H. An AEP operating company may not own property in common with an affiliated 
exempt wholesale generator or affiliated power marketer. 

I. No market information obtained in the conduct of utility business may be shared 
with an affiliated exempt wholesale generator or affiliated power marketer, except 
where such information has been publicly disseminated or simultaneously shared 
with and made avail'ablc to all non-affiliated entities who have requested such 
information. Customer specific information shall not be made avaiIable to an 
affiliated exempt wholesalc generator or affiliated power marketer except under 
the same terms as such information would be made available to a non-affiliated 
company, and only with the written consent of the customer specifying the 
information to be released. 

J. -4 non-ulilily affiliate may use an AEP operating company's name or logo only if. 
in connection with such use, the affiliate makes adequate disclosures to the effect 
hat (i) the two entitics are separate; (ii) it is not necessary to purchase the 
non-rcgulatcd product or service to obtain scrvice from the openting company; 
and (iii) the customer will gain no advantage from the operating company by 
buying from the affiliate. 

K. An AEP operating company shall nor condition or tie thc provision of any 
product, service, priciny benefit, or waiver of associated terms or conditions, to 
the purchase of any good or service from its affiliated exempt wholesale generator 
or power markctcr. 

Except as providcd in paragaph M, an affiliated exempt wholesale generator or 
affiliared power rnarketcr shall not share office space, office equipment, computer 
systems or information systems with an AEP operating company. 

L. 
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M. 

N. An AEP operating company may engage in transactions directly related to the 
provision of corporate support services with its affiliates in accordance with 
requirements relating to service agreements. As a general principle, such 
provision of corporate support services shall not allow or provide a means fm the 
transfer of confidential information from the operating company to the affiliate, 
create the oppomnity for preferential treatment or unfair competitive advantage, 
creatc opportunities for cross-subsidization of affiliates, or otherwise provide any 
means to circumvent these affiliate rules. 

0. 

P. 

P Q:‘ 

Except as provided in paragraph N, an AEP operating company may oniy make a 
product or service available to an affiliated exempt wholesale generator or an 
affiliated power marketer if the product or service is equally availabIe to dl 
non-affiliated exempt wholesale generators and power marketers on the same 
terms, conditions and prices, and at the same time. An AEP operating company 
shall process all requests for a product or service from affiliated and non-affiliated 
exempt wholesale generators and power marketers on a non-discriminatory basis. 

An AEP operating company which provides both regulated and non-regulated 
services or products, or an affiliate which provides services or products to an AEP 
operating company, shall maintain documentation in thc form of written 
agreements, an organization chart of AEP (depicting all affiliates and AEP 
operating companies), accounting bulletins, procedure and work ordcr manuals, or 
other related documents, which describe how costs are allocated between 
rcgulatcd and non-replated services or products. Such documentation shall be 
available, subject to requests for confidential treatment, for review by State 
Commissions in accordance with Paragapb B. above. 

AEP shall designatc an employce who will act as a contact for State Coinmissions 
and consumer advocates seeking data arid infomation regarding affiliate 
transactions ,and personnel transfers. Such employee shall bc responsible for 
providing data and information requested by a State Commission for any and all 
transactions requestcd, regardlcss of which affiliate(s), subsidiary(ies) or 
associate(s) of an AEP operatiny company from which the information is sought. 

AEP shall desigate an employee or agent within each signatory state who will 
act as a contact for rcrail consumers regarding scrvicc and reliabiIity concerns and 
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to allow a contact for retail consumers for information, questions and assistance. 
Such AEP representative shall be able to deal with billing, maintenance and 
service reliability issues. 

AEP shall provide each signatory state a current list of employees or agents that 
are designated to work with each State Commission and consumer advocate 
concerning state regulatory matters, including, but not limited to, rate cases, 
collsumer complaints, billing and retail competition issues. 

Thirty (30) days prior to filing any affiliate contract (including senrice 
agreements) with the SEC or the FERC an AEP operating company shall submit 
to each affected State Commission a copy of the proposed fiIing. 

Any violation of the provisions of these affiliate standards are subject to the 
enforcement powers and penalties at the State Commissions. 

AEP shall contract with an independent auditor who shall conduct biennial audits 
for eight years after merger consummation of affiliated transactions to determine 
compliance with these affiliate standards. The results of such audits shall be filed 
with the State Commissions. Prior to the initial audit, AEP will conduct an 
informational meeting with State Commissions regarding how its affiIiates and 
affiliate transactions Will or havc changed as a result of the proposed merger. 

If the Public Utility Holding Company Act of 1935 is repealed or mazeridly 
amended during the time this Agreement is in effect and equivalent jurisdiction is 
not given to another federal agcncy, AEP will work with the State Commissions 
to ensure that AEP continues to furnish the State Commission with the 
appropriate information to regulate its jurisdictional AEP operating company. 
Thc State Commission may establish its reponing requirements regarding thc 
nature of intercompany transactions concerning the operating company and a 
description of the basis upon which cost allocations and transfer pricing have been 
established in these transactions. 

9. 
maintain or enhance the adequacy and reliability of retail electric sewice provided by each of thc 
AEP . opcrating companies. Service reports will be submined 10 the State Commissions 
participating in this A@ccrneni in the forniat described in Attachment C to this Agreement. 

ADEQUACY AND RELIABILITY OF RETAIL ELECTRIC SERVXCE. AEP a g e s  to ~ 

10. Provided the proposed merger is ultimately 
consummated, AEP commits that upon issuancc of any final and non-appealable order from any 
stare or federal commission addressing the merger that provides benefits or imposes conditions 
on AEP that would benefit the ratepaycrs of any jurisdiction, such ne1 benefils and conditions 

STATUTORY A i D  OTHER ISSUES. 
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will be extended to all other retail customers to the extent necessary to achieve equivalent net 
benefits and conditions to all retail customers of AEP. 

1 1. CONTMUED PARTICIPATION. Nothing in this Agreement is intended to preclude the 
Commission and its staff from addressing in a manner not inconsistent with this Agreement 
issues raised in FERC Docket No. EC98-40-000. 

12. ENFORCEABILITY. AEP and I&M wilt not assert in any action to enforce an order 
approving this Agreement that thc Commission lacks the authority to have the provisions of this 
Agreement enforced under Indiana law. 

DEFINITIONS 

1. "AEP zone" mcans cithcr thc area comprising the AEP operating companies providing 
service in Indian& Michigan, Kentucky, Ohio, Tennessee, Virginia and West Virginia ("East") or 
the area comprising the former CSW operating companies providing service in Arkansas, Texas, 
Oklahoma and Louisiana ("West"). 

2. 
regulation by thc FERC and/or a state utility regulatory agency. 

"AEP operating company" means an AEP affiliate that is a public utility subject to rate 

3. 
of the operating company or 3 subsidiary ofthc holding company. 

"Afliliate" means an entity that is an operating company's holding company, a subsidiary 

4. "Consumcr advocate" means an agency of the state government designated as a 
represenrative of consumers in matters involving utility companics bcfore the applicable State 
Commission. 

5. "Entity" mcCms il corporation or a natural person. 

6. "Exempt wholesale generator" means an entity which is engaged directly or indirectly 
through one or more affiliates exclusively in the business of owning or operating all or part of a 
facility for generating electric energy and selling electric energy at wholesale and who: 

a. does not own a facility for the transmission ofclcctricity, other than an essential 
interconnecting transmission facility necessary to affect a sale of electric energy 
at wholesale; and 

b. has applicd to rhc FERC for a dctermination undcr 15 U.S.C. Section 792-Sa. 

7. "FERC" means rhc Federal Energy Rcguiatory Commission, or any successor 
governmental agency. 
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8. 
utiIity affiliate includes a foreign affiliate. 

Won-Utiiity Affiliate" means an Affiliate which is not a domestic public utility. Non- 

9. "Holding Company" means AEP, or its successor in interest, or any Entity that owns 
directly or indirectly 10 percent or more of the voting capital stock of a utility operating 
company, or its successor in interest. 

10. "Power Marketer" means an entity which: 

a becomes an owner or broker of eIectric energy in a state for the purpose of selling 
the electric energy at wholesale; 

b. does not own transmission or distribution faciIities in a state; 

c. does not have a certified service area; arid 

d. has been granted authority by the FERC to sell electric cnergy at market-based 
rates. 

1 1. 
electric transmission equipment and facilities on 3 rcgional basis. 

"Regional Transmission Organizarion" (RTO) means an organization that operates 

12. 
governmental agency. 

"SEC" means the United States Securities and Exchange Commission, or any successor 

13. "Sewice A_greement" mcms the agreement entered into bctwccn American Electric 
Power Service C o p  and AEP's operating companies, under which services are provided by 
American Electric Power Scwicc Corp. to the operating companies. 

14- "Service Company" means an Affiliate whose primary business purpose is to provide, 
among other functions, administrative and general or operating services to AEP utility operating 
companies. 

15. "Services" means the performance of activities having value to one party including, but 
not limited to, managcrial, financial, accounting, Iegal, engineering, construction, purchasing, 
marketing. auditing, statistical, advcrtising, publicity, tax, researcb, and other similar services. 

16. 
controlled by another Entity. 

"Subsidiary" means any corporation I O  percent or more of whose votinz capital stock is 
' 

17. 
urility. 

"Utility Affiliate" means an affiliate of a urility operaring company that is also a public 

Doc t2741 
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14 

Presentation of A.g-reement To the Commission 

1. The Parties shall movc for the admission of this Agreement into evidence at the hearing 
scheduled for April 19, 1999 and sponsor evidence including testimony and exhibits as may be 
required to support Commission approvd of this Agreement. 

2. The Parties stipulate and agree to the issuancc by the Commission of the Proposed Order 
in the form attached hereto as Attachment D. All of the terms and agreements contained in the 
Proposed Order are to be htcrpreted consistent with the provisions of this Agreement, which is 
to be attached to and incorporated by reference in the Find Order issued by the Commission. 

Effect and Use of Agreement 

1. This Agreement shall not constitute nor be cited as precedent or deemed an admission by 
m y  Party in any other procceding except as necessary to enforce its terms before the 
Commission, or any State Court of competent jurisdiction. This Agrcement is solely the result of 
compromise in the scttlernent process, shall not constitute a concession of subject matter 
jurisdiction. and except as expressly provided herein, is without prejudice to and shall not 
constitutc a waiver of any position that any of the Parties may take with respect'to any or all of 
the ilems resolved hcrein in any future reguhtory or ocher proceedings and, failing approval by 
this Cornmission, shall not be admissible or discussed in any subsequent proceedings. 

2. The evidence in this Cause constitutes substantial evidence sufficient to support the 
Agreement and provides an adequatc evidentiary basis upon which the Commission can make 
any finding of fact and conclusions of law necessary for the approval of the Agreement, as filed. 

3. The issuance of the Final Order stiall turninate any firther proceedings in this Cause. 

1. In the event this Cause is required to bc litigated, the Parties expressly rcseme all of their 
rights to make objections and motions to strike with respcct to all testimony and exhibits and 
their right to cross-cxaminc the witneses presenting such testimony and exhibits. 

5. 
this Agreement on behalf of their designarcd clients who will be bound thcrcby. 

Thc undersigned have reprcsmted and agreed that they are fully authorized to execute 

G. The Parties to this Agreement shall not appeal the agrced Final Order or any other 
Cornmission ordcr 10 the extent such orders arc specifically impleinenting the provisions of this 
Agreement and shall support this Agreement in the event of any appcal by a person not a Party. 
This provision shall be enforceable by any Party, in any state court of competent jurisdiction. 

7. The communications and discussions during the negotiations and conferences that 
produced the Agreement have been conducted on the explicit understanding h a t  hey  are or 
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relate to offcrs of serrlement arid shall thereforc be privileged and not admissible in any 
proceeding. 

ACCEPTED and AGREED this 121h day of April, 1999. 

Indiana Michigan Power Company 

Senio Attorney / f 

Richard E. M d z i n s k i  0 
Senior Vice President 
American Electric Power 

Service Corporation 

IURC Staff Negotiating Tcam 

Director of Utilities 

By: 
Abby R. Gray 
Special tounsel to d e  
Staff Negotiating Team 

Doc -741 
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A t t a & m t A  
Page9841 

AEPlCSW MERGER 
NET ANNUAL MERGEK SAVINGS 

AND INDIANA CUSTOMER BILL REDUCTIONS ($000) 

Net Customer Bill Shareholder 
Period Memer Savinos Reduction Savincls 

Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
Year 6 
Year 7 
Year 8 

5,591 
10,633 
13,531 
15,903 
17.437 
18,606 
19.515 
20.039 

3,306 
5,927 
7.434 
8,668 
9.465 

10,073 
10,546 
10,816 

2.286 
4,706 
6,097 
7.235 
7,972 
8.533 
8,369 
9.221 

121,255 66,238 55,017 
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CREDm PER RJDaZ COMTWUES 

768 
2751 

3.577 

(13.531) 

(7,434) 
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A HMENTB 
Page 2 of 3 

AEPICSW MERGER 
BASE RATE CASE TREATMENT 

FOR INCLUSION IN COST OF SERvlCE ($000) 

YEAR1 
YEAR2 
YEAR3 
Y-4 
YEARS 
YEAR6 
YEAR7 
YEAR 8 

Add Back to Test Y a a f  Service 
Customer Shareholder 
Net Savinas Net Savinas 

3,306 
5,927 
7,434 
0.868 
8.465 

10,073 
10,546 
10.810 

22% 
4,706 
6,097 
7,235 
7.972 
8,533 
8,969 
9221 
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Page 3 of3 

AEPICSWMERGER 
AMORTZZATICN OF ESTIMATED 

WSTS TO ACHIEVE 

YEAR I 
YEAR2 
YEAR3 
YEAR4 
YEAR5 
YEAR6 
YEAR7 
YEAR 8 

3,517,436 
3,517,436 
3.5 17,436 
3,517,436 
3,511,436 
3,517,436 
3,517,436 
3,517,436 

TOTAL 28,139.4s 

May not add due to rounding 

! 
.. 
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Attachment C 

Quality of Service Reporting 

Indiana Michigan Power will maintain the overall qualiry and reliability of its electric service at 
levels no less than it has achieved in the past decade. 

Indiana Michigan Power will provide service reliability reports annually indicating its calendar 
year Indiana Customer Average Interruption Duration Index (CADI) and Indiana System 
Average Interruption Frequency Index (SAIFI). These indices shall be determined and reported, 
including all storms. Definitions for these measures are included in this Attachment. 

Indiana Michigan Power also will provide annual Call Center performance measures for those 
centers which handle Indiana customer calls. These wiIl include the Call Center Average Speed 
olAnswer (ASA), Abandonment Rate, and Call Blockage. Definitions for these measures are 
included in this Attachment. 

The performance information described above shall be provided by the end of May of the yea 
.following the calendar ycar in qucstion. 
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AEP Reliability Measures 

1) System Average Interruption Frequency Index (SAIFIZ is defined as the npmber of customers 
intempted divided by the number of customers served. It is calculated by the equation: 

S U I  = number of customers intempted 
number of customers served 

2) Customer Average Interruption Duration Index (CAIDI) is defined as the number of customer 
hours of intermption divided by the number of customers interrupted. It is calculated by the 
equation: 

CADI = sum of all cusiomer hours of intermption 
number of customers intempted 
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AEP Cail Center Measures 

1) Avera3e Speed of Answer (ASA) is defined as the average hrne that elapses in seconds 
between the instant when a call is answered and the time it is connectcd to a CaIl Ccnter 
representative (CSR) or an interactive voice recorder (NR). It is calculated using the equation: 

Average Speed of Answer = time for all calls between ca11 answer and CSR/IVR connection 
(seconds) total number of calls made to the CdI Center 

2) Abandonment Rate is the percentage of callers who hang up before behg connected to a Call 
Center representative (CSR) or an interactive voice recorder (IVR). It is calculated using the 
equation: 

Abandonment Rate = (total number of callers who hang up) x 100 
(percent) {total number of calls made to the Call Center) 

3) Call Blockage - is the percentage of non-outage caIl attempts which do not get connected to a 
Call Ccnter (busy signal, etc.). It is calculated using thc equation: 

Call Blockage = {total number of non-outage calls that do not get connected) x 100 
{total number of non-outage calls made to the Call Center) (pcrcent) 
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STATE OF INDIANA 
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Attachment D 

INDIANA UTILITY REGULATORY COMMISSION 

IN THE MATTER OF THE INVESTIGATION ) 
ON THE COMMISSION’S OWN MOTION ) 
INTO ANY AND ALL MATTERS RELATING ) 
TO THE MERGER OF AMERICAN 
ELECTIUC POWER, INC. AND CENTRAL ) APPROVED: 
AND SOUTH WEST CORPORATION 

CAUSE NO. 41210 

BY TKE COMMISSION: 
David E. Ziegner, Commissioner 
carnie J. Swinson-Hull, Commissioner 
Claudia J. Earls, Adtnhistrative Law Judge 

On June 29,1998, the Commission on its own motion initiated an investigation regatding 
the proposed merger of American Electric Power Company, Inc. (“AEP”) and Central and South 
West Corporation (“CSW’). AEP is the parent company of hciiana Michigan Power Company 
(“I&M”) which provides electric utility service in the State of Indiana The Order noted that AEP 
and CSW had filed an application with the Federal Energy Regulatory Commission (“FERC”) for 
approval of the merger under 5 203 of the Federal Power Act. 

Petitions to intervene in this matter were filed by the Citizens Action Coalition of Indiana, 
Inc., Indiana Consumers For Fair Utility Rates (an ad hoc group of industrial companies), PSI 
Enerw, fnc. and Steel Dynamics, Inc’. Thcsc petitions were granted and these persans were made 
parties to this proceeding. The Office of Utiliry Consumer Counselor also participated in this 
proceeding. 

After receiving &tten comments of the parties on certain issues relating to the proposed 
merger and after holding a preliminary hearing on August 4, 1998, the Commission on September 
2,1998, issued an Order appointing a negotiating te rn  of members of the Commission Staff (the 
“StaffNesotiating Team”) to attempt to negotiate a settlement of the issues presented in this matter. 

By docket ennies, I&M was directed to respond to various data requests seeking informdon 
about the proposed merger and IO provide to the Commission, the Staff Negotiating Team and the 
other partics certain documents relating thereto. I&M responded to the requests by providing the 
requested infomation and documents. 

SDI subsequently withdrew ftom the proceeding. I 
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During the c o m e  of this proceeding, status hearings were held at which time the Staf€ 
’ Negotiating Team submitted reports regarding the progress of negotiations. On April 9,1999, I&M 
and the SWNegotiating Team submitted to the Cornmission and recommended for approval a 
Stipulation and Settlement Agreement (the “Settlement Agreement”) executed by I&M, AEP and 
the StaffNegotiating Team. 

On April 15,1999, the parties to the Settlement Agreement prefiled with the Commission 
prepared testimony and evidence in support of the Settlement Agreement Pursuant to notice of 
hearing given as provided by law, a public evidentiary hearing on the Settlement Agreement was 
held on April 19,1999, at 1O:OO a.m. in Room TClO of the Indiana Govenament Center South, 
Indianapolis, Indiana At that time, the Settlement Agreement and evidence relating thereto were 
accepted into the record. 

Having considered the evidence and being duly advised, the Commission now finds: 

1. Notice and Jurisdiction. Due legal and timely notice of the settlement hearing was 
given and published as required by law. I&M is a “public utility” Within the meaning of that term 
in IC 8-1-2-1 and is subject to the jurisdiction of the Commission in the manner and to the extent 
provided by the laws of the State of Indiana. 

2. The Settlement Agreement. As described in the Settlement Agreemenf a copy of 
which is attached hereto as Exhibit A and incorporated herein by reference, the Settlement 
Agreement contains, among other things, provisions regarding (a) net non-fuel merger savings; (b) 
fuel and purchased pawcr merger savings; (c) limitation on requests for stranded cost recovery; (d) 
allocation of proceeds fiom the sale of facilities; (e) system integration agreements; ( f )  Ohio Power 
waiver, (g) regional transmission organization commitments; (h) affiliate standards, and (i) 
maintenance and enhancement of the adequacy and reliability of retail electric service, including 
certain reporring requircments. 

The Settlement Agreement futher provides that if any other state co&ssion or any f e d d  
commission issues a final and non-appealable order addressing the merger that provides benefits or 
imposes conditions that would benefit ratcp3yers of another jurisdiction, AEP will extend quivaIent 
net benefits’and conditions to all AEP retail customers. 

The Settlement Agreement also provides that, upon approval by the Cormision, neither the 
Commission nor its Staff shall oppose the proposed merger before FERC or oppose AEP’s 
previously made merger-related filings with thc Securities and Exchange Commission. 

The Scttlmcnt Agreement also states that it shall not constitute nor be citcd as precedent or 
deemed an admission by any party in any other proceeding except as necessary IO enforce its t e r n  
before the Commission, or any State Court of competent jurisdiction on these particular issues. The 
Settlement Agreement provides that it is solely the result of compromise in the settlement process, 
shall no1 constitute a concession of subject rnacfer jurisdiction, and except as expressly provided 
therein, is without prejudice to and shall not constitute a waiver of any position that any of the 
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parties thereto may take with respect to any or ail of the items resolved therein in any firm 
regulatory or other proceedings. 

The Settlement Agreement states that if the Commission does not approve the Settlement 
Agreement in its entirety, it shall be nul1 and void and deemed withdrawn, unless such change is 
approved by the parties. 

At the settlement hearing, Robert C. Glazier, Director of Utilities for the Indiana Utility 
Regulatory Commission, Richard E. Munczinski, Senior Vice President-Corporate PIanning and 
Budgeting of American Electric Power Service Corporation, the Service corporation subsidiary of 
AEP, and Kent D. Curry, Director of Regulatory Affairs for I&M, testified in support of 
Commission approval of the Settlement Agreement. Mr. GIazier and Mr. Mmczinski discussed the 
negotiating process which resulted in the Settlement Agreement and the public benefits that would 
result fiom its approval. MI. Curry testified rqarding the mechanism by which the bill reductions 
will be implemented by I&M. 

3. Commission Findings. In our Order dated June 29,1998, the Commission stated that 
this investigation was commenced because the Commission believed that the proposed merger of 
AEP and CSW could have a significant impact on the electric industxy and customen in Indiana and 
across the region and the Cornmission was concerned about the proposed merger’s effect on 
reliability of m i c e  and the development of independent system operators. During the course of 
this proceeding considerable informahon about the proposed merger was requested fi-om and 
provided by I&M. Additional information about the proposed merger has since been developed in 
the come of FERC proceedings and proceedings before other state commissions. Mer lengthy and 
detailed negotiations, I&M, AEP and the Staff Negotiating Team have reached agreement on terms 
and conditions which help ensure that Indiana consumers will fairly share in the benefits achieved 
by thc merger and that Indiana consumers will be protected against any detrimental effects. The 
Staff Negotiating Team recommends that the Commission approve the Settlement Agreement as a 
fair and just settlement of differences regarding merger-rdated issues. Having reviewed the 
Settlement Agrcement and the evidence relating thereto, the Commission finds that the 
recommendation of the StaffNegotiating Team should be approved. The Commission further finds 
that the Settlement Agreement is a fair and reasonable resolution of the merger-related issues of 
concern to the Commission and should be approved in its entirety without modification. 

IT*IS THEREFORE OFWEFLED BY THE INDIANA UTILITY REGULATORY 
COMMISSION that: 

1. The Settlement Agreement shall be and hereby is approved in its entirety without 
modification. 

2. I&M shall irnplemcnt the bill reductions as set forth in the Agreement. 

-3- 
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3. ' I&M shall be and hereby is authorized to defer and amortize its Indianajurisdictional 
estimated merger related costs-to-acheive savings over an eight-year period, as set forth in the 
Agreement . 

4. 
hereby terminated. 

The investigation in this Cause commenced by our Order dated June 29, 1998 is 

5 .  This Order shall be effective on and after the date of its approval. ' 

McCARTY, KLEIN, RIPLEY, SWANSON-HULL AND ZIEGNER CONCUR: 

APPROVED: 

I hereby ccrtify that the above is a true 
and correct copy of the Order as approved. 

Joseph M. Sutherland, Secretary to the Commission 

4 
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TESTIMONY OF KENT D. CURRY 
ON BEHALF OF 

INDIANA MICHIGAN POWER COMPANY 

Please state your name and business address. 

My name is Kent D. Curry. My business address is One Summit Square, P. 0. Box 

60, Fort Wayne, Indiana, 46801. 

By whom are you employed and in what capacity? 

I am employed by Indiana Michigan Power Company (EM) as its Director of 

Regulatory Affairs. I&M is authorized to do business in Indiana as American Electric 

Power (AEP). 

Please briefly describe your educational and business experience. 

I graduated from Indiana University in 1980 with a Bachelor of Science Degree in 

Business Administration, majoring in Accounting. I have also taken graduate courses 

in Mathematics, Economics, Statistics and Management at Indiana University/Purdue 

University in Fort Wayne. In 1997 I completed the AEP Management Development 

Program at The Ohio State University. I am a Certified Public Accountant licensed in 

the State of Indiana. 

In September 1980, I joined the AEP Service Corporation as a Customer 

Accounting Auditor performing operational reviews of the area offices of I&M and 

Michigan Power Company (MPCo). In April 1984, I joined I&M as a Rate Analyst in 

I&M's Rates and Tariffs Department where my duties included accumulation, 

preparation and presentation of data for various rate proceedings. In February 1986, 

I was promoted to General Records Accounts Supervisor in EM'S Accounting 

Department where my duties included preparation and review of journal entries to the 

E M  books of account and the compilation and review of various financial reports. In 

April 1990, I returned to the Rates and Tariffs Department as Rates and Tariffs 

Supervisor. In that position I was responsible to the Rates, Tariffs and Contracts 

Director for matters concerning the filing of rate cases and the supervision of the 
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6 Q. 

7 A. 

8 .  
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10 

11 

12 

13 Q. 

14 A. 

15 

16 

17 

18 

19 

20 
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23 Q. 

24 A. 

25 Q. 

preparation of various reports or studies as required. In January 1996, I was 

promoted to Director of Rates and Regulations. On June 1 , 1996, the department 

name was changed to Energy Pricing and Regulatory Services and my title became 

Director of Regulatory Affairs. My duties in this position involve the overall direction 

and supervision of the Fort Wayne Regulatory Affairs office. 

Have you previously testified before any regulatory commissions? 

Yes. I testified in prior AEP fuel cost adjustment proceedings before the Indiana Utility 

Regulatory Commission and in AEP's general rate proceedings in Cause Nos. 38728 

and 39314. I also submitted testimony in Cause No. 40458, AEP's application for 

extension of its economic development rider. I also presented testimony on behalf of 

AEP before the Michigan Public Service Commission and on behalf of MPCo before 

the Federal Energy Regulatory Commission. 

What is the purpose of your testimony in this proceeding? 

The purpose of my testimony is to describe for the Commission the rate design 

methodology of the regulatory plan contained in the Stipulation and Settlement 

Agreement (Agreement) filed April 12, 1999 in this proceeding and to support the 

methodology as a fair, reasonable, and equitable means by which to allocate the 

annual customer rate reductions to the AEP-Indiana rate classes. 

In connection with this, I will be sponsoring Exhibit KDC-1 which provides a 

sample merger savings allocation. In this example, the fourth year following 

consummation of the proposed AEP / Central and South West Corporation (CSW) 

merger will serve as the basis for my description and support of the rate design. 

Was Exhibit KDC-1 prepared by you or under your supervision? 

Yes. 

What did you do to prepare to testify for this proceeding? 
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25 A. 

I reviewed the  Agreement filed in this proceeding, the  March 30, 1999 Order 

Approving Settlement Agreement in C a u s e  No. 38702-FAC40-SII and  I.C. 8-1-2- 

42(d)(2) and (d)(3). 

What  w a s  the  source of the  da t a  contained in Exhibit KDC-I? 

T h e  customer bill reduction shown on Exhibit KDC-1 , Page  1 of 3, w a s  provided to m e  

from Attachment A of the  Agreement. T h e  other amounts on  Exhibit KDC-1 not 

resulting from specific calculations were obtained from the  books a n d  records of AEP. 

Please generally describe the provisions of the regulatory plan pertaining to customer 

bill reductions. 

As s ta ted in the Agreement AEP will implement net merger savings reduction riders 

that will reduce bills to customers  by the  annual amounts  shown in Attachment A (of 

the Agreement) beginning with the first revenue month after the consummation of the  

merger. T h e  annual bill reduction amounts  shown in Attachment A will be  allocated 

to ra te  classes based upon total revenues,  excluding fuel cost  adjustment, a n d  

credited to customers' bills through the  application of a per kilowatt hour factor 

specific to each rate class, Each individual year 's  bill reduction will apply for a twelve 

month period except for a n  adjustment during e a c h  third quarter to reconcile actual 

kWh sales and  projected kWh sales for the prior year. The last reduction will continue 

to apply in years following the end  of year eight until base rates for the [ISM] operating 

company are changed.  

In addition the Agreement states that notwithstanding any base rate proceeding 

during the eight year period after the  consummation of the merger, t he  annual 

customer bill reductions will remain in effect. 

P l ease  describe the rate design methodology of the  regulatory plan. 

Exhibit KDC-1, P a g e  1 of 3, shows the  allocation to the  rate classes of the Year 4 



CURRY - 4 

1 

2 

3 

4 

5 

6 

7 

8 Q. 

9 

10 

11 A. 
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23 A. 

24 

25 

customer bill reduction provided to me from Attachment A of the Agreement. Billed 

revenues excluding fuel clause adjustment revenues for 1998 were utilized, in the 

sample calculations as the basis of allocating the customer bill reduction to the rate 

classes. Shown on Exhibit KDC-1, Page 2 of 3, is the sample derivation of Year 4 

energy credit factors by rate class determined by dividing the allocated savings from 

Exhibit KDC-1 , Page 1 of 3, by 1998 billed energy in kilowatt-hours and rounding the 

result to six decimal places. 

Is the rate design methodology contained in the Agreement a fair, reasonable, and 

equitable means by which to allocate the annual customer bill reductions to the AEP 

rate classes? 

Yes. As shown on Exhibit KDC-1, Page 3 of 3, the rate design methodology 

contained in the Agreement provides a fair, reasonable, and equitable means by 

which to allocate the annual customer bill reductions to the AEP rate classes. 

Specifically, Page 3 demonstrates that based upon the sample Year 4 energy credit 

factors, the rate classes of residential, commercial (MGS), and industrial (IPARP) will 

each receive a reduction of approximately 1.14% as the result of the AEP / CSW 

merger savings. The rate design methodology is fair, reasonable, and equitable as, 

regardless of rate class and irrespective of the base rate design of any particular rate 

class, each tariff service rate class, by virtue of the consummation of the AEP / CSW 

merger, will receive an equivalent bill reduction as a percentage of average electric 

service cost. 

How will AEP implement the customer bill reductions of the Agreement? 

Prior to consummation of the proposed AEP / CSW merger, AEP will make a 30-day 

filing, with accompanying tariff sheet, with the Commission to establish the net merger 

savings reduction riders specific to each rate class that will reduce bills to customers, 
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beginning with the first revenue  month after the  consummation of the merger, by the  

effect, in total, of the  Year  1 customer bill reduction amount shown in Attachment A 

of t h e  Agreement.  The merger  savings reduction riders, in the form of per-kilowatt 

hour fac tors  specific to each tariff service rate class, will be based upon the  latest 

available total revenues, excluding fuel cost adjustment. Prior to the beginning of the  

s e c o n d  fiscal year  following consummation of the  merger AEP will make a 30-day 

filing to establish the net merger savings reduction riders to effect the Year 2 customer 

bill reduction and  prior to the third quarter of the second fiscal year, a 30-day filing will 

be made  to establish the  adjustment to the riders, as required by the  Agreement, to 

reconcile actual kWh sales a n d  projected kWh sales for the prior fiscal year. The 

adjusted riders will be in effect for the  seventh through the  ninth billing months of t he  

s e c o n d  fiscal year after which the  riders will return to the  unadjusted level. This 

process, consisting of two 30-day filings per  year,  will be  repeated annually through 

the reconciliation of the eighth fiscal year. The last reconciled reduction will continue 

to apply in years  following the  e n d  of the  eighth fiscal year  until base rates for AEP 

are changed.  

D o e s  t h e  Agreement in this proceeding refer to the  Stipulation and  Settlement 

Agreement approved by Commission Order on  March 30, 1999 in C a u s e  No. 38702- 

FAC40-SI ? 

The Agreement provides that to mitigate potential s t randed investment, AEP will 

increase the funding for the  provision of paragraph 21 [nuclear decommissioning] of 

the settlement agreement approved by the Commission in C a u s e  No. 38702-FAC40- 

S1 in t h e  additional amount of $5.5 million annually starting January 1 ,  2001 for a 

three year period ending December 31, 2003. Further, the  rate filing limitation in 

paragraph 8 of that settlement agreement is extended by o n e  year  to January 1 , 2005 
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and AEP will abide by the provisions of paragraphs 8, 9, and 10 of that settlement 

agreement, regardless of the outcome of any litigation in that Cause. 

In addition, the net merger savings allocated to shareholders will be excluded 

from the earnings test in determining AEP's compliance with the provisions of I.C. 8-1 - 
2-42(d)(2) and (3) to which AEP remains subject under the terms of the Settlement 

Agreement approved in Cause No. 38702-FAC40-SI. 

Does this conclude your direct testimony? 

Yes. 



E x h i b i t  KDC-1 
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AMERICAN ELECTRIC POWER CORPORATION 

CENTRAL AND SOUTH WEST CORPORATION 

Sample Merger Savings Calculations 
Year 4 

AND 

INDIANA RETAIL ALLOCATION OF MERGER SAVINGS 

CI ASS SAVINGS ALLOCATIQJY 

1998 BILLED 
REVENUES - 

RS $277,93521 6 

SGS $20,241,182 

MGSIIS $142,794,918 

LGS $91,056,061 

aP $31,867,075 

IPllRP $165,522.182 

MS $6,090,801 

wss $6,278,508 

EHS $3,173,878 

EHG $1,891,605 

OL $5,069.91 8 

SL $4.171.718 

TOTAL - 
CUSTOMER BILL REDUCTION 

DIFFERENCE 

36.759% 

2.677% 

18.886% 

12.043% 

4.215% 

21 392% 

0.806% 

0.830% 

0.420% 

0.250% 

0.671% 

0.5525b 

l!x.w!a 

ALLOCATED 
SAVlNGS 

$3,186,270 

$232,042 

$1,637.038 

$1,043,887 

$365,356 

$1,897,599 

$69,864 

$71,944 

$36,406 

$21,670 

$58,162 

J47.&47 
$8,668,085 

$8.668.ooo 

%!5 



0 Exhibit KDC-1 
Page 2 of 3 

AMERICAN ELECTRIC POWER CORPORATION 

CENTRAL AND SOUTH WEST CORPORATION 

Sample Merger Savings Calculations 

AND 

INDIANA RETAIL ALLOCATION OF MERGER SAVINGS 

Year 4 

RS 

1998 
BILLED 

ENERGY 
4,047,017,056 

ENERGY 
CREDIT 
$/kWh 

0.000787 

CREDIT 
REV EN U E 

VERlFlCAT ION 
$3,185,002 

SGS 229,797,377 

MGSllS 2,2071 31,117 

LGS 1,695,719,886 

QP 583,909,420 

IP/IRP 4,267,727,505 

MS 91,279,920 

wss 144,904,774 

EHS 46,446,978 

EHG 27,198,918 

OL 42,539,314 

SL 62.516.045 

TOTAL 13.446.188.310- 
CUSTOMER BILL REDUCTION 

DIFFERENCE 

0.001010 

0.000742 

$232,095 

$1,637,691 

0.00061 6 

0.000626 

0.000445 

0.000765 

0.000496 

0.000784 

0.000797 

0.001 367 

0.000765 

$1,044,563 

$365,527 

$1,899,139 

$69,829 

$71,873 

$36,414 

$21,678 

$58,151 

$47.825 

$8,669,787 

$8.668.o00 

2Lza 



E x h i b i t  KDC-1 
Page 3 of 3 

Design - Csrnparison By Rate class Merger Savings Rate 
Year 4 

Residential Rate Class 

1998 Billed Energy (kWh) 

1998 Year End Customers 

1998 Usage Per Average Customer (kWh) 

Energy Credit ($ I kWh) 

Annual Merger Savings Per Average Customer 

1998 Billed Revenues Excl. Fuel Clause Adjustment 

1998 Year End Customers 

1998 Revenues Excl. FCA Per Average Customer (kWh) 

Annual Merger Savings Per Average Customer (%) 

!MGS) Rate Class 

1998 Billed Energy (kWh) 

1998 Year End Customers 

1998 Usage Per Average Customer (kWh) 

Energy Credit (15 I kWh) 

Annual Merger Savings Per Average Customer 

1998 Billed Revenues Excl. Fuel Clause Adjustment 

1998 Year End Customers 

1998 Revenues Excl. FCA Per Average Customer (kWh) 

Annual Merger Savings Per Average Customer (%) 

!IP/IRP\ Rate Class 

1998 Billed Energy (kWh) 

1998 Year End Customers 

1998 Usage Per Average Customer (kWh) 

Energy Credit (S I kWh) 

Annual Merger Savings Per Average Customer 

1998 Billed Revenues Excl. Fuel Clause Adjustment 

1998 Year End Customers 

1998 Revenues Excl. FCA Per Average Customer (kWh) 

Annual Merger Savings Per Average Customer (%) 

4,047,017,056 

384.794 

10,517 

(b0.00079 

$.4..3l 

$277,935,216 

384.794 

%722.30 

2,207.131.117 

lKU8 

134,762 

%0.00074 

sXLz2 

$142,794,918 

163L8 

%8.718.70 

751 

4,267,727,505 

E.6 

27,357.228 

%W 

fLLQzA4 

$1 65,522.1 82 

15s 

$-19&03363 

um6 



STATE OF INDIANA 

INDIANA UTILITY REGULATORY COMMISSION 

IN THE MATTER OF THE INVESTIGATION 
ON THE COMMISSION’S OWN MOTION ) 
INTO ANY A!W ALL MATTERS RELATING ) CAUSE NO. 41210 
TO THE MERGER OF AMERICAN 1 
ELECTRIC POWER, INC. AND CENTRAL ) 
AND SOUTH WEST CORPORATION 1 

) 

STAFF IUT,GOTIATING TEAM REPORT REGARDING SETTLEMENT 
AGREEMENT BETWEEN AEP ANC, THE STAFF NEGOTATING TEAM 

PREPARED BY: 

Robert C Glazier, Director of Utilities 
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Joseph Sutherland, Director of Operations 

Douglas Gotham, Associate Director of the State Utility Forecasting Group 
Robert Boerger, Principal Accountant 

Abby R. Gray, Special Counsel to the Staff Negotiating Team 

DATE: 
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On June 29, 1998 in Cause No. 41210, the Commission initiated an investigation 

into any and ali matters relating to the proposed merger of American Electric Power, Inc. 

(AEP) and Central and South West Corporation (CSW). In that Order the Commission 

noted, “a merger of AEP and CSW will create the largest electric utility holding company 

in North America in terms of generating capacity.” The Commission went on to say, “it 

believes that the Proposed merger could have a significant impact on the electric industry 

and custoners in both Indiana and across the region. We are also concerned about the 

proposed merger’s effect on reliability of service and the development of independent 

system operators.” The Commission indicated that it had concerns relating to the 

potential impact of the merser on Indiana ratepayers and in an attachment to the Order 

designated as “Exhibit A” the Commission listed the broad areas that it intended to 

investigate to the extent they ultimately effect jurisdictional Indiana ratepayers. Some of 

the more significant areas listed were: IS0 issues; allocation of benefits and costs of 

merger; continued access to company records, reports and data; Ohio Power Gap problem 

and the effectiveness of state regulation of affiliate transactions; and effects of the merger 

on state regulatory initiatives. 

On Seprember 2, 1998 the Commission issued an order appointing a Staff 

Negotiating Ttwn to attempt to negotiate a settlement of the issues presented in this 

cause. The order directed the Staff Negotiating Team “to co-ordinate its efforts, to the 

greatest exrent +ossible, with all other states’ utility commissions involved in examining 

the AEP,/CSW iner3er.” The order hrther indicated that “the negotiating team should 

2 
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endeavor to invdve representatives of the intervening parties in the negotiation process.” 

The order a!sc kdicated that there would be periodic status conferences held to provide 

information regarding the status of negotiations and that the Negotiating Team should 

submit written status reports. 

On September 17, 199s the Commission issued a docket entry requesting that 

AEP and CSM‘ answer a series of data requests designated as “First Set of Data 

Requests”. 

On November 30, 1993 the Commission issued a docket entry directing that any 

negotiated settlment should be filed with the Commission on or before March 5, 1999. 

The Staff Negctiating Team filed four requests for extension of time concluding with the 

Cornmission providing that a negotiated settlement should be filed no later than April 12, 

1999. 

PROCE ssj 
The Staff Negctiating Team, in order to carry out the directives of the 

Commissieii, has participhted in scores of meetings and teleconferences involving nine 

other state commissions, all intervenors in Cause No. 41210, interested parties in Ohio, 

the Federa! Energy Regulatory Commission (FERC) Trial Staff, and AEP and CSW. 

These veetings and teleconferences have involved almost every possible combination of 

the entities listd. The two most notable face-to-face meetings occurred in St. Louis on 

September 24 and 25, 1998 between AEP/CSW and the state commission staffs of 

Indiana, C! hio. Oklahoma, Arkansas, Michigan, Louisiana, Kentucky, Missouri and 

Texas, and the other being held in Muncie, Indiana on February 24 and 25, 1999 with the 



following er:titi:: in attendance along with the Indiana Staff Negotiating Team: AMP- 

Ohio, the Ohio Ccnsumer Counselor, the staff of the Public Utility Commission of Ohio, 

Ohio Industrial Customers, the staff of the Michigan Public Service Commission, Indiana 

Consumers for FLir Utility Rates (ICFUR), Indiana Ofice of the Utility Consumer 

Counselor, Eliron Corporation, and AEP. It should be noted that all intervenors in 

Indiana Cause Wo 41210 and all interested parties in the Public Utility Commission of 

Ohio’s investigation of the AEP/CSW merger were invited to this meeting. Some of the 

other meetinQs a.;d conference calls are referenced in the three status reports of the Staff 

Negotiating Team filed in this Cause and attached to this report as Appendices A, B and 

C. 

The Agreement of AEP and the Indiana Staff is the first substantive agreement 

entered into hy 3 cgmmission staff in regards to the proposed merger. Arkansas Staff did 

enter into afi sgxement with CSVJ, which was approved by the Arkansas Commission on 

August 13, 1998, but it did not deal with the breadth of issues that are dealt with in the 

Indiana Agreement We understand that AEP/CSW is close to an agreement with the 

staffs of both Texas and Louisiana Commissions. Also, the Michigan StafT, who has 

worked closely with the Indiana Staff may be proposing a similar agreement to the 

Michigan Commission soon. 

REVIEW @F ?’HE AGREEMENT 

As wi th  most negotiated settlements, this Agreement is the result of intense 

negotiation witit inany “trade-offs” or “give and take” situations and therefore, should be 

looked at as a “package deal” and considered in its entirety. 



Even t!iough the Agreement is entered into by only two parties, AEP and the Staff 

Negotiating, Team, the Agreement is the product of six months of continuous negotiations 

involving all the entities named in the Process Section with many of those parties having 

considerable input into the evolution of the final document. Also, it is important to note 

that many parz3raphs in the Agreement are generic, Le., applicable to all eleven State 

Commissions involved in the proposed merger and, due to the “most favored nation” 

clause contained in paragraph 10, will accrue to the benefit of the AEP retail customers in 

all eleven state::. This is a result of the Indiana Staff being designated the lead state by 

the ”Coa1itio.n of St2,tes” and thus negotiating for and on behalf of all the involved states. 

Man:\. of  the benefits achieved in this Agreement could not be achieved by 

litigation a i  the FERC, but could only be acquired by settlement. For example, several 

states asked T I 3  C tn cmdition the merger on the Applicants making an Ohio Power Gap 

waiver co!i;mitrr,ent for ratemaking purposes at the state level. FERC in its November 

10, 1998 order. setting the proposed merger for hearing declined to impose such a 

condition ori t k  meqer, besause “state commissions can impose in their own 

proceedings ap.mqxiate conditions to ensure that there is no impairment of effective 

regulation at the state level.” (p. 44, FERC order, Nov. 10, 1998) 

A discuminv d t h e  most significant paragraphs of the Agreement is as follows: 

1. NON-t; [XL !vi ERGER SAVINGS 

$~jr.,.r il:/t percent af the Indiana net retail savings projected over the first eight 

years of t l ~  rntl-k:2r will inure to the benefit of ratepayers in the form of bill reductions 

with the rm;,::ifig -fxtyfive percent going to shareholders. The net shared savings are . .  



based on the !xvii:gs and cost projections from the Flaherty Study which was filed by 

AEP/CSW in the FERC docket. 

The StaX agreed to use these "guaranteed" net savings projections because it 

believes that these projections are high and that the ratepayer will receive higher bill 

reductions t h m  if 8. tracking of actual savings and costs were used. Staff believes that the 

projected. ass bmz??+s from mergers are usually over estimated when the mergers are 

initially prqast:ri. 

The aliocation of savings to customers should not be affected by the 

implementa5or: ;if competition and unbundling if the Indiana Legislature passes such 

legislaticn in the fitwe, or if AEP decides to spin off any of its generation facilities. 

In .3dd,ii::crl to the sharing of net merger benefits with customers, AEiP agrees to 

contribute ail xkiitional $ 5 . 5  million annually to the Nuclear Decommissioning Trust 

Fund sta.rtins i:i 2C91 and continuing for three years through 2003 for a total contribution 

of $16 5 rni1lk:i. 

ConGde-ing the sccnial of interest through the date of disposition of the Fund, 

Indiana retail ci.:stomers will ultimately benefit by more than the $16.5 million 

contributed by AEP. Additional contributions to the Fund lowers fbture liability to 

customers :mi diminishes the sizi: of a potential stranded cost. 

Funlier., the company agrees not to file a request for a change in basic rates and 

charges to be effeciive prior to January 1 ,  2005. 



2. FUEL ;JEF-C;.-~R SAVmCS 

All savings :if fuel and purchased power costs resulting from the merger shall benefit 

retaii customers. According to AEP, the AEP East operating companies will receive 50% 

of the projected net h e 1  savings (Data Request Response No. 8). I & M’s share will 

flow ?o rat.tep.qI.:rr, :?,rough ,thle FAC. 

5 .  SYSTEM PJTZGGRATJQN AGREEMENTS 

To protect r2tail customers, AEP agrees to hold harmless the retail customers from 

any mitigaticn i41:1,7 included in any FERC order approving the merger. 

6. ILEGLT AT9R Y A.UTHQRITY 

This par2g:auh provides a waiver of the “Ohio Power Gap” problem by AEP. 

This will zllow the IURC to exam;ne and determine the reasonableness of non-power 

affiliate transaciion costs. Also, AEP will provide each state commission with a notice at 

least 30 days priI:r to any 5lings that propose new allocation factors with the SEC. This 

will provide a i l  oqortunity for AEP and state commission staffs to resolve any 

differences in advance of a filing made at the SEC. 

7. REGI(P1VAL TR,L\NSMISSION ORGANIZATION (RTO) 

AEP ag-ees to file with FEKC an iinconditional application to join a FERC- 

approved regional transmission organization directly interconnected with AEP 

transmissicn fkci!I.ries by December 31, 2000. The December 31, 2000 date may be 

extepdec! if 3y .icne 30, 3OQO. AEP is a signatory to a filing at FERC for approval of an 
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RTO that iricludes two or mm-e directly interconnected control areas, at least one of 

which is n!;t afflized with AEP. Such an RTO filing will extend the December 3 1, 2000 

date to the cfm that is 75 days after the date on which FERC issues an order either 

approving or &!sap proving the proposed RTO. 

The ‘;_;t?.t’f Negotiatigg Team believes that AEP’s commitment to participate in a 

FERC-approv?? RTO is consistent with ITJp.C comments in FERC’s inquiry concerning 

merger polic~.r in Docket No. RM96-6-000. The IURC stated “transmission is the key to 

a competitive market. Given the importance of transmission generally, the arguments for 

the indepeden.1: c!oerattion of transmission systems are compelling. To create a truly 

independent tS9 ,  r;rember utilities must grant control to an independent third party.” 

(Comments of I’LTf“.(: in FERC Docket Rk/196-6-000, May 1, 1996, p.7) 

AH3 has $.:so cmmitted to make a best efforts attempt at achieving reciprocal 

pricing arra.ngyrne!its with contipous RTOs in any filing to which AEP is a signatory 

seeking FERC qyrnval of the formation of a new RTO. 

AEP n i i l  cxvide Sweratio? dispatch information necessary to monitor the effect 

on constrsined rrarismission facilities of any RTO to which it is a member and any other 

RTO provEdi ng service over any iransmission facilities directly interconnected with AEP 

east zon!: transmission facilities. Also, AEP and the Staff Negotiating Team agree that 

the ultimate qoal should be a large regional transmission organization perhaps 

encompassin 4 tlie e!itirr: Eastern Interconnection. 

The S t.if Negotiating Team believes that the above commitment helps to avoid 

the First EnersJr problem bv setting dates by which AEP must take specific actions to 

transfer oper.aiior: ;d control of its tTansmission facilities to a FERC-approved RTO. On 

s 



October 25, !?T, the FERC approved the First Energy merger with the expectation that 

First E n e r g  wis to join an IS0 to mitigate market power concerns. In a follow-up order 

issued Noverriber 1_0, 1998, the FERC expressed concern that First Energy had not shown 

any progress toward joining an IS0 and ordered First Energy to file a report detailing its 

effort.s rep-dii?q gx:icipation in an ISO. The merger was consummated on November 7, 

1997, but First !?wrgy has yet to join an ISO. 

AWs R TC! coc::.izment will provide AEP with some flexibility regarding which 

I S 0  they joii?. a.rd a x  the same time provides the rURC with a defined deadline. Even 

though there .a I - b ~ ~ f  a “date certain”, as we would prefer, it is not ”open ended” as in the 

First Enerz;; :“:‘::e ?:nd t E P  must join an RTQ. AEP’s participation in a FERC-approved 

RTO sho.J!3.  KC against abuse of vertical market power by requiring its transmission 

systen to !,e c.2 :w:r?d truly hdependent of generation operations. 

8. AFFTI,I:?T?- S T A N D A R D S  

In orft..:. t:) provide a frarnework for oversight and monitoring of affiliate 

transactiom .the agreement contains extensive detailed affiliate standards under paragraph 

8 which shall a p ~ l y  from the date of consummation of the merger until new affiliate 

standards iwpcxed by state legislation or state commission action become effective. Of 

specific note i s  suhparagraFh B which provides access to the employees, officers, books 

and records .:f any affiliate. Also. if employees, officers, books and records can not be 

reasonably madY: a.vailsble, AEP agrees to pay appropriate out-of-state travel expenses to 

access the emp Iyiees, officers, books and records. AEP also commits that operating 
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companies, in:,fLiding I & M, will continue to maintain books and records that are 

separate from ;::e books and records of their affiliates. 

SuDpariGi-3pti D provides that an AEP operating company shall not allow a non- 

utility affi.iati.: 13 rjbtain credit under any arrangement that would permit a creditor, upon 

default, to have x:coime to the o.erating company's assets. It provides seven specific 

restrictions on .%e tinrnciai arrangements of an AEP operating company's affiliates. 

Su5ww.:;ran3 V' requires that AEP contract with an independent auditor to 

conduct bienniai mdits for eight years after the consummation of the merger of affiliated 

transactions to determine compliance with these affiliate standards. The results of such 

audits will be ?.:ed with ttf: stare commissions. 

Evw tini:11.1~l: mtT1nv of the requirements of the Public Utility Holding Company 

Act (PLT!~CA~ 2 . z  ?.overed in the foregoing affiliates standards, AEP has agreed, if the 

PUHCA is rqxx! ed or materially amended znd equivalent jurisdiction is not transferred 

to anothe: fciicral aqencv, to work with the state commissions to ensure that AEP 

continues tr', fi;.-.i.h the state commission with the appropriate information to regulate its 

jurisdictiom! A:FP operatin2 company. 

These -4ffiiiate Standards provide a framework for regulatory oversight and 

monitoring c f  die iictivities of the merged companies as the electric industry transforms 

into a.more zor;ipetitive reqime. 



9. ADEQU.4C'r' RELIABILITY OF RETAIL ELECTRIC SERVICE 

Paragraph 9 of the Agreement provides that AEP Will maintain or enhance the 

adequacy and ;zlii?bility of retail electric service and that it will provide reports to the 

state comriiissions regarding the quality of service on an annual basis. 

10. STATUTORY AND OTHER TSSUES 

ParcQ-aiIh 0 is a "most favored nations" clause. This provides that any benefits 

or COnditiCGS prwided to retail customers in any jurisdiction will be provided to all retail 

customers of AT:? in all retail jurisdictions 

11. CONVP,  -':C PARTICIPATION 

P a r a y ' - h  1 1  o f  the Ayeernent allows the IURC and Staff to continue to 

participate in tk.3 ,FERC and SEC cc?ses in order to support this Agreement and protect the 

public interest of Indiana. 

CHANGES TTJ EhTLOYMENT LEVELS 

It apvea.i'f;. that' empioyment in Indiana will not be negatively impacted as a result 

of the propose6. rnt..:rger In response to IURC Data Request Question No. 32, AEP stated: 

Staff rcc'!uctiony b.l.1 cornuany, by slibsidiary and by department have not 
yet i : x :  :!t+=i-mliIt% and will not be determined until the transition teams' 
rt?cmm-.i:rdzt.ions are mad? and the integration process is completed. 
€imw~t~.:, t h e  ace &e!y to be few, if any, reductions of field personnel at 
the operatinp companies; mcst, if not all, reductions will come from the 
c o q x r ~ f h :  a . td  service company levels. There are no current plans to 
close ai-,.? facilities in Indiana as a result of the AEiP/CSW merger. Refer 
a!sa if:) t k  tiirect t d m o n y  of Thomas J. Flaherty in Texas Docket No. 
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, ,-.,, r - . 
:l:cJ,j : . i  .,ti:ich !.I>; states at ?.;e 25 that none of the field work force is 

;3P?,,,.f ._ -I- . .  <'< ,.,- b;. tke combination and that positions directly responsible for 
s a f q . .  :x!kbi l~ty or senice quality will not be negatively impacted. 

In respone;. 19 I fJ2.C Dzta Request Question No. 50, AEP stated: 

The AEI?/CSW merger should not affect the ability of I&M's coal- 
fir.>$. pj;;.<!t~ to complv with Phase II of the Clean Air Act Amendments. 
The P!?.?s; TI compliance plan anticipates continued use of current coal 
siioplic:: f:i niwt units and a possible fuel switch at Tanners Creek Unit 4 
alons .with SO2 allowances as part of a broader, AEP system compliance 
prcgl-ail-;. The: Pliaye I1 compliance plan for NOx includes installation of 
KOx ccmbirstion technology at Tanners Creek Plant and inclusion of both 
Tarinei.5: C x e k  and Rockport units in an AEP system NOx averaging plan. 
As ir.dii:ztk in response to Question 49, the merger of AEP and CSW 
c; ,vdi j  t . ; - . . . ; , i j ~  ; i i  iwreased rlexihilitv in meeting the requirements of Phase I1 
m - o s ~ :  .t,'/if: c;otnbIned systerne.. 

nx Aexibil2y undci: Phase I1 of the CAAA acid rain program is 
prp;videi. i:i two aT2:as 'The SO2 program, with its reliance on fully 
t-w:s:iy:)tk x . ) L  z i l x v m x ; ,  sllows a utility system to effectively "bubble" 

I:xP.<.. systt.rr1, compliance plan. The merger of the AEP and 
; will resu1.r in a greater number of units in such a system plan, 

y increasing the flexibility of the compliance strategy. In 
:.ii:i: :.Gx ?riJg:a:l? iinder Rhase I1 allows for multi-unit NOx 

avergii iy plans thar can have a similar effect. The potential benefits of a 
tsci!;:l~it;.'~.c. ::.yxt:iii c..)mpi;arlce ?lati cuuld begin in the year 2000, the first 
year ci'7'hr:.se iI. Thes,e potential benefits have not been quantified at this 
tiine. 

,-,,-.+ . 

. .  
'Tlic S i  :Y Kt~. , j , , ; t im~:  Team believes that this Settlement Agreement fairly 



~ ~ Q ~ { ~ > / ~ ~ T ~  ::i.,'b,'liJQ.Xs, 

The Sca.ii'recornmends that the Commission: 

1 .  Acc.i:.pt and approve ,the Settlement Agreement in its entirety without any 

chaiige or condition thtit is unacceptable to any signatory; 

A,:?,-- ' 

t(-. !::;-tii:ipatcl: at the FE8.C and SEC to support the settlement and to protect 

en,d G x i , ~ i -  the public interest in Tndiana, in accordance with the restrictions in 

?. . ix x d  direct the Staff Negotiating Team and legal counsel to continue 

tbe 2qrrc:ernent; 

3. Tssirc: m ordcr in t l i s  Csuse prior to April 27, 1999, which is the date 

sc~ii:~;~$.ild for filing cf  direct testimony by state commissions in the FERC 

1;os .: 
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INDIANA UTILITY REGULATORY COMMISSION 

QUALIFICATIONS OF ROBERT C. GLAZIER 

I am the Director of Utilities for the Indiana Utility Regulatory Commission and in 

that position I manage and supervise its Technical Staff. I have held that position since April, 

1985. In that capacity, I direct the Staff in analyzing filings in utility cases and in various 

other technical matters of concern to the Commission. I am the chief technicaVpolicy advisor 

to the Commission and also supervise the activities of the State Utility Forecasting Group at 

Purdue University. I started with the then Public Service Commission as its Chief Engineer in 

January, 1982 and held that position until my promotion to Director of Utilities. 

Prior to joining the Commission, I was the Regional Hydrologist of Region 3, Office 

of Surface Mining, U.S. Department of Interior. I received a Bachelor of Science degree from 

Tufts University in Geology and Civil Engineering in 1964. In 1964, I attended the U.S. Air 

Force Officer Training School and was Commissioned a Second Lieutenant. I attained the 

rank of Captain and became the Commander of a geodetic survey detachment prior to my 

release from active duty in 1968. From 1968 to 1979 I was a hydraulic engineer with the 

Division of Water, Indiana Department of Natural Resources. 

I am a Registered Professional Engineer and a Certified Professional Geologist. I am 

a member of the American Society of Civil Engineers and the Executive Committee of the 

Indiana Council for Economic Education. I am a 1985 graduate of the Governor’s Executive 

Development Institute. I have attended various conferences, seminars and symposiums on 

utility regulation including the NARUC Advanced Regulatory Studies Program; the 

Workshop on Developing Public Utility Commission Rules and Procedures for Electric 

Utility Compliance with the Clean Air Act Amendments of 1990, sponsored by the U.S. EPA, 

U.S. Doe and NRRI; Emission Allowances: Market Opportunities and Strategies, presented 

by ICF Resources, Inc. and the National Seminar on Public Utility Commission 

Implementation of the Energy Policy Act of 1992, conducted by the NRRI and U.S. DOE. 
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I have been a member of many important committees including Governor Bayh’s Acid 

Rain Working Group and Governor Orr’s Acid Rain Task Force, and I was Chairman of the 

Commission’s Executive Committee on the 1986 Tax Reform Act which resulted in $138 

million dollars in annual savings to Indiana utility ratepayers. I also was Chairman of the 

lURC round table discussions on FERC proposals to promote competition in the electric 

utility industry and directed the preparation of comments filed with FERC. In addition I was 

a member of the Regulated Utilities Workgroup of the Indiana Energy Policy Forum. I have 

been a guest lecturer on regulated and competitive utilities for several years at the Energy, 

Economics and the Environment summer seminar for practicing teachers sponsored by the 

Indiana Council for Economic Education. I am a recipient of “Sagamore of the Wabash” 

award, the highest honor which the Governor of Indiana bestows. 

I have testified as an expert witness before the Indiana Natural Resources Commission 

in administrative hearings and before several Indiana Circuit Courts on behalf of the 

Department of Natural Resources. I have also presented testimony before the U.S. 

Department of Interior Administrative Law Board on behalf of the Office of Surface Mining 

and before various U.S. District Courts on behalf of the Department of Interior, the U.S. 

Army Corps of Engineers and the Commission. In my tenure with the Commission, I have 

testified before the Commission on many occasions, including Cause 39347, the petition of 

Southern Indiana Gas and Electric Company for approval of its Environmental Compliance 

Plan, Cause 39477, the petition of the Indiana Municipal Power Agency for approval to 

purchase a portion of a power plant, and Cause 39437, the petition of Indianapolis Power and 

Light Company for approval of its Environmental Compliance Plan. I was the chief 

negotiator for the IURC on the federavthree-state settlement of the merger of PSI Energy and 

CG&E to form CNergy and testified in Cause No. 39897 in which the Commission approved 

the settlement agreement. 



C O M M O N W E A L T H  OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61  5 

FRANKFORT, KY. 40602  
(502) 564-3940 

April 20, 1999 

Errol K. Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 . 
Ashland, ICY. 41105 1428 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH. 43215 2373 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY. 40602 0634 

Company, Inc. 

RE: Case No. 99-149 

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerely, *-*- Stephanie Bell w4 
Secretary of the Commission 

SB/hv 
Enclosure 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE JOINT APPLICATION OF KENTUCKY POWER ) 
COMPANY, AMERICAN ELECTRIC POWER COMPANY, ) CASE NO. 99-149 
INC. AND CENTRAL AND SOUTH WEST CORPORATION ) 
REGARDING A PROPOSED MERGER ) 

O R D E R  

IT IS ORDERED that Kentucky Power Company (“Kentucky Power”), American 

Electric Power Company, Inc. (“AEP”), and Central and South West Corporation 

(“CSW) (collectively ”Joint Applicants”) shall file the original and 12 copies of the 

following information with the Commission no later than May 4, 1999, with a copy to all 

parties of record. Each copy of the data requested shall be placed in a bound volume 

with each item tabbed. When a number of sheets are required for an item, each sheei 

shall be appropriately indexed, for example, Item l(a), Sheet 2 of 6. Include with each 

response the name of the witness who will be responsible for responding to questions 

relating to the information provided. Careful attention should be given to copied 

material to ensure that it is legible. Where information requested herein has been 

provided along with the original application, in the format requested herein, reference 

may be made to the specific location of said information in responding to this 

information request. When applicable, the information requested herein should be 

provided for total company operations and jurisdictional operations, separately. 

1. Refer to the Application, Exhibit 4, “Agreement and Plan of Merger,’’ 

Article IX. 



a. Based on the terms contained in Article IX, what is Kentucky 

Power’s potential share of: 

(1) 

(2) 

(3) 

The $20 million Termination Fee? .. 

The $225 million Topping Fee? 

The $20 million Out-of-Pocket Expenses? 

b. If any of the fees or expenses-listed above were incurred, who 

(Kentucky Power’s shareholders or ratepayers) will bear them? Explain. 

2. List all regulatory and governmental approvals either required or 

requested in conjunction with the proposed AEP/CSW merger. Include any approvals 

needed for investments outside of the United States. Indicate the status of each as of 

April 15, 1999. 

3. 

. .  

Provide the organizational structure of CSW as of April 15, 1999, using the 

format contained in “AEP’s Disclosure Letter” at Exhibit 4 of the Application, page 137 

of 149. 

4. Refer to Exhibit 4 of the Application, pages 106-107 of 149. 

a. Are the Change in Control Agreements listed on these pages the 

source of change in control payments referred to in the Direct Testimony of Richard E. 

Munczinski? 

b. If not, provide a brief description of these agreements and state the 

total dollars associated with these agreements. 

5. At Exhibit 4 of the Application, page 123 of 149, “Company Permitted 

Transactions” are listed and described. 
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a. Update the status of the listed transactions as of April 15, 1999. 

Include any transactions that have been commenced since December 21, 1997. 

b. (1) Does AEP have any “Permitted Transactions’’ as of April 15, 

1999? 

(2) If yes, describe each Permitted Transaction using the format 

contained in Exhibit 4 of the Application, pages 123-129 of 149. 

6. Refer to the Application, Exhibit 4, page 137 of 149. Provide AEP’s 

organizational structure as of April 15, 1999, using the format shown on page 137 of 

149. 

7. a. Has AEP acquired any natural gas production, transmission, 

distribution, or other related assets or operations since December 21, 19977’ . 

b. If yes, describe each acquisition and how it will relate to AEP’s 

current operations. 

8. Refer to the Direct Testimony of Thomas J. Flaherty. 

a. At page 14 of his testimony, Mr. Flaherty states that the estimates 
\ 

of cost savings were developed for a IO-year period beginning April 1 , 1999. 

(1) 

(2) 

At page 24 of his testimony, Mr. Flaherty states that since AEP and 

Over what time period were these estimates prepared? 

When were the final estimates completed? 

b. 

CSW are electric companies, there was no opportunity for cost reduction in gas 

operations areas as in other previous mergers. If AEP has acquired natural gas assets 

or operations, how would such acquisitions affect Mr. Flaherty’s overall analysis of the 

potential merger savings? 

-3- 



9. Refer to the Direct Testimony of Richard E. Munczinski. 

a. Describe the nature and purpose of the change in control 

payments. 

b. Explain why any AEP operating company, shareholder or ratepayer 

should bear any cost associated with the change in control payments since the 

payments result from agreements that CSW executed with its officers in 1996. 

Refer to the Direct Testimony of Richard E. Munczinski, page 20. 

a. 

- 

I O .  

Does the use of a KWH factor to calculate the net merger savings 

eliminate the need to allocate net merger savings to Kentucky Power’s various 

customer classes? 

b. Does the method proposed to calculate the net merger savings 

credit for Kentucky Power differ from that proposed to any other state regulatory 

commissions by any other AEP operating companies? If yes, identify the state 

regulatory commission(s) to which a different method(s) was proposed and describe 

how that method differs from the proposal before this Commission. 

e 

c. Is the methodology proposed in this proceeding the same as that 

agreed to in the Stipulation and Settlement Agreement filed with the Indiana Utility 

Regulatory Commission (“IURC”) on April 12, 1999 (“Indiana Settlement”)? If not, 

describe the differences in the methodologies. 

11. Refer to the Direct Testimony of Richard E. Munczinski, pages 23-25. 

a. Assume the proposed merger is approved and consummated. As a 

condition for receiving final approval from another regulatory commission, a shift in AEP 

member load ratios to the detriment of Kentucky Power is required. All other things 
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being equal, explain how AEP’s hold harmless provision would protect Kentucky 

Power’s ratepayers from a change in the member load ratio resulting from this 

condition. 

b. Under the most favored nation provision, explain how AEP 

envisions the “equivalent net benefits and conditions” clause operating. 

c. Based on the provisions of the .Indiana -Settlement currently 

pending and the most favored nation provision set forth in the Munczinski Direct 

Testimony, identify each benefit or condition contained in the Indiana Settlement which 

would be extended to Kentucky ratepayers if the IURC adopts the agreement. 

12. In its May 13, 1994 Order in Case No. 94-104,’ the Commission identified 

and discussed. the following areas of concern: Additional- Regulatory Concerns, 

Protection of Utility Resources, Monitoring, and Reporting Requirements. To the extent 

that these concerns have not been addressed by the Applicants in their application or 

would not be addressed by the most favored nation provision as it relates to the Indiana 

Settlement if approved, how does AEP propose to address these concerns? 

13. Refer to the Direct Testimony of Richard E. Munczinski, Exhibit REM-3, 

page 3 of 4. Identify the appropriate workpapers that show the allocation of the merger 

savings between non-operating and operating. 

14. Refer to the Indiana Settlement, Section 8 - Affiliate Standards, pages 6 

through 11. If adopted by the IURC, does AEP intend for these standards to be 

’ Case No. 94-104, Application of the Cincinnati Gas & Electric Company and 
ClNergy Corp. for Approval of the Acquisition of Control of The Union Light, Heat & 
Power Company by ClNergy Corp. 
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applicable to all subsidiaries and affiliates of AEP, regardless of any state regulatory 

commission action on the subject of affiliate transactions? Explain. 

15. Refer to the Indiana Settlement, Section 8 - Affiliate Standards, Part I, 

page 9. Would market or customer specific information be readily available to an 

affiliate engaged in activities other than exempt wholesale generation or power 

marketing, such as telecommunication services or home appliance repair? Explain. 

16. Refer to the Indiana Settlement, Attachment A. The attachment indicates 

that the total net merger savings over eight years for Indiana are $121,255,000. 

However, Exhibit REM-3 of the Munczinski Direct Testimony, page 2 of 4, indicates that 

the net merger savings over ten years for Indiana Retail are $176,447,940. Provide a 

reconciliation of these two amounts. .To the extent possible, include references to- . 

workpapers and exhibits included with the Application filed in this proceeding. 

17. Refer to the Application, Exhibit 4, page 116-117 of 149. In the 

“Agreement and Plan of Merger,” CSW discloses that it and its subsidiaries have 

several older “grandfathered” gas-fired plants which are not required to have air quality 

permits, but which could be subject to legislation in Texas that would require them to 

incur “substantial” air compliance costs. 

a. 

b. 

What is the current status of this legislation? 

Define the term “substantial” as it is used in this section of the 

“Agreement and Plan of Merger.” 

18. Refer to “Agreement and Plan of Merger,” Section 5.9(b). 

a. What is the current status of the Cook Plant? 



b. Has the Cook Plant’s status had an adverse impact on AEP’s 

operations and/or financial condition since June 1998? 

19. Refer to the Application, Exhibit 4, page 145-146 of 149. (AEP’s 

Disclosure Letter, Section 5.14(4).) 

a. What is the current status of the appeal of EPA’s 8-hour ozone 

standard filed by the Utility Air Regulatory Group? 

b. In its Disclosure Letter, AEP states that the cost of meeting stricter 

NO, standards could be “substantial.” For purposes of this section, how is the term 

substantial defined or measured? 

20. At page 22 of his testimony, Mr. Flaherty lists “Revenue Enhancement” as 

one of the savings areas derived from the operational synergies that are created upon. . - .  

the integration of two independent operations. He states that “[nlo such revenue 

enhancement opportunities were identified in this [AEP-CSW merger] transaction.” He 

specifically refers to increased off-system sales as an example of such revenue 

enhancement opportunities. Explain why the combination of the AEP and CSW 

systems would not be expected to produce a greater level of off-system sales than the 

two systems could achieve independently. 

21. 

22. 

When do AEP and CSW expect their proposed merger to be completed? 

Refer to the Direct Testimony of J. Craig Baker, pages 16 -21. 

a. (1) Explain why an analysis of external markets was not 

included in the base case production cost analysis set forth in Exhibit JCB-2. 

(2) Explain why the analysis of external markets shown in 

Exhibit JCB-7 does not directly relate to the issue of foregone revenues. 
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e 
b. The East Zone (the existing AEP system) is expected to a 

significant exporter of generation to the West Zone (the existing CSW system) and a 

relatively small importer of generation from the West Zone. Explain why this 

expectation does not indicate that a significant amount of the estimated foregone 

revenues are revenues that will be foregone by AEP rather than CSW? 

c. (1) Have the Applicants performed any analysis or study to 

separate the estimated $61 million in foregone net revenues by zone? 

(2) (a) If yes, provide these analyses or studies. 

(b) If no, explain why not. 

23. At pages 7 and 8 of his direct testimony, Mr. Munczinski states that the 

costs to achieve. the merger will be deferred and amortized over a 5-year period 

beginning with the date of closing. He further states that the Net Merger Savings Credit 

Rider, under which customers will receive their portion of non-fuel merger savings, will 

continue until the earlier of 10 years or the implementation of mandated unbundling and 

retail competition. Explain why customers would be charged the merger costs over a 

period of time that is equal to only one-half the time period over which the savings 

would be spread. 

24. At page 12 of his direct testimony, Mr. Bailey states that “AEP commits 

that quality of service for KPCO customers will be maintained or where necessary 

improved as a result of this merger.” 

a. Explain how the proposed merger will improve service in those 

areas of Kentucky Power’s service territory that have experienced and continue to 

experience long-standing reliability and service quality problems. 

-8- 
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I b. To what extent would the application of additional resources to 
I 

these areas result in improvements in service quality and reliability? 

25. On page 7 of 258 of his testimony, Dr. Hieronymous states that “the 

transfer of 250 MW of previously unavailable economic capacity from AEP to CSW 

actually increases supply in the area where CSW operates, which ordinarily would be 

expected to lower, rather than increase, prices.” Using this same line of reasoning, will 

not the area in which AEP operates experience a decrease in available capacity, which 

will result in a price increase? Explain. 

26. What are the results of the post-merger but pre-divestiture market power 

analysis (i.e., the Herfmdahl-Hirschman Indexes (“HHIs”)) for the CSW-SPP and 

CSW-ERCOT areas? . 

27. The Applicants state that their strategy of divesting 550 MW of generation 

capacity in CSW-SPP and CSW-ERCOT areas is designed to reduce market power 

and, thus, prevent the exploitation of customers (especially native load).- 

a. In view of Applicants’ intention to connect AEP and CSWs systems 

by a 250 MW transmission line which will allow CSW access to AEP’s generation, will 

the net divestiture of generation by Applicants be only 300 MW? 

b. (1) What is the cost differential between the cost of power 

produced by CSW and that produced by AEP (including transmission charges)? 

(2) What is the cost differential between the cost of power 

produced by Northeastern baseload coal generation in Oklahoma and that produced by 

AEP (including transmission charges)? 
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c. How does the commitment to waive native load priority with respect 

to CSW interconnections protect the customers of CSW? 

28. At pages 28-29 of his testimony, Dr. Hieronymous states that modeling the 

NYPP and the PJM as single suppliers (but not as destination markets) tends to 

increase market concentration and thus are conservative assumptions. Will not the 

inclusion of New York, Pennsylvania, New Jersey, and Maryland into the relevant 

geographic area reduce AEP's market share (since all utilities in each of these states 

will be included in the analysis)? If yes, explain why the inclusion should be considered 

a conservative assumption. 

29. Concerning the nine time periods evaluated in his analysis, Dr. 

Hieronymous defines the .Super Peak as the Top 150 Load Hours. To what period does 

this Top 150 Load Hours apply? 

30. a. How will the merged company maintain operating control of the 

Frontera and Northeastern plants when 50 percent of the former and all of the latter are 

to be divested? 

b. Explain how the Northeastern plant may be considered as divested 

by AEP/CSW if AEP/CSW retains control over the dispatch of its capacity. 

c. What are the results of a market power test conducted in the 

interim period (post-merger but pre-divestiture)? 

31. a. Explain the logic behind a sensitivity analysis that assumes that 

transmission is priced regionally at losses. 

b. Describe the differences, if any, between the ATC sensitivity 

analysis and the TTC sensitivity analysis. 

-1 0- 



0 e 
c. Given AEP’s opposition to joining the Midwest Independent System 

Operator (“MISO”), explain why Dr. Hieronymous’ scenario which assumes that AEP 

joins the MISO is reasonable. 

d. What are the differences between an independent system operator 

(“ISO”) and the other types of regional transmission organizations (“RTO”)? Which type 

of organization is the Alliance? 

32. Provide a detailed summary of the files included on the CD-ROM that 

contains Dr. Hieronymous’ workpapers. Explain the purpose of each file and describe its 

relevance to Dr. Hieronymous’ analysis. 

33. What assurances, if any, will the Applicants provide that Kentucky Power’s 

customers will not suffer any decrease in service quality and reliability as a result of the 

proposed merger? 

34. What additional resources, if any, will be allocated after the proposed 

merger to improving Kentucky Power’s service quality and reliability? 

Done at Frankfort, Kentucky, this 28th day of April, 1999. 

By the Commission 

ATTEST: 
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COMMONWEALTH OF KENTUCKY 

PUBLIC SERVICE COMMISSION OF KENTUCKY BEFORE THE @FQ,%” 

IN THE MATTER OF %:,, 7339 

’& ”a @.. 2 c& 
c%?fl,&?lq 

u : Q p  JOINT APPLICATION OF KENTUCKY POWER COMPANY,) 
AMERICAN ELECTRIC POWER COMPANY, INC. ) 

REGARDING A PROPOSED MERGER ) 
AND CENTRAL AND SOUTH WEST CORPORATION ) CASENO. 99-149 

MOTION TO INTERVENE 

Comes now Kentucky Electric Steel, Inc. (KES) a Delaware Corporation with its 

corporate offices located at US Route 60 West, PO Box 3500, Ashland, KY 41 105-3500 and 

moves that it be granted full intervention in the above captioned proceeding pursuant to 807 

KAR 5:001(8). 

KES is an industrial customer of the Joint Applicant Kentucky Power Company and may 

be substantially affected by the proposed merger in that its rates may increase. KES is also 

concerned about the amount of energy or lack thereof that will be available to it. It is essential 

the KES have a reliable source of economical electric energy and; therefore, requests the 

Commission for full intervention. 

KES believes it has a special interest in this proceeding which is not otherwise adequately 

represented or that full intervention by any other party is likely to present issues or to develop 

facts that set forth the concerns of KES. Intervention in the proceeding will not unduly 

complicate or disrupt the proceeding in the case. 



CERTIFICATE OF SERVICE 

I hereby certify that the original and twelve (12) copies has been filed with the Kentucky 

Public Service Commission and that a copy thereof has been served on the Joint Applicants by 

mailing a true and correct copy thereof, postage prepaid to Mark R. Overstreet, Stites & 

Harbison, 425 West Main Street, Frankfort, KY 40602-0634 and Kevin J. Duffy, American 

Electric Power Service Corporation, 1 Riverside Plaza, Columbus, Ohio, 4321 5-2375, attorneys 

for the Joint Applicants. 

This 27* day of April 1999 

Richard S. Taylor 
Attorne y-at -Law 
3 15 High Street 
Frankfort, KY 40601 

Peter J.P. Brickfield, Esq. 
James W. Brew, Esq. 
Brickfield, Burchette & Ritts, P.C. 
1025 Thomas Jefferson Street, NW 
Eighth Floor West 
Washington, DC 20007 

William H. Jones, Esq. 
Vanantwerp, Monge, Jones & Edwards 
1544 Winchester Avenue 
Fifth Floor 
Ashland, KY 41 101 



COMMONWEALTH OF KENTUCKY 

I In The Matter Of The Joint Application Of 

BEFORE THE PUBLIC SERVICE COMMISSION RE; ; ~ ~ ~ - ~  1 
' L L  

I MOTION TO INTERVENE 

Comes the Attorney General, A. B. Chandler, 111, pursuant to KRS 367.150 (8) which 

grants him the right and obligation to appear before regulatory bodies of the Commonwealth of Kentucky 

to represent the consumers' interests, and moves the Public Service Commission to grant him full 

intervenor status in this action pursuant to 807 KAR 5:001(8). 

, 

APR 2 2 1999 

~ U W C  SUrl\/lCE 
COWm3 ION 

CASE NO. 99-149 
KENTUCK POWER COMPANY, AMERICAN 1 
ELECTRIC POWER COMPANY, INC. AND 1 
CENTRAL AND SOUTH WEST CORPORATION 
REGARDING A PROPOSED MERGER 1 

) 

j/h$+J 
ELIZABETH E. BL CKF , 
G. DENNIS HOWARD, I$ 
ASSISTANT ATTORNEY GENERAL 
1024 CAPITAL CENTER DRIVE 
FRANKFORT KY 40601 
(502) 696-5453 
FAX: (502) 573-4814 

CERTIFICATE OF SERVICE AND OF FILING 

I hereby certify that this the 23d day of April, 1999, I have filed the original and six copies of the 
foregoing with the Public Service Commission at 730 Schenkel Lane, Frankfort, KY 40601, and 
that I have served the parties by mailing a true copy of same to: Errol K. Wagner Director of 
Regulatory Affairs American Electric Power 1701 Central Avenue P. 0. Box 1428 Ashland, KY. 
41105 1428; Honorable Kevin F. Duffy Counsel for Kentucky Power and American Electric 
Power Company, Inc. 1 Riverside Plaza Columbus, OH. 43215 2373; and Honorable Mark R. 
Overstreet Counsel for Central and South West Stites & Harbison 421 West Main Street P. 0. 
Box 634 Frankfort, KY. 40602 0634. n 



C O M M O N W E A L T H  OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

7 3 0  SCHENKEL LANE 
POST OFFICE BOX 61  5 

FRANKFORT, KY. 40602  
(502) 564-3940 

April 22,  1 9 9 9  

Errol K. Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 
Ashland, KY. 41105 1428 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH. 43215 2373 

Honorable Mark R. Overstreet 
Counsel for Cenrral and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY. 40602 0634 

Company, Inc. 

RE: Case No. 9 9 - 1 4 9  
AMERICAN ELECTRIC POWER 

The Commission staff has reviewed your application in the 
above case and finds that it meets the minimum filing require- 
ments. Enclosed please find a stamped filed copy of the first 
page of your filing. 
processed as expeditiously as possible. 

This case has been docketed and will be 

If you need further assistance, please contact my staff 
at 5 0 2 / 5 6 4 - 3 9 4 0 .  

Sincerely, 

Secretary of the Commission 

SB/sh 
Enclosure 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

April 20, 1999 

Errol K. Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0 .  BOX 1428 
Ashland, KY. 41105 1428 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH. 43215 2373 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY. 40602 0634 

Company, Inc. 

RE: Case No. 99-149 

We enclose one attested copy of the Commission's Order in 

.,, the above case. 

Sincerely, 

SB/hv 
Enclosure 

Stephanie Bell 
Secretary of the Commission 

. . . ...~ . ._ . . . .  



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

JOINT APPLICATION OF KENTUCKY POWER 
COMPANY, AMERICAN ELECTRIC POWER COMPANY, 
INC. AND CENTRAL AND SOUTH WEST CORPORATION ) CASE NO. 99-149 

1 

REGARDING A PROPOSED MERGER ) 

) 

O R D E R  

The Commission, having considered the motion of Kentucky Power Company, 

American Electric Power Company, Inc. and Central and South West Corporation 

(collectively “Applicants”) for the entry of a procedural schedule and good cause having 

been shown, HEREBY ORDERS that: 

1. The procedural schedule listed in Appendix A, which is attached hereto 

and incorporated herein, shall be followed. 

2. All requests for information and responses thereto shall be appropriately 

indexed. All responses shall include the name of the witness who will be responsible for 

responding to the questions related to the information provided, with copies to all parties 

of record and 8 copies to the Commission. 

3. Applicants shall give notice ’,% of the hearing in accordance with the 

provisions set out in 807 KAR 501 1, Section 8(5). At the time publication is requested, 

Applicants shall forward a duplicate of the notice and request to the Commission. 

4. Motions for extension of time with respect to the schedule herein shall be 

made in writing and will be granted only upon a showing of compelling reasons. 

5. Neither opening statements nor witnesses’ summaries of prefiled direct 

testimony will be permitted. 



c 

6. Nothing contained herein shall prevent the Commission from entering 

further Orders in this matter. 

Done at Frankfort, Kentucky, this 20th day of April, 1999. 

By the Commission 

. ,r 

ATTEST: 



i 
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APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 99-149 DATED APRIL 20, 1999 

Informal Conference to be held in Hearing Room 2 of 
the Commission's offices, 677 Comanche Trail, Frankfort, 
Kentucky, beginning at 1O:OO a.m., Eastern Daylight Time ........................ 4/22/99 

Initial requests for information to Applicants shall 
be filed no later than ................................................................................... 4/28/99 

Applicants shall file responses to 
the original requests for information no later than ......................................... 5/4/99 

All supplemental requests for information (to 
include only those matters within the scope of 
the initial requests) to Applicants shall be 
filed no later than ........................................................................................ 511 1/99 

Applicants shall file responses to 
supplemental requests for information 
no later than ................................................................................................ 5/17/99 

Last day for Applicants to publish notice 
of hearing date.. .......................................................................................... 5/19/99 

Intervenors' testimony, if any, shall be filed in 
verified prepared form no later than ............................................................ 5/24/99 

Public Hearing is to begin at 1O:OO a.m., Eastern 
Daylight Time, in Hearing Room 1 of the Commission's 
offices at 730 Schenkel Lane, Frankfort, Kentucky, 
for the purpose of cross-examination of witnesses 
of Applicants and Intervenors ..................................................................... 5/28/99 

Briefs, if any, shall be filed not later than ...................................................... 6/4/99 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602 
(502) 564-3940 

April 15, 1999 

Errol K. Wagner 
Director of Regulatory Affairs 
American Electric Power 
1701 Central Avenue 
P. 0. Box 1428 
Ashland, KY. 41105 1428 

Honorable Kevin F. Duffy 
Counsel for Kentucky Power and 
American Electric Power 

1 Riverside Plaza 
Columbus, OH. 43215 2373 

Company, Inc. 

Honorable Mark R. Overstreet 
Counsel for Central and South West 
Stites & Harbison 
421 West Main Street 
P. 0. Box 634 
Frankfort, KY. 40602 0634 

RE: Case No. 99-149 
AMERICAN ELECTRIC POWER 
(Transfer/Sale/Purchase/Merger) OF KENTUCKY POWER & CENTRAL AND SOUTH 

This letter is to acknowledge receipt of initial application 
in the above case. The application was date-stamped received 
April 15, 1999 and has been assigned Case No. 99-149. In all 
future correspondence or filings in connection with this case, 
please reference the above case number. 

If you need further assistance, please contact my staff at 
502/564-3940. 

Sincerely, 

Secretary of the Comm 

S B / j  c 



IN THE MATTER OF : 

JOINT APPLICATION OF KENTUCKY POWER COMPANY,) 
AMERICAN ELECTRIC POWER COMPANY, INC. ) 
AND CENTRAL AND SOUTH WEST CORPORATION ) CASE NO. 99-\4@l 
REGARDING A PROPOSED MERGER 1 

Motion to Enter Procedural Order and Schedule and to Schedule 
Informal Conference 

Kentucky Power Company (“Kentucky Power”), American Electric Power Company, 

Inc. (“AEP”) and Central and South West Corporation (“CSW’) move the Commission to enter 

the attached procedural order and schedule, and to schedule an informal conference in this 

matter, and in support thereof, state as follows: 

1. On April 15, 1999 Kentucky Power, AEP and CSW will file their Joint 

Application with respect to the merger of AEP and CSW. 

2. If the Commission determines it has jurisdiction with respect to the merger, KRS 

278.020(5) requires that the Commission act within 60 days of April 15, 1999, or on or before 

June 14,1999. 

3. Because of the exigencies imposed by KRS 278.020(5), a procedural schedule is 

required to permit all parties a full and fair opportunity to prepare for any hearing the 

Commission may order in this matter. The Order tendered with this motion is modeled on the 



Order entered by the Commission in In the Matter of: Joint Application of Louisville Gas and 

Electric Company and Kentucky Utilities Commny for Approval of Merger, P.S.C. Case No, 97- 

300. 

4. AEP, CSW and Kentucky Power previously have provided copies of the tendered 

Procedural Order and Schedule to representatives of the Attorney General, Office of Rate 

Intervention and the Kentucky Industrial Utility Customers, Inc. 

5 .  Counsel for the Attorney General, Office of Rate Intervention has requested that 

the due date for the intervenors’ testimony be delayed from May 2 1, 1999 (the date provided by 

the schedule as originally circulated) until May 24, 1999. AEP, CSW and Kentucky Power 

believe that such a delay is unworkable as it would result in the loss of three days (May 22, May 

23 and May 24), thereby making it difficult to adhere to the remainder of a very tight schedule. 

In an effort to address the Attorney General’s concerns, AEP, CSW and Kentucky Power have 

offered to amend the proposed schedule to fix the due date for the intervenors’ testimony as 2:OO 

p.m. on May 23, 1999. Such a delay will allow the parties and the Commission two full days to 

review the intervenors’ testimony prior to the suggested beginning of any hearing the 

Commission might order in this matter. No other amendments to the Procedural Order and 

Schedule have been received. 

6. To aid the Commission and the parties in their understanding of the merger and 

the Joint Application, AEP, CSW and Kentucky Power have offered to participate in an informal 

conference to be conducted by the Commission. Representatives of the Attorney General, Office 

of Rate Intervention and Kentucky Industrial Customers, Inc. have stated their willingness to 
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participate in such a conference and have indicated that they could do so on Friday, April 23, 

1999. 

Wherefore, Kentucky Power Company, American Electric Power Company, Inc. 

and Central and South West Corporation respectfully request: 

1.  That the tendered Procedural Order And Schedule be entered; 

2. That the Commission schedule an informal conference in this matter on 

Friday, April 23, 1999 at 1O:OO a.m. prevailing time. 

Respectfully Submitted, 

Mark R. Overstreet 
STITES & HARBISON 
421 West Main Street 
P.O. Box 634 
Frankfort, Kentucky 40602-0634 

Kevin F. DufQ 
American Electric Power Service 
Corporation 
1 Riverside Plaza 
Columbus, Ohio 43215-2373 

COUNSEL FOR KENTUCKY POWER 
COMPANY AND AMEIUCAN 
ELECTRIC POWER, INC. 
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STITES & HARBISON 
421 West Main Street 
P.O. Box 634 
Frankfort, Kentucky 40602-0634 

COUNSEL FOR CENTRAL AND SOUTH 
WEST CORPORATION 

-4- 



CERTIFICATE OF SERVICE 

I hereby certify that a copy of the foregoing Motion to Enter Procedural Order and 
Schedule and to Schedule Informal Conference was served by first class mail, postage prepaid, 
on this 14th day of April, 1999 upon: 

Elizabeth E. Blackford 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, Kentucky 40601 

David F. Boehm 
Boehm, Kurtz & Lowry 
21 10 CBLD Center 
36 East Seventh Street 
Cincinnati, OH 45202 

Richard G. Raff 
Public Service Commission of Kentucky 
730 Schenkel Lane 
P.O. Box 615 
Frankfort, Kentucky 40602-06 15 

Mark R. Overstreet 

KE057:KE131 :I980:FRANKFORT 
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COMMONWEALTH OF KENTUCKY +q e$$=+ 

IN THE MATTER OF : 

JOINT APPLICATION OF KENTUCKY POWER COMPANY,) 
AMERICAN ELECTRIC POWER COMPANY, INC. 1 
AND CENTRAL AND SOUTH WEST CORPORATION 
REGARDING A PROPOSED MERGER ) 

) CASE NO. 99- IW 

O R D E R  

The Commission, having considered the sixty day time limit set forth in KRS 278.020(5), 

HEREBY ORDERS that: 

1. The procedural schedule listed in Appendix A, which attached hereto and 

incorporated herein, shall be followed. 

2. All requests for information and responses thereto shall be appropriately indexed. 

All responses shall include the name of the witness who will be responsible for responding to the 

questions related to the information provided, with copies to all parties of record and 10 copies to 

the Commission, 

3. Kentucky Power Company shall give notice of the hearing in accordance with the 

provisions set out in 807 KAR 5:011, Section 8(5). At the time publication is requested, the 

Applicant shall forward a duplicate of the notice and request to the Commission. 



4. Motions for extension of time with respect to the schedule herein shall be made in 

writing and will be granted only upon a showing of compelling reasons. 

5. Nothing contained herein shall prevent the Commission from entering further 

Orders in this matter. 

Done at Frankfort, Kentucky, this day of April, 1999. 

By the Commission 
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APPENDIX A 

APPENDIX TO ORDER OF KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 99-- DATED APRIL -, 1999 

Informal Conference to be held at the Offices of the Commission 
beginning at 1O:OO a.m. prevailing time .......................................................... 4/23/99 

Initial requests for information to the Joint Applicants shall 
be filed no later than ................................................................................. 4/26/99 

Joint Applicants shall file responses to 
the requests for information no later than.. ........................................................ 5/3/99 

All supplemental requests for information (to 
include only those matters within the scope of 
the initial request) to Joint Applicants shall be 
filed no later than ...................................................................................... 5/10/99 

Joint Applicants shall file responses to 
Supplemental requests for information 
no later than.. ......................................................................................... 5/17/99 

Last Day for Joint Applicants to publish 
notice of hearing date.. .............................................................................. 5/19/99 

Intervenors’ testimony, if any, shall be filed and 
and delivered to all counsel in verified prepared form no later than .......................... 5/23/99 

at 2:OO p.m. 

Public Hearing is to begin at 1O:OO a.m., Eastern 
Daylight Time, in Hearing Room 1 of the Commission’s 
offices at 730 Schenkel Lane, Frankfort, Kentucky, 
for the purpose of cross-examination of witnesses of the 
Joint Applicants and intervenors.. ................................................................ 5/26/99 

Briefs, if any, shall be filed no later than.. ...................................................... 6/4/99 
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wm. J. Mota 
Executive Vice President 
614 223 1100 

1 Riverside Plaza 
Columbus, OH 4321 5 2373 

March 5, 1999 

Helen C. Helton 
Executive Director 
Commonwealth of Kentucky 
Public Service Commission 
730 Schenkel Lane 
Frankfort, KY 40602 

I 1 

MAR 0 8 19% 

Re: Kentucky PSC Assertion of Jurisdiction over CSW Merger 

Dear Ms. Helton: 

In your letter of February 17, 1999, you indicate the Commission Staff 
believes that the Kentucky Commission has jurisdiction under KRS 278 
020(5) to approve the proposed merger of Central and South West 
Corporation into AEP and you wish to be advised in writing by March 8, 
1999 of the date AEP will file an application for Commission approval of 
"the indirect change in control of Kentucky Power Company." This is to 
notify you that we will file the requested application by April 15, 1999. We 
expect to provide you and the Commission with sufficient information to 
enable the Commission to approve our application within the sixty (60) day 
period prescribed by the statute. 

To preserve any legal arguments regarding the application of this statute to 
this merger that might arise we respectfully note that by rnakky this filing 
we should not be assumed to be agreeing with Staffs legal positio?. We 
continue to believe that the statute applies to acquisitions gj Kentucky 
utilities, and not when a holding company which owns a Kentucky utility 
acquires other utilities, not located in Kentucky. 

Very truly yours, 

/' 

Wm. J. Lhota 

WJ L: mjl 
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