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ACTUALS

APPENDIX X
" October 2005
OFFSET OF BUCKEYE PASS-THROUGH CHARGES ASSOCTATED WITH pTA
ACCOUNT

PTM CHARGE DESCRIPTION NO, AP AMT KP AMT IA ART OP AMT €S ANT BUCKEYE TOTAL
Regulation (Revanua) 4470085 -
Splnning Resarve 4470098 (488)
Operaling Ressrve - 08§, 4470088 (335,122)
Capadity Cradit Market 4470098 2834
Allaghsny Transtisslon Congastion 4470401 -
Reactive Supply end Voliage Conlrol (Revenus) 4470104 -
Black Start Sarvice (Ravanus) 4470105 -
Palnt-Te-Palnt Transmizslon Servico 4470108 -
NITS / Other Supporting Facliities 4470107 {1,623,706)
Operaling Reserve - LSE 4470108 127,364
Tr fon Owner duling {Exp ) 4470110 (47,262)
Seams Elimination Cost Assignment Charges 4470119 (210.717)
PJM Sarvica Fea 4580064 (119,329}
Expanslon Cost Recovery A%s0085 8173
Emergancy/E ic Load Resp Program 5550038 -
Excass Enargy Cradit - 0SS 5550038 2,279,756
AEP Inadvardent / AEP Power Faclor - 0SS 5550029 57,606
AEP Inadvarlent / AEP Powsr Facior - LSE 5550040 -
Synchronous Condensing 5550041 (22,719)
Reaclive Supply end Vollags Control {Expansa) 5550042 "(49.626)
Black Start Sarvica (Expensa) 5550043 {4.179)
Excass Energy Credl - LSE 5550048 -
Regulallan (Expense) 5550057 (180,679)
PJM Schaduling System Control and Dispatch Servies - 0SS 5560002 {145,698)
PJIM Scheduling Systern Conlrol and Dispalch Service - LSE 5560003 : 22 sl .
Translianal Market Expanslon / Expansion Intagral 5670008 R e ey -
TOTAL OFFSET OF BUCKEYE PASS-THROUGH CHARGES [ACTUAL) (87.110) (20,740) {52.051) (70.145) (50.094) (280,140)
TOTAL OFFSET OF BUCKEYE PASS-THROUGH CHARGES (ESTIMATED) (211,740) (50.403) (125,878)  (169.423) (122,338) (679,782)
TOTAL OFFSET OF BUCKEYE PASS-THROUGH CHARGES (JULY 2005 ADTUSTMENT) : ] -
TOTAL OFFSET OF BUCKEYE PASS-THROUGH CHARGES (AUSUST 2005 ADJUSTMENT) 0 na ;‘%2&3}33 5414
TOTAL OFFSET OF BUCKEYE PASS-THROUGH CHARGES {SEP TEMBER 2005 ADTUSTMENT) ; ;j—,”;,-ji‘;ggﬁé 1712
TOTAL OFFSET OF BUCKEYE PASS-THROUGH CHARGES [ADTUSTMENT) 1) -126,891 30201 75,144 101038 73,558 406,829

BUCKEYE SHARE OF PIM CONSESTION CHARGES
ACCOUNT i

PTH CHARGE DESCRIFTION NO. AP ART KP ART IM ART QP ART €5 ART AEP AT TOTAL
Tr ission Impliclt Congestion Charge B0,0240507 5199, 1172051267, TAB L o 194 94541 1,078,054
TOTAL BUCKEYE SHARE OF PTM CONGESTION CHARGES (ACTUAL) 336,223 80,024 199,117 267,748 194 945 1,078,054
TOTAL BUCKEYE SHARE OF PTM CONGESTION CHARGES (ESTIMATED) 327575 77966 193,995 260,858 189,930 1,050,324
TOTAL BUCKEYE SHARE OF PTM CONGESTION CHARGES (ADJUSTMENT) ) 8,648 2,058 5122 6,887 5018 27,730
Note:

(1} The results shown on this oppendix are tobulated for system settlement on IPS, poge &, Hems VITI and IX,
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KPSC Case No. 2005-00341
KIUC Second Set Data Request
Order Dated December 12, 2005
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Pagelof1l

Kentucky Power Company

REQUEST

Refer to the Company’s response to KIUC 1-45. Please provide the cost of dismantling each of
the units indicated as retired on the attached schedule. If this information is not available, then
please explain why it is not available and describe the Company’s efforts to obtain the
information. In addition, if this information is not available, then please describe how CSP and
1&M accounted for the cost of removal in their property accounting records.

RESPONSE
The work orders that recorded the plant retirements have been destroyed. In accordance with the
FERC Record Retention Catalog, removal work orders are not required to be maintained after 6

years of the plant retirement.

CSP and 1&M accounted for the cost of removal as explained in response to the Attorney
General's First Set of Data Requests, Question No. 123.

WITNESS: James E Henderson
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Kentucky Power Company

REQUEST

Refer to the Company’s response to KIUC 1-58. The Company’s response to Staff 2-83 does not
provide the information requested. Please respond to KIUC 1-58. More specifically, provide the
following information:

a. Please describe the criteria relied upon to select the gross salvage and cost of removal
percentages selected for each FERC account referred to above as based on “judgment”.

b. Please describe why the same gross salvage and cost of removal percentages were not
used for each of the FERC accounts within each functional plant level given that individual
account data was not available.

c.  Please provide a copy of all analysis performed that would help to justify the selection of
the above referenced percentages by individual FERC account.

RESPONSE

a. The basis for the gross salvage and removal percentages for each FERC account are stated in
the summary page of the depreciation study workpapers for each FERC account.

b. It is not reasonable to assume that the same gross salvage and cost of removal would apply
equally to each plant account. The current depreciation study recommends that the Company
apply depreciation rates to the individual FERC accounts and, just as an different average service
life is recommended for each account, it is appropriate to recomment salvage and removal
percentages for each account based on the nature of the investments in each account.

c. All analyses by account performed are contained in the depreciation study workpapers for
each account.

WITNESS: James E Henderson
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Kentucky Power Company

REQUEST

Refer to the response to AG Request No. 166. The files provided do not explain how the cost of
removal reserve was calculated (the numbers are hardcoded). Please explain how these amounts
are calculated and provide the embedded cost of removal amounts by account.

RESPONSE

The Company's current depreciation rates identify a removal cost for only the Production Plant
function. The amount of removal costs embedded in the Production Plant functional
depreciation reserve was determined using the following formula:

Gross Removal % / (100%-Net Salvage %) x Accumulated Depreciation

Based on the Company's last depreciation study approved in Case No. 91-066, the cost of
removal and gross salvage percentages included in the approved depreciation rates are as
follows:

Gross Removal % = 24%

Gross Salvage % = 2%
Net Salvage Percent = -22%

The removal costs were calculated for the total Production Plant function. The amounts were not
identified by account.

WITNESS: James E Henderson






KPSC Case No. 2005-00341
KIUC Second Set Data Request
Order Dated December 12, 2005
Item No. 50

Pagelofl

Kentucky Power Company

REQUEST

Refer to the Company’s response to KIUC 1-24. Please provide the information requested on
CD. The request for copies of the studies does not extend to the underlying workpapers and
voucher reviews, which should substantially reduce any concerns regarding volume. The studies
should include the summary results and any supporting schedules that show the derivation of the
lead/lag days.

RESPONSE

Attached on a CD are the summary results.

WITNESS: Errol K Wagner
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Kentucky Power Company
REQUEST

With regard to the response to AG First Set, Item No. 64, Part C, please describe the
methodology used to develop the 29.66% decline in congestion costs and the 19.28% decline in
FTR revenues due to the operation of the W-J Ferry 765 kV line. Please provide supporting
workpapers for the percentages.

RESPONSE

The change in AEP related congestion and FTR revenue that results as a consequence of the
operation of the Wyoming-Jackson Ferry 765 kV line has been estimated by simulating two
cases and taking the difference. Case 1 assumes no Wyoming-Jackson Ferry line; Case 2
assumes the line is operational. Each case was simulated with PROMOD-TAM, a production-
costing model with embedded dc load flow module.

The regional context for the simulations is the PJIM ‘footprint’. The time period used in the
simulations is May 2005 through July 2005. The May through July time period is used in order
to take advantage of the availability of historical data — PJM loads, fuel prices, unit outages,
transactions — in the two simulated cases. These historical data are identical in each case.

PROMOD-TAM is a commercial, chronological production-costing model with embedded dc
load flow module. The PJM footprint transmission topology is an input in the model
simulations. The topology differs between the two cases by the addition of the Wyoming-
Jackson Ferry 765 kV line. In each case, the software simulates the hourly, security-constrained
commitment and dispatch of generating units to satisfy bus loads within the model’s
transmission area, the PJM footprint in this set of simulations. The model calculates the least
cost hourly commitment and dispatch that satisfies the hourly bus loads without violating the
transmission flow constraints, and as such, represents for each case the hypothetically optimal
operation of the system. As part of the solution, the model produces hourly LMPs, bus
generation, transmission flows, etc.

The effect of the Wyoming-Jackson Ferry 765 kV line is taken to be the difference between the
total AEP related congestion and FTR revenues in the two cases. The percentage changes are
found by dividing the change in AEP related congestion and FTR value by the respective Case 1
values and multiplying by 100.

The output files from the PROMOD-TAM model and subsequent workpapers associated with
this Item are included on the attached CD consisting of pages 2 through 135.
WITNESS: Robert W Bradish






KPSC Case No. 2005-00341
KIUC Second Set Data Request
Order Dated December 12, 2005
Item No. 52

Pagelof1

Kentucky Power Company

REQUEST

With regard to the electronic spreadsheet provided by the Company in support of Mr. Bethel’
exhibits entitled “Bethel KY Exhibits and MLR For DR”, tab “DWB-1 pgl-PTP”, line 10, please
provide an explanation for the 23.42783% “% of Point-to-Point Revenue to AEP after April 1,
2006 . Provide supporting work papers for the 23.42783% value.

RESPONSE

The "% of Point-to-Point Revenue to AEP after April 1, 2006" is the ratio PJM will use to
allocate Border PTP revenues to the PIM Zones after April 1, 2006. The ratio is calculated as
the AEP East Zone transmission revenue requirement as of April 1, 2006, per the filed settlement
in Docket No. ER05-751-000, divided by the total PJM transmission revenue requirement per
PJIM OATT H-A adjusted to reflect the referenced settlement in Docket No. ER05-751-000. A
copy of the settlement agreement was provided in response to PSC Staff 2nd set, item 22.

There are no additional workpapers as the calculation is performed in the referenced cell of the
Excel spreadsheet.

WITNESS: Dennis W Bethel
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Kentucky Power Company

REQUEST

With regard to the response to Staff 2nd Set, Item No. 6, please explain in detail the ratemaking
treatment and accounting that will accompany a specific KPCO off-system sale. In particular,
please address the following:

a. If KPCO makes such a sale, does AEP schedule the sale with PJM, sell the energy to
PJM at LMP, then purchase the energy required for the sale from PJM at LMP, and finally, then
sell to the third party buyer at the agreed contractual sale price. If this is the case, please
confirm. If not, please provide the correct explanation.

b. How is the decision made within AEP regarding whether a third party sale is specifically
assigned to an operating company (e.g., KPCO) or made as an AEP system sale, with the
margins allocated to all AEP East Companies.

RESPONSE

a. In simplistic form, Item 53, page 3 provides a diagram of the function of PIM. The diagram
represents, in a general manner, how value flows from a settlement perspective. However, the
oversimplification provided in the diagram does not capture the efforts and value added by
AEPSC in pursuing off-system sales.

AEPSC, on behalf of Kentucky Power Company and the other four east generating operating
companies, explicitly adds value by actively trading and optimizing AEP’s eastern generating
fleet. AEPSC provides this service through a number of means. As stated in the response to
Staff 2-5, the Commercial Operations group (AEPSC) makes daily decisions that impact the
level of off-system sales the company achieves. Commercial Operations focuses on analyzing
the cost and revenue drivers associated with operating in the PJM market and aligns behaviors to
minimize costs and maximize revenues.
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For example, with regards to offering available generation to PJM, Commercial Operations
supplements PJM's unit commitment process with its own analysis to determine when units
should be committed for start-up and shut down due to unit operating conditions and
characteristics. Included in the analysis is whether or not AEP needs a physical hedge, and the
magnitude of that hedge, in the real-time market to hedge against the volatility of the real-time
prices. This analysis is used to protect AEP against PJM charges associated with deviations in
generating requirements from the day-ahead awards versus the real-time dispatch. Once a unit
has been committed and is being dispatched in real-time, Commercial Operations has in place
real-time monitoring of dispatch accuracy to ensure plants are performing as requested and
AEPSC dispatchers are optimizing the value from the inter-hour price volatility by adjusting unit
output to maximize revenue when price is greater than cost and maximize purchases when price
is less than cost.

AEPSC also provides bidding strategies to facilitate the award (or commitment) for its
generating units. Although, AEP has lower cost coal units, congestion and reliability constraints
may eliminate AEP’s units from being dispatched. Therefore, AEPSC continuously evaluates
short-term market fundamentals against unit cost profiles in an effort to optimize utilization of
available generation to serve both native load and to provide off-system sales while covering the
costs incurred to run the units.

In addition to day-to-day operations, AEPSC engages in marketing activities to pursue off-
system sales opportunities both within and outside of the PJM market including SPP, ERCOT
and MISO.

From the Load Serving Entity perspective, AEPSC has detailed weather and load forecasting
functions that produce hourly load forecasts for bidding into the PJM market. Accurate load
forecast is critical to managing the Company’s operating reserve exposure that results from real-
time deviations from the day-ahead settlement results.

Post operating day, Commercial Operations runs its own shadow settlement process on a daily
basis as a way to monitor the accuracy of the PJM invoice and to request compensation from
PJM when there are discrepancies.

These types of value maximizing activities outlined above are what lie behind the simple
settlement concept imbedded in the question and highlighted on page 3 of Item 53. It is the
combined impact of the above activities that enables AEPSC to add value through off-system
sales, and Kentucky Power Company to realize its share.
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b. If the selling price is negotiated with a third party (invariably a market-based price), or
conforms with a market-based RTO's operating agreement (e.g. PIM), then that off-system sale
is considered an AEP System pool sale, resulting in the MLR sharing of costs, revenues and
margins among all five member companies of the AEP (east) Interconnection Agreement.
Recently, several municipal utilities have chosen to tie the price of their firm requirements to a
particular AEP operating company's embedded fixed and variable costs. Under this scenario, the
sale is considered company-specific and the third party's load is added to that Company's internal
load (according to Article 5.2 of the AEP Interconnection Agreement) to derive that Company's
MLR load. However, that Company alone assumes the supply responsibilities for that load, as
well as the revenues and margins resulting from that supply.

WITNESS: Robert W Bradish



KPSC Case No, 2005-00341
KIUC 2nd Set Data Requests

ltem No. 53
Page 4 of 4
Load
Sening
Suppliers Generator RTO Entity Customers
$22/MWh $367MWh gpafawh $45/MWh
Coal electricity electricity electricity
ghn >

AEP Generator Margin = $35 - $22 = $13/MWh AEP LSE Margin = $45 - $35 = $10/MWh

AEP Total Margin = $45 - $22 = $23/MWh
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Kentucky Power Company

REQUEST

With regard to a new 150mW transaction to supply Indiana Municipal Utilities, entered on or
about October 7, 2005 by I&M, has this transaction been included in the projected MLR
computations used by KPCO in its filing in this case? If not, is the Company intending to update
its filing to reflect this transaction? If not, why not?

RESPONSE

No, that transaction was not included in the projected MLR computations, inasmuch as those
projections were developed in August 2005 and that transaction was not known at that time.
The Company does not intend to update its filing. The filing is based on actual data and known
and measurable quantities/changes as of a date certain. Changes beyond that date can occur

ad infinitum.

WITNESS: Errol Wagner
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Kentucky Power Company

REQUEST

With regard to a new 40mW transaction to supply the City of Lebanon, Ohio, entered on or
about August 22, 2005 by AEP, has this transaction been included in the projected MLR
computations used by KPCO in its filing in this case? If not, is the Company intending to update
its filing to reflect this transaction? If not, why not?

RESPONSE

The above transaction does not have any effect on the Company's MLR or the MLRs of the other
four AEP operating companies. The transaction is an off-system sale.

WITNESS: Errol Wagner



